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and
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Those who would give up essential Liberty,
to purchase a little temporary Safety,
deserve neither Liberty nor Safety.

—Benjamin Franklin
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Introduction

Twenty years have passed since the publication of my book Crisis
and Leviathan: Critical Episodes in the Growth of American Government (New
York: Oxford University Press, 1987). In that book, I presented a general frame-
work for the analysis of government growth, followed by an analytical narra-
tive of the growth of the federal government in the United States from the late
nineteenth century to the late twentieth century. To complement the existing
literature, which emphasized long-run trends, I focused my analysis on a suc-
cession of crisis episodes during which the government grew abruptly and left
enduring legacies that affected the character and rate of its expansion during
the “normal” periods that followed. Although the book reflected two decades
of general study and several years of more focused research, I never supposed
that it constituted the last word with regard to any aspect of the growth of gov-
ernment, and I expected to continue my research along similar lines to deepen
and widen the analysis I had presented.

I am pleased that Crisis and Leviathan has been seen, at least in certain
quarters, as a substantial contribution to political economy in general and to
the study of the growth of government in particular. As expected, however, I
did not rest content with what I had written, but continued to work on several
of the subjects considered in the book, especially the nature and legacies of
the political economy of war and defense (preparation for war) since 1939. This
research was reported episodically in journal articles and chapters contributed
to anthologies. The most substantial of these contributions have recently ap-
peared (all in revised form) in my book Depression, War, and Cold War: Studies
in Political Economy (New York: Oxford University Press, 2006). This material,
however, composes only a portion of my writings that may be seen as research
sequels to Crisis and Leviathan.

Other parts of my follow-up research appear in the present volume. Al-
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vii | Neither Liberty Nor Safety

though two of the chapters (2 and 4) were originally written soon after the pub-
lication of Crisis and Leviathan, all of the others have been written in the past
four years. Except for chapter 4, which has not been changed in a substantive
way, everything published previously has been revised and updated for pub-
lication in the present book. Three of the chapters (3, 5, and 7) have not been
published previously in any form, although, like everything in this volume,
they draw on my earlier work. Therefore, the contents of this book represent
the views I have come to hold after a long period of reading, research, discus-
sion, debate, and publication stretching back more than forty-five years. (I do
not exaggerate when I say that my serious education in the political economy
of government in general and of the military in particular began in the sum-
mer of 1961, when as a seventeen-year-old boy I joined the United States Coast
Guard.) So, for better or worse, the material that appears here represents my
mature views.

It is said that as people mature, they become more conservative. In my
case, however, at least as far as my understanding of government is concerned,
the common wisdom requires reversal because as I have continued my studies, I
have become more radical. If the tone of my exposition sometimes seems shrill,
it nonetheless reflects the tenor of my mature judgment. In matters of ideology,
the young are actually more easily bamboozled by the powers that be, more
easily intimidated by parents, teachers, and governmental authorities—not for
nothing does the army prefer to draft eighteen-year-olds. My lifelong learning
has been, among other things, a process of sloughing off orthodoxy and “re-
spectable” views. Thus, after a thorough postgraduate training in mainstream,
neoclassical economics at Johns Hopkins, I moved toward the Austrian school
of economics, and after exchanging my collegiate leftism for classical liberalism
in my early twenties, I moved toward private-property anarchism.

H. L. Mencken famously said that “every decent man is ashamed of the
government he lives under.” By now, however, I am no longer ashamed, because
I do not identify with the government under which I live. Rather, I view it as
a criminal organization that without provocation has chosen to make war on
my just rights—not only mine, of course, but everyone’s. Although this vile en-
terprise is my problem, because it robs and bullies me relentlessly and without
mercy, it is not my responsibility: the nail is not the hammer. I did not ask for
it, and I do not want it. I fervently desire that it would simply disappear with-
out a trace, leaving individuals free to conduct their affairs by means of volun-
tary cooperation, free of its incessant, gratuitous threats of force and violence
against unoffending people, and free of the ceaseless, insulting drumbeat of its
moronic propaganda.



Introduction | viii

Of course, the government is not about to disappear; indeed, it grows
stronger daily. Social scientists therefore must understand how it operates and
what consequences its operations have for the public. The foremost difficulty
of understanding the threat of modern government is its nearly complete infil-
tration of society. Not only does it permeate virtually every part of social and
economic life, but people constantly pass back and forth across the line that
separates the predators and the prey—so commonly, in fact, that the masses
easily fall for the myth that in our blessed democracy “we are the government.”

In reality, however, most play no role in running the government except in
wholly symbolic and inconsequential ways, such as casting a meaningless ballot
from time to time or expressing their views to government officials in one of the
many forums set up to allow the victims to vent their anger, frustration, and
distress. Having had our “day in court,” we are expected to go forth convinced
that the whole rapacious setup is manifestly fair, desirable, and even indispens-
able. Our government usually allows people the freedom of speech, if no other
freedom, almost as if the rulers had the wit to follow the advice Vilfredo Pareto
once gave to Mussolini: “Let the crows caw, but be indefatigable in repressing
[rebellious] deeds! Experience demonstrates that leaders who embark upon this
path of censorship find headaches, rather than benefits.” So we Americans may
talk or even yell as much as we like—it’s a free country, ain’t it!—but our rulers’
ears are deaf to our cries. Besides, they have more important things to do, for
themselves.

In Crisis and Leviathan, 1 emphasized the importance of ideology in po-
liticoeconomic affairs, and I devoted an entire chapter to a consideration of its
nature and operation. Here, in chapter 3, I extend that analysis in an attempt
to understand better how ideological change occurs. Moreover, striving to go
deeper than social scientists and philosophers have generally gone in their study
of “public opinion,” I consider in chapter 1 how fear grounds nearly everything
that governments do, including their manipulation of public opinion. Shortly
before this book went to press, I thought it might be interesting to ask the
Google search engine to find the terms George W. Bush and politics of fear joint-
ly. Google reported about 128,000 instances of this pair of terms on the World
Wide Web. Thus, I am scarcely the only observer to notice that the government
routinely employs fear to cement its domination and to attain its objectives. I
hope, however, that my analysis here helps to clarify the precise ways in which
the government plays the fear card and the effects it produces by doing so.

The first three chapters and the final chapter are more conceptual than
historical, although they contain plenty of empirical examples. Chapters 4—7
deal more fully and carefully with the historical details of how government has
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grown in the United States since the late nineteenth century. In chapter 4, I
take up briefly the question of what accounts for the rise of Progressivism, the
most momentous ideological change in United States history. Although I do
not claim to have presented a full analysis—nothing less than a book-length
treatment could do so—I do offer a more complete statement on this issue than
I have made elsewhere in my writings, in the hope that it will prove suggestive.
(More than one critic has faulted me for failure to give such an explanation in
Crisis and Leviathan.) Chapter s pertains to the interwar period; chapter 6 deals
with the world wars; and chapter 7 brings the historical analysis of the growth
of government in the United States up to date by considering the period from
1945 to the present. The final chapter, besides presenting substantial conceptual
material, relates not simply to the United States, but to all of the economically
advanced countries. So, all in all, despite being fairly short, the present book
covers a great deal of ground.

It can take this form because it builds on so much that has already been
done, not only by me but by a host of other writers. I am not ashamed to stand
on the shoulders of giants, and readers will readily see which scholars serve as
my giants. None of them, however, escapes my criticism. I am not given to
hero worship. As admirable and as impressive as my giants were (and, in some
cases, are now), none was privy to unimpeachable Truth. All of them, in my
view, have made at least a few mistakes, ill-founded interpretations, or other
scholarly missteps; all of them, in short, were human. I like to think that if they
could see how I have taken issue with their analysis, they might be inclined to
nod and say, “Well, you may have a point.”

If T myself am wrong on various points, my mistakes too may be corrected.
I have learned much about history and political economy since putting on that
uniform in 1961, but I am not finished yet. This book, like each of its predeces-
sors, constitutes a progress report on one man’s scholarly journey. If readers find
it helpful, I will be gratified that they may not have to plow through all of the
rocks and briars that impeded me as I made my way, often by a tortuous path,
to the views expressed here.

A brief comment on the title may be in order. Benjamin Franklin’s 1755
statement, from which the title is taken, is well known, and it appears here as
the book’s epigraph. For Franklin, those who would sacrifice essential liberty
to purchase a little temporary safety deserve neither liberty nor safety. I agree,
but my point in this book is not simply that they deserve neither; instead, it is
that they will gez neither. Destroying the village to save it is never a smart move.
Indeed, it is an absurdity. The most fundamental tragedy of modern U.S. poli-
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tics is that so many people have embraced this absurdity. By doing so, they have
sacrificed not only their liberty and their safety, but in the end their very souls.
Impelled by their fears and by a desire to evade self-responsibility, questing in
vain for a secular savior, they have surrendered themselves to the government
so fully that, in effect, it has become their god. The Christians and Jews among
them might well have given greater weight to the First Commandment.

Robert Higgs
Covington, Louisiana
January 2007






Fear: The Foundation of Every

Government's Power

Neither a man nor a crowd nor a nation can be trusted to act
humanely or to think sanely under the influence of a great
fear.

—Bertrand Russell, “An Outline of Intellectual Rubbish” (1943)

[Flear can debilitate us, making us susceptible to the impor-
tunities of those who promise to alleviate our fears if only
we will give the direction of our lives over to them. In this
manner are institutions born, with the state demanding the
greatest authority over us, and promising release from our
uncertainties.

—Butler Shaffer, “A World Too Complex to Be Managed” (2006)

All animals experience fear—human beings, perhaps, most of all.
Any animal incapable of fear would have been hard pressed to survive, regard-
less of its size, speed, or other attributes. Fear alerts us to dangers that threaten
our well-being and sometimes our very lives. Sensing fear, we respond by run-
ning away, by hiding, or by preparing to ward off the danger. To disregard fear
is to place ourselves in possibly mortal jeopardy. Telling people not to be afraid
is giving them advice they cannot take (Bloom 2004, 82-84). Even the man
who acts heroically on the battlefield, if he is honest, admits he is scared. “He
would be a sort of madman or insensible person,” Aristotle wrote, “if he feared
nothing, neither earthquakes nor the waves” (1938, 249). Our evolved psycho-
logical and physiological makeup predisposes us to fear actual and potential
threats, even those that exist only in our imagination.
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And thy life shall hang in doubt before thee; and thou shalt fear day
and night, and shalt have none assurance of thy life. (Deuteronomy
28:66)

The people who have the effrontery to rule us, who dare call themselves our
government, understand this basic fact of human nature. They exploit it, and
they cultivate it. Whether they compose a warfare state or a welfare state, they
depend on fear to secure popular submission, compliance with official dictates,
and, on some occasions, affirmative cooperation with the state’s enterprises and
adventures (Bloom 2004, 85-93). Without popular fear, no government would
endure more than twenty-four hours."

David Hume argued that all government rests on public opinion, and
many others have endorsed his argument (e.g., Mises [1927] 1985, 41, 45, 5057,
180; Rothbard [1965] 2000, 61-62), but public opinion is not the bedrock of
government. Public opinion itself rests on something deeper and more primor-
dial: fear. Hume recognized that the opinions that support government receive
their force from “other principles,” among which he included fear, but he con-
sidered these other principles to be “the secondary, not the original principles of
government.” He argued: “No man would have any reason to fear the fury of a
tyrant, if he [the tyrant] had no authority over any but from fear” ([1777] 1987,
34, emphasis in original). We may grant Hume’s statement yet still maintain
that, regardless of the nature of the bonds between the ruler and his palace
guard, the government’s authority over the great mass of its subjects rests funda-
mentally on fear.

Murray Rothbard considers fear briefly in his analysis of the anatomy of
the state, classifying its instillment as “another successful device” by which the
rulers secure from their subjects acceptance of or at least acquiescence in being
dominated—"“[tJhe present rulers, it was maintained, supply to the citizens an
essential service for which they should be most grateful: protection against spo-
radic criminals and marauders” ([1965] 2000, 65)—but Rothbard does not view
fear as the fundamental basis on which the rulers rest their domination, as I do
here. Of course, as many scholars have recognized, ideology is critical in the
long-term maintenance of governmental power. Yet every ideology that endows
government with legitimacy requires and is infused by some kind(s) of fear.
Unlike Rothbard, who views the instillment of fear in the subjects as one “de-
vice” among several by which the government maintains its grip on the masses,
I contend that public fear is a necessary (though perhaps not a sufficient) condi-
tion for the viability of government as we know it.*

Jack Douglas comes closer to my own view when he observes that mzyzhs
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(a term he uses in roughly the same way that I use the term ideologies) “are
predominantly the voice of our emotions, the images of our passionate hopes
and fears, or our passionate longings and hatreds” (1989, 220, emphasis added;
see also 313 on “the very powerful fear of death that reinforces all of the others”
[that is, all of the other natural passions]). In his extended argument about the
longstanding, overarching “myth of the welfare state,” however, Douglas places
more emphasis on the element of hopes (millennialism) than on the element of
fears. Yet even ideological hopes, I maintain, often center on people’s hopes for
governmental deliverance from their fears. As David Altheide remarks, “People
do want to be ‘saved’ and ‘freed,’ but they want to be saved and freed from fear,
and this is what makes the [mass media’s] messages of fear so compelling and
important for public policy and the fabric of our social life” (2002, 15-16).

The fear need not be of the government itself and indeed may be of the
danger from which the government purports to protect the people. Of course,
some of the threats that induce subjects to submit to government in the hope of
gaining its protection and thereby calming their fears may be real. I am not ar-
guing that people who look to government for their salvation act entirely under
the sway of illusory threats, although I do insist that nowadays, if not always,
many public fears arise in large part if not entirely from stimulation by the gov-
ernment itself. If the people’s fears may be (1) of the government itself, (2) of real
threats from which the people look to the government for protection, and (3) of
spurious threats from which the people look to the government for protection,
we must admit that the relative importance of each type of fear varies with time
and place. In every case, however, the government secks to turn public fear
to its own advantage.? “Directing fear in a society is tantamount to control-
ling that society. Every age has its fears, every ruler has his/her enemies, every
sovereign places blame, and every citizen learns about these as propaganda”
(Altheide 2002, 17, see also 56, 91, 126-33, 196, and passim).

THE NATURAL HISTORY OF FEAR

And my heart owns a doubt
Whether ’tis in us to arise with day
And save ourselves unaided.
—Robert Frost, “Storm Fear” (1913, reprinted in 1979, 10)

Thousands of years ago, when the first organized groups recognizable as gov-
ernments were fastening themselves on people, they relied primarily on warfare
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and conquest.* As Henry Hazlitt observes, “There may have been somewhere,
as a few eighteenth-century philosophers dreamed, a group of peaceful men
who got together one evening after work and drew up a Social Contract to form
the state. But nobody has been able to find an actual record of it. Practically all
the governments whose origins are historically established were the result of
conquest—of one tribe by another, one city by another, one people by another.
Of course there have been constitutional conventions, but they merely changed
the working rules of governments already in being” ([1976] 1994, 471).5

This view of the origin of the state has great antiquity. As long ago as the
late eleventh century, Pope Gregory VII (1073-8s), the leader of the momen-
tous Papal Revolution that began during his papacy and ran its course over
a span of nearly fifty years (even longer in England), wrote: “Who does not
know that kings and princes derive their origin from men ignorant of God who
raised themselves above their fellows by pride, plunder, treachery, murder—in
short by every kind of crime—at the instigation of the Devil, the prince of this
world, men blind with greed and intolerable in their audacity?” (qtd. in Berman
1983, 110).

Although certain analytical purposes may be served at times by likening
government to a form of exchange between the ruler and the ruled, a la public-
choice theory, or by supposing that government might “conceptually” reflect a
unanimously accepted “social contract,” & la constitutional economics, these
characterizations fail to acknowledge government’s “essentially coercive char-
acter” and bear little resemblance to the actual historical establishment of gov-
ernments—or to their functioning today (Yeager 1985, 269—72 , 28385, 291; see
also Olson 2000, 2, 11). The subjugation theory, in stark contrast, rests upon a
mountain of historical evidence. As Ludwig von Mises remarks, “For thousands
of years the world had to submit to the yoke of military conquerors and feudal
lords who simply took for granted that the products of the industry of other men
existed for them to consume.” Moreover, “[tlhe supplanting of the militaristic
ideal, which esteems only the warrior and despises honest labor, has not, by any
means, even yet been completely achieved” ([1927] 1985, 151).

FeAR FOr YOUR Lire AND Pay TRIBUTE TO THE RULERS

Losers who were not slain in the conquest itself had to endure the subsequent
rape and pillage and in the longer term had to acquiesce in the continuing pay-
ment of tribute to the insistent rulers—the stationary bandits, as Mancur Olson
(2000, 6-9) aptly calls them. Subjugated people, for good reason, feared for
their lives. Offered the choice of losing their wealth or losing their lives, they
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tended to choose the sacrifice of their wealth. Hence arose taxation, variously
rendered in goods, services, or money (Nock [1935] 1973, 19—22).6 For example,
in thirteenth-century Bavaria, perhaps the most advanced of all the German
principalities at the time, “the entire population of the duchy was taxed, free
and unfree, secular and ecclesiastical; and the taxes were administered by a
corps of ducal officials” (Berman 1983, 510). Max Spindler remarks that this
“tax obligation ... made the existence and the sovereignty of the state palpable
to every single person” (from a 1937 work in German, qtd. in translation in Ber-
man 1983, 510).

Subjugated people, however, naturally resent the imposed government and
the taxation and other insults it foists on them. Such bitter people easily become
restive; should a promising opportunity to throw off the oppressor’s dominion
present itself, they may seize it. A historical example demonstrates this point
clearly. “In the early thirteenth century King Canute II [of Denmark] tried to
issue taxes, collect fines, and, in general, assert royal authority, but he was over-
thrown and assassinated” (Berman 1983, 515). Even if the people mount no rebel-
lion or overt resistance, however, they quietly strive to avoid their rulers’ exac-
tions and to undermine their rulers’ apparatus of government. As Machiavelli
observed, the conqueror “who does not manage this matter well, will soon lose
whatever he has gained, and while he retains it will find in it endless troubles and
annoyances” ([1513] 1992, 5). For the stationary bandits, therefore, force alone
proves a very costly means of keeping people in the mood to disburse a steady,
substantial stream of tribute. If the rulers are to sustain their predation at toler-
able cost, they must gain legitimacy (Mises [1927] 1985, 41, 45, 5051, 180).

FeAR For YOUuRr SouL AND PAy TRIBUTE TO THE RULERS

Sooner or later every government augments the power of its sword with the
power of its priesthood, forging an iron union of throne and altar. The priests
were “the ones who fabricated the holy texts purporting to tell how the world
was created, how God decreed the ruler’s power, how the king was necessary
for everyone’s welfare, and on and on” (Douglas 1989, 129, see also 153, 325,
and passim). In ancient times, it was not uncommon for rulers to be declared
gods—the Pharaohs of ancient Egypt made that claim for centuries—or the
descendants of the gods or the earthly representatives of the gods (63, 107, 129).
When Charlemagne was crowned emperor in 800, he took the title “Charles,
most serene Augustus, crowned by God, great and pacific emperor, governing
the Roman empire” (Berman 1983, 603). Doctrines of the divine right of kings
have deep historical roots in many parts of the world. In Western civilization,
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they received powerful support in the early fifth century from St. Augustine’s
City of God, reached their zenith in the seventeenth century in the writings of
Jacques-Benigne Bossuet on behalf of Louis XIV in particular, and did not go
down—with a thud, as it were—until the French Revolution (Hooker 1996).
As late as World War I, Kaiser Wilhelm found it expedient to exhort his troops:
“Remember that the German people are the chosen of God. On me, on me
as German emperor, the Spirit of God has descended. I am His weapon, His
sword and His visor” (qtd. in Skidelsky 2005). To the extent that the subjects
can be brought to fear not only the ruler’s superior force, but also his supernatu-
ral powers or authority—brought, in Harold Berman’s words, to a “belief in
his sacred character and thaumaturgic powers” (1983, 406), the ruler gains an
enormous edge in overawing the people.

Moreover, if people believe in an afterlife, where the pains and sorrows
of this life may be sloughed off, the priests hold a privileged position in pre-
scribing the sort of behavior in the here and now that best serves one’s inter-
est in securing a blessed condition in the life to come. Referring to the Ro-
man Catholic Church of his own day, Machiavelli noted “the spiritual power
which of itself confers so mighty an authority” ([1513] 1992, 7), and he heaped
praise on Ferdinand of Aragon, who, “always covering himself with the cloak
of religion ... had recourse to what may be called pious cruelty” (59, empha-
sis in original).” For Roman Catholics, “the church, and more specifically the
pope, is considered to have jurisdiction over purgatory ... [and] the time to
be spent in purgatory can be reduced by clerical decision” (Berman 1983, 171).
This clerical power may be—and often has been—used to induce people to fall
into line with projects that serve definite secular as well as spiritual interests.
For example, “With the emergence of papal monarchy at the end of the elev-
enth century, the Council of Clermont under Pope Urban II granted the first
‘plenary indulgence,” absolving all who would go on the First Crusade from
liability for punishment in purgatory for sins committed prior to their joining
the holy army of crusaders” (171). In our own time and place, a similar example
pertains to the support that Protestant evangelicals have given to militarism in
general and to the recent U.S. wars against Iraq in particular (Bacevich 2005a,
122—46), support that George W. Bush’s administration has actively cultivated
and exploited, counting the religious right a key part of the Republican Party’s
electoral and lobbying “base.”

Naturally, the warriors and the priests, if not one and the same, almost
invariably come to be cooperating parties in the apparatus of rule. In medieval
western Europe, from the sixth through the eleventh centuries, secular rulers
dominated the church and appointed the highest ecclesiastical officials. Even
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after the Papal Revolution, in which the church established its corporate inde-
pendence and gained the power to choose the pope and appoint the bishops,
however, churchmen and secular rulers continued to be intertwined in count-
less ways, not least by the often close kinship of their leading authorities. Al-
though the clergy sometimes clashed with secular authorities, their relationship
normally entailed cooperation and mutual support.® This close relationship be-
tween throne and altar did not end with the Protestant Reformation. Indeed,
in many ways it persists even in today’s more secular societies.

Thus, the martial element of government puts people in fear for their lives,
and the priestly element puts them in fear for their eternal souls. These two
fears compose a powerful compound—sufficient to prop up governments ev-
erywhere on earth for several millennia.

Look 1o THE RULERS FOR PROTECTION AND PAay THEM TRIBUTE

Over the ages, governments refined their appeals to popular fears, fostering an
ideology that emphasizes the people’s vulnerability to a variety of internal and
external dangers from which their governors—of all people!—are represented
to be their protectors (Higgs 2002). Government, it is claimed, protects the
populace from external attackers and from internal disorder, both of which are
portrayed as ever-present threats (Rothbard [1965] 2000, 65). Sometimes the
government, as if seeking to nourish this mythology with grains of truth, does
protect people in this fashion—even the shepherd protects his sheep, but he
does so to serve his own interest, not theirs, and when the time comes, he will
shear or slaughter them as his interest dictates.

Olson describes in simple terms why the stationary bandit may find it in
his interest to invest in public goods (the best examples of which are domestic
“law and order” and defense of the realm) that enhance his subjects’ productiv-
ity. In brief, the ruler does so when the present value of the expected additional
tax revenue he will be able to collect from a more productive population ex-
ceeds the current cost of the investment that renders the people more produc-
tive (2000, 9—10). Sometimes, in addition, the ruler charges directly for the use
of his “public good.” For example, “the introduction of a system of royal law
into England [by the Anglo-Norman ruler Henry II] was in part a means of
enriching royal coffers as well as royal power at the expense not only of barons
and ecclesiastics but also of the general population” (Berman 1983, 439).?

Robert Bates argues that in western Europe the kings struck deals with
the merchants and burghers, trading mercantilist privileges and “liberties” for
a steady stream of tax revenue, in order to dominate the chronically warring
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rural dynasties and thereby to pacify the countryside (2001, 56—69, 102)."° Un-
fortunately, kings who undertook these measures had foremost in their minds
the same thought that the Meiji reformers had in nineteenth-century Japan
when they gave their country the slogan “rich nation, strong army” (Kuroda
1997). As Bates recognizes, the kings sought to enlarge their revenue for the
purpose of conducting ever more costly wars against other kings as well as
against domestic opponents. Thus, their “pacification” schemes actually en-
tailed amplified fighting on some front, leaving the net effect on overall societal
well-being very much in question, especially when we consider that no single
king undertook these measures in isolation: a better-funded king might have
pacified his own realm internally, but other kings, also better funded, now pre-
sented greater external threats to this realm. Each king’s foreign war entailed
some other society’s domestic devastation. Joseph Schumpeter remarks of the
rising nation-states of Europe: “None of them had all it wanted; each of them
had what others wanted. And they were soon surrounded by new worlds invit-
ing competitive conquest.... [A]ggression ... became the pivot of policy....
[M]aximum public revenue—for the court and the army to consume—was
the purpose of economic policy, conquest the purpose of foreign policy” (1954,
146—47)." Obviously, no one can demonstrate that the displacement of the feu-
dal order by the rising kings and nation-states of Europe gave rise to a continent
consistently at peace. Indeed, as traditionally told, the history of the early mod-
ern age unfolds in a succession of wars, often several at the same time, among
the great European powers. Lesser powers, compelled to line up on one side or
the other of these armed struggles, suffered a full measure of the destruction.

When the government fails to protect the people as promised, it always
has a good excuse, often blaming some element of the population—scapegoats
such as traders, money lenders, unpopular ethnic or religious minorities, or
“economic royalists” (Franklin D. Roosevelt’s choice). “[N]o prince,” Machia-
velli assures us, “was ever at a loss for plausible reasons to cloak a breach of
faith” ([1513] 1992, 46). Just consider how many big heads have rolled in order to
hold government officials accountable for the security lapses that permitted the
attacks on the World Trade Center and the Pentagon on September 11, 2001. By
my count, the total comes to exactly zero—not to mention that the command-
er in chief on whose watch these devastating attacks took place subsequently
engineered his reelection to office, carrying his entire entourage onward to seize
further opportunities for “greatness.”

In the crunch, governments always attend first to their own protection,
even if the people’s protection must be sacrificed in the process (Lind 2005).
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Vice President Dick Cheney has become notorious for periodically scurrying
into an impenetrable bunker when frightened by specters of terrorism, but we
ordinary citizens are strictly on our own when the dreaded weapons of mass
destruction come our way.'> Government penal codes routinely make offenses
against government officials, agents, or property graver offenses than identical
offenses against other persons or property (Rothbard [1965] 2000, 80—82). Nor
is this kind of “class” inequity in the application of the law a modern develop-
ment. In the Liber Augustalis, an advanced legal code promulgated by Frederick
I1, tyrant of the Norman Kingdom of Sicily, in 1231, “higher penalties were im-
posed for offenses against nobles by non-nobles, and greater weight was given
to the oath of a noble in suits for debt” (Berman 1983, 428). In our own time and
place the official reaction to the murder or attempted murder of a government
official or even of a low-ranking police officer bears no comparison with the
official reaction to the murder of an ordinary citizen: the former offense calls
forth legions of SWAT teams ardent to dispatch any suspect on sight, whereas
the latter may, all in good time, set in motion a lethargic investigation.

EMBRACE A COLLECTIVIST IDEOLOGY AND
Pay TRIBUTE TO THE RULERS

The religious grounds for submission to the ruler gods gradually transmogrified
into secular notions of nationalism and popular duty to the state, culminating
eventually in the curious ideology that in a democratic system the people them-
selves are the government, and hence whatever it requires them to do, they are
really doing for themselves; as Woodrow Wilson had the impudence to declare
when he proclaimed military conscription backed by severe criminal sanctions
in 1917: “it is in no sense a conscription of the unwilling; it is, rather, selection
from a nation which has volunteered in mass” (qtd. in Palmer 1931, 216-17).
Not long after the democratic dogma had gained a firm foothold, orga-
nized coalitions emerged from the mass electorate and joined the elites in loot-
ing the public treasury, and as a consequence, in the late nineteenth century
the so-called welfare state began to take shape. From that time forward, people
were told that the government can and should protect them from all sorts of
workaday threats to their lives, livelihoods, and overall well-being—threats of
destitution, hunger, disability, unemployment, illness, lack of income in old
age, germs in the water, toxins in the food, and insults to their race, sex, ances-
try, creed, and so forth. Nearly everything people feared and much that they
found merely annoying, the government stood poised to ward off. Thus did
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the welfare state anchor its rationale in the solid rock of fear. Governments,
having exploited popular fears of violence so successfully from time immemo-
rial (promising “national security”), had no difficulty in cementing these new
stones (promising “social security”) into their foundations of rule.

In this quest, governments have enjoyed the support of a growing secu-
lar priesthood of intellectuals and far more numerous pseudointellectuals—F.
A. Hayek called them “secondhand dealers in ideas”™ —who for various reasons
have tended overwhelmingly to espouse collectivist doctrines (Hayek 1949;
Mises [1956] 1972; Nozick [1986] 1998; Rothbard [1965] 2000, 61—70; Feser
2004). These idea peddlers, many of whom live at taxpayer expense these days,
have advanced a succession of interpretations of the world’s troubles and of
its potential salvation in which they portray various private actions, especially
those bundled in the concept of “capitalism,” as the source of a plethora of
threats to life, limb, and happiness. They depict the government as the savior
that will descend from its heaven—Ilocated in Berlin, Paris, Brussels, Washing-
ton, or other such places—to remedy all the people’s woes and to drive the evil
doers, especially the private “money changers,” out of the temple. Karl Marx
famously declared that religion is the opiate of the people. Not so famously
but equally correctly, Raymond Aron (1957) called collectivism, especially in its
Marxist variant, “the opium of the intellectuals.”

This ideology seeped out from the intellectuals to the masses. Once
it gained sufficient acceptance among them, by the beginning of the twentieth
century in Europe and slightly later in North America, it allowed government
officials to exploit each great socioeconomic and political emergency to add
new weapons to their arsenal of social control (Higgs 1987, 2004; Porter
1994). The upshot of each such crisis included not only a ratcheting up of the
government’s size, scope, and power, but also a further weakening of the ideo-
logical resistance that had for millennia reflected the people’s instinctive appre-
ciation that the government is at best an unavoidable nuisance and at worst an
unbearable oppressor. Under the sway of the new dominant ideology—recently
analyzed by Daniel Klein (2005) under the rubric of 7he People’s Romance—
many people affirmatively support governmental enterprises and adventures
under the illusion that “we are all doing this together”—as if millions or even
hundreds of millions of extremely heterogeneous individuals were nothing
more than one big happy family. Although this bizarre phenomenon may well
justify calling for the men in white coats to bring out the straitjackets, one
cannot deny that it seems to motivate the political speech and actions of many
opinion leaders as well as a substantial number of ordinary citizens. Thus has
fear led people from a well-founded aversion to the government itself to a form
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of mass lunacy in which, like Winston Smith in George Orwell’s Nineteen
Eighty-Four, they finally love Big Brother—a Stockholm Syndrome writ large
(Clark 2002).

THE POLITICAL ECONOMY OF FEAR

The whole aim of practical politics is to keep the popu-

lace alarmed (and hence clamorous to be led to safety) by
menacing it with an endless series of hobgoblins, all of them
imaginary.

—H. L. Mencken, “Women as Outlaws” ([1921] 1949, 29)

Fear, like every other “productive” resource, is subject to the laws of produc-
tion. Thus, it cannot escape the law of diminishing marginal productivity: be-
yond a certain point, as successive doses of fear mongering are added to the
government’s “production” process, the incremental public clamor for govern-
mental protection declines. The first time the government cries wolf, the public
is frightened; the second time, less so; the third time, still less so. If the govern-
ment plays the fear card too much, it overloads the people’s sensibilities, and
eventually they discount almost entirely the government’s attempts to frighten
them further. Having been warned in the 1970s about catastrophic global cool-
ing (see, for example, “The Cooling World” 1975; Holcombe 2006), then, soon
afterward, about catastrophic global warming, the populace may grow weary
of heeding the government’s warnings about the dire consequences of alleged
global climate changes—dire unless, of course, the government takes stringent
measures to bludgeon the people into doing what “must” be done to avert the
foretold disaster.

Former homeland-security czar Tom Ridge revealed recently that other
government officials had overruled him when he wanted to refrain from rais-
ing the color-coded threat level to orange, or “high” risk of terrorist attack, in
response to unlikely threats. “You have to use that tool of communication very
sparingly,” Ridge remarked astutely (qed. in Hall 2005). Other Bush admin-
istration figures persisted, however, in drawing from the well of fear. When
the president gave still another of his “same old same old” speeches midway
through 2005, justifying the war in Iraq by tying it to the emotionally evocative
attacks of September 11, the speech fell flat, even with the troops who composed
his audience at Fort Bragg. “The president has no one to blame but himself;”
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commented Frank Rich. “The color-coded terror alerts, the repeated John Ash-
croft press conferences announcing imminent Armageddon during election
season, the endless exploitation of 9/11 have all taken their numbing toll. Fear
itself is the emotional card Mr. Bush chose to overplay, and when he plays it
now, he is the boy who cried wolf” (2005).

Fear is a depreciating asset. As Machiavelli observed, “the temper of the
multitude is fickle, and ... while it is easy to persuade them of a thing, it is
hard to fix them in that persuasion” ([1513] 1992, 14). Unless the foretold threat
eventuates, the people come to doubt its substance or its predicted magnitude.
The government must make up for the depreciation by investing in the mainte-
nance, modernization, and replacement of its stock of fear capital. For example,
during the Cold War, the general sense of fear of the Soviets tended to dissipate
unless refreshed by periodic crises, many of which took the form of officially
announced or leaked “gaps” between U.S. and Soviet military capabilities:
troop-strength gap, bomber gap, missile gap, antimissile gap, first-strike-mis-
sile gap, defense spending gap, thermonuclear-throw-weight gap, and so forth
(Higgs 1994, 301-2).8

Lately, a succession of official warnings about possible forms of terrorist
attack on the homeland has served the same purpose: keeping the people “vigi-
lant,” which is to say, willing to pour enormous amounts of their money into
the government’s bottomless budgetary pits dubbed “defense” and “homeland
security” (Higgs 2003a; Bender 2006; Bennett 2006). Investigative journalist
James Bamford notes that the Bush administration has made effective use of
“the politics of fear” by exploiting “the threat of terrorism to push for harsh
assaults on constitutional liberties.” Moreover, Bamford declares, government
officials “are succeeding to a remarkable degree, largely because of the nonstop
drumbeat of fear and paranoia generated over the issue and the steady, numb-
ing regularity of their attacks on civil liberties” (interviewed in Zeese 2005).

This same factor helps to explain the synchronous drumbeat of fears
pounded out by the mass media: besides serving their own interests in captur-
ing an audience, the news media buy insurance against government retribution
by playing along with whatever program of fear mongering the government is
conducting currently. Anyone who watches, say, CNN’s Headline News pro-
grams can attest that a day seldom passes without some new announcement of
a previously unsuspected Terrible Threat—I call it the danger du jour."* New
York Times columnist John Tierney refers to “what is known in the [journal-
ism] business as the ‘Fear Stalks’ story, as in, “We need a Fear Stalks suburban
bus riders” (2005). By keeping the population in a state of artificially height-
ened apprehension, the government-cum-media prepares the ground for plant-
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ing specific measures of taxation, regulation, surveillance, reporting, and other
invasions of the people’s wealth, privacy, and freedoms.” As Altheide observes,
“The mass media, and especially the news media, are the main source and tool
used to ‘soften up’ the audience, to prepare them to accept the justificatory
account of the coming action” in an alleged crisis (2002, 12). Left alone for a
while, relieved of this ceaseless bombardment of warnings, people would soon
come to understand that hardly any of the announced threats have any sub-
stance—that they are “mostly fertilizer,” as Charley Reese (2005) has described
them—and that they can manage their own affairs quite well without the se-
curity-related regimentation and tax extortion the government seeks to justify.
Large parts of the government and the “private” sector participate in the
production and distribution of fear. (Beware: many of the people in the os-
tensibly private sector are in reality mercenaries living ultimately at taxpayer
expense. True government employment is much greater than officially reported
[Light 1999; Higgs 200sa].) Bamford describes the activities of “a shadowy
American company, The Rendon Group, that had been paid close to $200
million by the CIA and Pentagon to spread anti-Saddam propaganda world-
wide.... Its specialty is manipulating thought and spreading propaganda”
(2004, 295). Among many other achievements, Rendon created the Iraqi Na-
tional Congress, a group whose paid informants and assorted con men prof-
ited handsomely by serving as critical sources of the disinformation the U.S.
government employed to gain support for its 2003 attack on Iraq (296, see also
297-98). Defense contractors, of course, have long devoted themselves to stok-
ing fears of enemies big and small around the globe who allegedly seek to crush
our way of life at the earliest opportunity. Boeing’s TV spots, for example, as-
sure us that the company is contributing mightily to protecting “our freedom.”
If you believe that claim, I have a shiny hunk of useless Cold War hardware that
I will sell you at an astronomical price. The news and entertainment media en-
thusiastically jump on the bandwagon of foreign-menace alarmism—anything
to get the public’s attention and to keep up its already elevated pulse rate.
Consultants of every size and shape clamber onboard, too, facilitating the
distribution of billions of dollars to politically favored suppliers of phony-balo-
ney “studies” that give rise to thick reports, the bulk of which amounts to noth-
ing but worthless filler restating the problem and speculating about how one
might conceivably go about discovering workable solutions. All such reports
agree, however, that a crisis looms and that more such studies must be made in
preparation for dealing with it. Hence, a kind of Say’s Law of the political econ-
omy of crisis applies: supply (of government-funded studies) creates its own de-
mand (for government-funded studies). Truth be known, government officials
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commission studies when they are content with the status quo but desire to
write hefty checks to political favorites, cronies, and old associates who now
purport to be “consultants.” At the same time, the government demonstrates to
the public in this way that it is “doing something” to avert impending crisis X.

At every point, opportunists latch onto existing fears and strive to invent
new ones to feather their own nests. Thus, public-school teachers and admin-
istrators agree that the nation faces an “education crisis.” Police departments
and temperance crusaders insist that the nation faces a generalized “drug crisis”
or at times a specific drug crisis, such as “an epidemic of crack cocaine use.”
Public-health interests foster fears of “epidemics” that in reality consist not of
the spread of contagious pathogens, but of the lack of personal control and self-
responsibility, such as the “epidemic of obesity” or the “epidemic of juvenile
homicides.” By means of this tactic, a host of personal peccadilloes are medi-
calized and consigned to the “therapeutic state” (Szasz 1965, 2001; Nolan 1998;
Higgs 1999). In this way, people’s fears that their children may become drug
addicts or gun down a classmate become grist for the government’s mill—a
mill that may grind slowly, but at least it does so at immense expense, with each
dollar falling into some fortunate recipient’s pocket (a psychiatrist’s, a social
worker’s, a public-health nurse’s, a drug-court judge’s; the list is almost end-
less). In this manner and in countless others, private parties become complicit
in sustaining a vast government apparatus fueled by fear.

FEAR WORKS BEST IN WARTIME

It is not bad. Let them play.
Let the guns bark and the bombing-plane
Speak his prodigious blasphemies.
—Raobinson Jeffers, “The Bloody Sire” (1941,
reprinted in 1965, 76)

Even tyrants can get bored. The exercise of great power may become tedious
and burdensome—underlings are always disturbing one’s serenity with ques-
tions about details; victims are always appealing for clemency, pardons, or ex-
emptions from one’s rules. Charlemagne traveled from place to place in his
empire, living off the local nobleman’s fief and the local serfs’ labor as he went,
but at each new venue, before he could settle down to sustained feasting, he
had to attend to those with a gripe. “When he arrived in a place he would hear
complaints and do justice” (Berman 1983, 89, see also 483—4). Likewise, Henry
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I1, the Norman monarch of England and parts of the Continent, “circuited his
kingdom at a wearing pace to hear cases in the provinces” (439). What a grind.

Besides being a tiresome bore, the efficient and just administration of the
laws brings the rulers little credit. Hardly anybody puts Martin Van Buren or
Grover Cleveland at the top of a list of “great U.S. presidents.”'6 Condemned to
spend their time in high office during peacetime, rulers are necessarily destined
to go down in history as mediocrities at best. In wartime, however, they come
alive. Nothing equals war as an opportunity for greatness and public acclaim,
as all leaders understand (Higgs 1997)."7

Moreover, upon the outbreak of war, the exhilaration of the hour spreads
through the entire governing apparatus. Army officers who had languished for
years at the rank of captain may now anticipate becoming colonels. Bureau
heads who had supervised a hundred subordinates with a budget of $10 mil-
lion may look forward to overseeing a thousand with a budget of $400 million.
Powerful new control agencies must be created and staffed. New facilities must
be built, furnished, and operated. Politicians who had found themselves frozen
in partisan gridlock can now expect that the torrent of money gushing from
the public treasury will grease the wheels for putting together humongous leg-
islative deals undreamed of in the past. Apparatchiks who had long harbored
grand ideological visions—such as Paul Wolfowitz, perhaps the most impor-
tant architect of the second U.S. war against Iraq—may find the doors finally
opened for the attempted realization of their fantasies. As Andrew Bacevich has
observed, “[FJor Wolfowitz, therefore, the unspeakable tragedy of 9/11 also sig-
nified a unique opportunity, which he quickly seized” (2005b)."® Everywhere
the government turns its gaze, the scene is flush with energy, power, and mon-
ey. For those whose hands control the machinery of a government at war, life
has never been better.

Small wonder that John T. Flynn, writing about the teeming bureaucrats
during World War II, titled his chapter “The Happiest Years of Their Lives”™
“Even before the war, the country had become a bureaucrat’s paradise. But with
the launching of the war effort the bureaus proliferated and the bureaucrats
swarmed over the land like a plague of locusts.... The place [Washington,
D.C.] swarmed with little professors fresh from their $2,500-a-year jobs now
stimulated by five, six and seven-thousand-dollar salaries and whole big chunks
of the American economy resting in their laps” (1948, 310, 315).

Sudden bureaucratic dilation on such a scale can happen only when the
nation goes to war and the public relaxes its usual resistance to the govern-
ment’s exactions. As Adam Smith wrote in 7he Wealth of Nations, “When a
nation is already overburdened with taxes, nothing but the necessities of a new
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war, nothing but either the animosity of national vengeance, or the anxiety for
nation security, can induce the people to submit, with tolerable patience, to a
new tax’ ([1776] 1937, 873). Legislators know that they can now get away with
taxing people at hugely elevated rates; rationing goods; allocating raw mate-
rials, transportation services, and credit; authorizing gargantuan borrowing;
drafting men into the armed forces; and generally exercising vastly more power
than they exercised before the war. Although people may groan and complain
about the specific actions the bureaucrats take in implementing the wartime
mobilization, few dare to resist overtly or even to criticize publicly the overall
mobilization for the war or the government’s entry into the war. By resisting or
criticizing, they would expose themselves not only to legal and extralegal gov-
ernment retribution, but also to rebuke and ostracism by their friends, neigh-
bors, and business associates. As the conversation stopper went during World
War II, “Don’t you know there’s a war on?” (Lingeman 1970).

Because during wartime people fear for the nation’s welfare, perhaps even
for its very survival, they surrender wealth, privacy, and liberties to the govern-
ment far more readily than they would during peacetime. As Murray Rothbard
observed, “In war, State power is pushed to its ultimate, and, under the slogans
of “defense” and “emergency,” it can impose a tyranny upon the public such as
might be openly resisted in time of peace” ([1965] 2000, 80). Government and
its private contractors therefore have a field day. Opportunists galore join the
party, each claiming to be performing some “essential war service,” no matter
how remote the business may be from contributing directly to the military pro-
gram. Using popular fear to justify its predations, the government lays claim to
great expanses of the economy and the society. As the government’s taxation,
borrowing, expenditure, and direct controls dilate, individual rights shrivel
into insignificance. “Frightful enemies coalesce the fear-ridden into obedient
and manageable herds” (Shaffer 2005), and few people protest. Of what im-
portance are the rights of a few grouchy individuals when the entire nation is
in peril? After the September 11 attacks, pollster John Zogby reported: “I've
never seen anything like it before. The willingness to give up personal liberties
is stunning, because the level of fear is so high” (qtd. in Polman 2001)."?

Finally, of course, every war ends, but it leaves legacies that persist, some-
times permanently. In the United States, the War Between the States (sce
Hummel 1996) and both world wars (see Higgs 1987, 2004) in particular left a
multitude of such legacies. Likewise, as Corey Robin writes, “one day, the war
on terrorism will come to an end. All wars do. And when it does, we will find
ourselves still living in fear: not of terrorism or radical Islam, but of the do-
mestic rulers that fear has left behind.” Among other things, we will find that
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“various security agencies operating in the interest of national security have
leveraged their coercive power in ways that target dissenters posing no conceiv-
able threat of terrorism.”*° Not by accident, “the FBI has targeted the antiwar
movement in the United States for especially close scrutiny” (2004, 25, 189).

Such targeting is scarcely a surprise because war is, in Randolph Bourne’s
classic phrase, “the health of the state,” and the FBI is a core agency in protect-
ing and enhancing the U.S. government’s health. Over the years, the FBI has
also done much to promote fear among the American populace, most notori-
ously perhaps in its COINTELPRO operations during the 1960s, but in plen-
ty of others ways, too (Linfield 1990, 59—60, 71, 99—102, 123-28, 134—39). Of
course, it has scarcely worked alone in these endeavors.*" From top to bottom,
the government wants us to be afraid, needs us to be afraid, and invests greatly
in making us afraid.

CONCLUSION

The Lord is my light and my salvation; whom shall I fear?
the Lord is the strength of my life; of whom shall I be afraid?

—DPsalms 27:1

Were we ever to stop being afraid of the government itself and of the bogus
fears it fosters, the government would shrivel and die, and the host would dis-
appear for the tens of millions of parasites in the United States—not to speak
of the vast number of others in the rest of the world—who now sap the public’s
wealth and energies directly and indirectly by means of government power. On
that glorious day, everyone who has been living at public expense will have to
get an honest job, and the rest of us, recognizing government as the false god it
has always been, can set about assuaging our remaining fears in more produc-
tive and morally defensible ways.

NOTES

1. In this chapter, I make no distinction between the government and the state. 1 also in-
clude every part of the governing apparatus within this designation, including the legis-
lative, executive, and judicial branches.

2. What David Campbell claims about foreign policy we may claim with equal validity
about a much wider range of government policies: “The constant articulation of danger
through foreign policy is thus not a threat to a state’s identity or existence: it is its condi-
tion of possibility” (qtd. in Altheide 2002, 178).

3 In this book, I am concerned only with “public” fears, not with personal apprehensions
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10.

11.

12.

14.

such as Pedro’s fear that Maria will decline his marriage proposal or Stephen’s fear that
people will laugh at him when he plays the role of Abraham Lincoln in the school play.
No doubt the primitive clans and bands in which human beings lived from time im-
memorial had various forms of authoritative social control, yet the authorities in these
societies differed qualitatively from the coercive, predatory organizations that have been
recognized as governments in the more economically advanced parts of the world dur-
ing the past several millennia. As Jack Douglas observes, “There is leadership within
these [primitive] groups, but it tends strongly to be a very subtle, complex, situated (task-
oriented) form of consensus leadership closely related to parental authority” (1989, 107).
One might view the autonomous cities founded in Europe in the High Middle Ages as
counterexamples. According to Harold Berman, “Many cities and towns were founded
by a solemn collective oath, or series of oaths, made by the entire citizenry to adhere to a
charter that had been publicly read aloud to them. The charter was, in one sense, a social
contract; it must, indeed, have been one of the principal historical sources from which
the modern contract theory of government emerged” (1983, 393). It is not clear, how-
ever, whether the unanimous approval given in these cases has a clear meaning, because
people who would not accept the terms of the town’s “contract” may have been required
to leave the town, threatened, or harmed in other ways. Moreover, the town’s law was but
one of several to which its denizens might also be subject; the others included royal law,
ecclesiastical law, and merchant law.

Nock relies on and credits the pioneering historical research of Ludwig Gumplowicz and
Franz Oppenheimer.

One naturally wonders whether President George W. Bush has taken a page from Ferdi-
nand’s book; see, in particular, Higgs 2003b and, for additional aspects, Higgs 2005b.
For many fascinating details of this complex matter, see the magnificent account given
in Berman 1983.

Exclusion of nonpayers demonstrates, of course, that enforcement of the royal law was
not a true public good, but only a service that later commentators chose to dignify or
justify by placing it in this category.

Both Olson and Bates argue along lines similar to those Douglass C. North developed in
a series of articles and books published over the past four decades; see especially North
and Thomas 1973, and North 1981 and 1990.

Mises characterizes the policies of the national monarchs in essentially the same way
([1927] 1985, 121).

For a description of the various bunkers and other high-security hideaways to which
leading officials of the U.S. government fled on September 11, 2001, see Bamford 2004,
89.

- One of the most memorable and telling lines in the classic Cold War film Dr. Strangelove

occurs as the president and his military bigwigs, facing unavoidable nuclear devastation
of the earth, devise a plan to shelter a remnant of Americans for thousands of years in
deep mine shafts, and General “Buck” Turgidson, still obsessed with a possible Russian
advantage, declares: “Mr. President, we must not allow a mine-shaft gap!”

CNN is hardly unique in this regard, of course; the mass media in general work relent-
lessly to foster an atmosphere of fear. For a book-length analysis of this phenomenon, see
Altheide 2002.

- Anyone who imagines that the government’s massive surveillance in particular might

actually serve its ostensible purpose would be well advised to ponder the analysis of Rud-
min 2006. See also Moore 2005 for an example (one of many) of how the surveillance
state serves as a pretext for dispensing political pork.
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16. Among libertarians, however, each man has his partisans: on Van Buren, see Hummel
1999; on Cleveland, see Higgs 1997, 2.

17. According to investigative reporter James Bamford, one of the leading neoconservative
instigators of the Iraq War, David Wurmser (currently Vice President Dick Cheney’s
Middle East adviser), released a paper in January 2001 urging a massive U.S.~Israeli at-
tack on the Middle East and North Africa to bring that area under U.S.~Israeli domina-
tion. Declared Wurmser, “crises are opportunities” (quoted by Bamford in an interview
by Zeese 2005). In his 2004 book A Pretext for War, Bamford says Wurmser wrote that
“crises can be opportunities” (269).

18. Another leading figure who viewed the September 11 attacks as an opportunity was the
president’s national-security adviser (currently secretary of state) Condoleezza Rice.
Shortly after the attacks, she asked the senior staff members of the National Security
Council to think seriously about “How do you capitalize on these opportunities?” (qtd.
in Ball 2004).

19. In a careful, systematic study of a large number of public-opinion surveys, Eric Larson
and Bogdan Savych conclude that the extremely high levels of public support for the
global war on terrorism after September 11, 2001, reflected “the view that nearly existen-
tial stakes were involved,” or, in other words, “a widespread belief that the United States
faced a critical threat” (2005, 103, 127).

20. Utterly typical is the FBI’s recent surveillance of the American Civil Liberties Union and
the environmentalist group Greenpeace under the guise of antiterrorism (see Sherman
2005).

21. For a revealing recent analysis of how “[f]ederal law enforcement agencies have also been
expanding their power in the name of combating terrorism, whether or not such expan-
sion has anything to do with enhancing security,” and how they have been misusing and
abusing their new powers in the process, see Scarborough 2005 (quotation from execu-
tive summary on p. 1).
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Eighteen Problematic Propositions
in the Analysis of the Growth of

Government

When you cannot express it in numbers, your knowledge is
of a meagre and unsatisfactory kind.
—Lord Kelvin

Yes, and when you can express it in numbers, your knowl-
edge is of a meagre and unsatisfactory kind.
—TJacob Viner

Economists, public-choice analysts, political scientists, and oth-
er scholars have made many studies of the growth of government, especially
since the late 1970s. As the literature grew, a number of conventions became
established with respect to concepts, measures, assumptions, and modes of
analysis. Certain contributions came to be viewed as paradigmatic and hence
served as models for subsequent contributors. However, no analytical consen-
sus emerged. One can perceive the outlines of several competing “schools™ a
Chicago school, a Washington school (see Proposition 16), a mainstream eco-
nomics school, a libertarian school, several distinct positions within the public-
choice community of scholars, and others.

Despite the diversity of approaches and conclusions, much of this work
has been premised, implicitly if not explicitly, on the acceptance of proposi-
tions that are questionable at best. In what follows, I state these propositions
and criticize them. Although I provide citations and examples of scholars who
have advanced or accepted the flawed propositions, my aim is not to compile a
catalog of sinners. The examples are intended only to provide concrete illustra-
tions of how various analysts have proceeded and to demonstrate that I am not
quarreling with phantoms.

The discussion that follows pertains mainly to the growth of government
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as it has occurred in the countries of western Europe and their overseas off-
shoots during the past two centuries, especially during the twentieth century. I
have specific expertise with regard to only one case, the United States, so much
of my discussion relates especially to that case. This restriction of the frame of
reference does little harm, however, because the ideas I criticize have themselves
been employed, for the most part, in the same empirical domain. Further, I be-
lieve that attempts to achieve universally applicable explanations of the growth
of government are doomed to fail in any event. I disavow at the start any pre-
tension of contributing to the construction of a single all-encompassing theory.

PROPOSITION I

Government activities can be reduced to a single variable, the “size” of government,
which can be measured accurately.

Modern governments undertake many distinct activities. They take mon-
ey away from people by taxation and fines; they deliver mail; they operate law
courts where citizens resolve various disputes and tennis courts where people
work on their backhands; they conduct medical research; and so forth in nearly
endless variety. To sum up the various activities, one must measure each of
them in a common unit—persons on the government payroll, for example, or
dollars spent by the government. These methods of achieving commensurabil-
ity seem to make sense until one inquires a bit deeper.

Suppose that, ceteris paribus, the government has added a billion dollars
to its spending for the operation of law courts and cut a billion dollars from its
spending for farm subsidies. Has the government grown? If the changes had
been reversed, would the government have grown? The answers are far from
obvious. Government (as a set of activities) is what government (as a group of
people) does, but because governments do so many diverse things, no common
unit of account can scale the underlying reality satisfactorily.

Government employees or dollars often work at cross purposs in their ef-
fect on the economy. Many analysts have noted the prodigious “cross hauling”
or “churning” associated with modern government activities (Becker 1983, 389,
1985, 341; Musgrave 1985, 305). On the one hand, government wheat research-
ers develop higher-yielding varieties of the crop, thereby increasing the supply
and decreasing the price. On the other hand, government acreage restrictions
or conservation set-asides decrease the supply and increase the price. Such ex-
amples can be multiplied indefinitely. I do not mean to suggest that the churn-
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ing is accidental or politically irrational in its inception, because interested
parties set each part of the process in motion with their eyes open and their
hands grasping. The implication for muddled measurement remains, however,
regardless of the motives involved.

In view of the heterogeneity, incommensurability, and offsetting effects of
many government activities, the information content of any one-dimensional
measure of “the” size of government verges on nil (Peters and Heisler 1983,
178-81, 186; Rose 1983, 7). Much more informative would be an answer to the
question: What in particular is the government doing more frequently or less
frequently? Most analysts of government growth simply ignore this problem.

PROPOSITION 2

The best measure of the size of government is relative government spending—the ra-
tio of government spending to the gross national or domestic product (GNP, GDP).
Good alternative measures include relative tax revenues (the ratio of tax revenues
to GDP) and relative government employment (the ratio of government employees
to labor force).

Many analysts forgo entirely an attempt to justify measurement of the
size of government as the ratio of government spending to GNP or GDP. (Net
national product or national income occasionally serves as the denominator.)
They just plunge ahead (Lowery and Berry 1983, 666—67; Mueller 1987, 115),
noting, if anything, that “everybody does it.” But choices still must be made.
Should the analyst include all government spending, including transfer pay-
ments, or only the government’s “exhaustive” spending for newly produced
final goods and services, which is a component of GDP as conventionally de-
fined? Both measures are used. Frequently, however, as in the United States
during the past fifty years, the two measures behave quite differently—in this
case the all-spending ratio tends to rise more or less steadily, whereas the “ex-
haustive” measure remains more or less level (U.S. Council of Economic Advis-
ers 2006, 28081, 379). Regardless of the exact measure selected, using relative
government spending to measure the size of government raises many curiosi-
ties.

Consider some cases. (1) Suppose the breakfast-cereal manufacturers pro-
duce and sell more corn flakes, but nothing else changes. Implication: govern-
ment has shrunk. (2) Suppose people from the Defense Department sit down
with people from Lockheed Martin and agree to pay more per unit for this
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year’s purchase of (the same number of) F-16s, but nothing else changes. Impli-
cation: government has grown. (3) Suppose the government switches, as it did
in 1973, from military conscription to an all-volunteer military force, which en-
tails payment of higher salaries to military personnel, but nothing else changes.
Very strange implication: government has grown. (4) Suppose local govern-
ments across the country stop operating and spending money for sewage treat-
ment plants, mandating instead that every home or business releasing sewage
into the system ensure that the effluent meets strict treatment standards, with
all costs to be borne by the private sewage generators, but nothing else happens.
Implication: government has shrunk. Such examples can be produced virtually
without limit. And the examples are not merely contrived. Arbitrary and coun-
terintuitive determinants of change in the government’s relative spending are
part and parcel of this measure of the government’s size.

Similar observations and others might be made with respect to using rela-
tive tax revenues as an index of the size of government. Whenever an index
is a ratio with GNP as its denominator, all sorts of oddities may arise. In the
workaday world of government fiscal reports, the repeated shuffling of various
taxes, especially some or all of the Social Security tax, between on-budget and
off-budget status further confuses the historical record (U.S. Office of Man-
agement and Budget 1989, 6).

Michael Boskin has concluded that for various reasons “the accounting
problems are so fundamental and pervasive that federal budget figures cannot
be used to compile an accurate representative of our fiscal history” (1987, 6o,
emphasis added). (See also Stiglitz’s [1989, 68] strictures on the misleading way
the national accounts treat government enterprises.) A fortiori, these figures
cannot serve as a reliable basis for measuring the overall size of government in
all of its significant economic dimensions.

How, for instance, should one take into account the government’s vari-
ous activities in the credit markets? Governments now make many types of
loans, insure private loans, subsidize or grant tax breaks on the extension of
certain private loans, and insure—sometimes far beyond the explicit prom-
ise—deposits in banks and savings institutions. Joseph Stiglitz notes that “in
the U.S. today, approximately a quarter of all lending (to the private sector) is
either through a government agency or with government guarantees. ... The
magnitudes of the implicit subsidies and costs—Dboth the total value, and who
receives how much—are hidden” (1989, 63).

Government employment also is a fragile index of the size of government,
in part because governments obtain the labor services of millions of “contrac-
tors” and grant recipients who are not officially classified as government em-
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ployees (Blumenthal 1979; Hanrahan 1983; Light 1999, 2003). These workers
are classified as members of the private labor force, even though they work
exclusively on projects set in motion by governments and receive compensa-
tion entirely, if often indirectly, from government outlays. They are considered
“private” employees, rather than regular government employees, only because
of legal technicalities and accounting conventions. Thus, as the composition
of the total effective government workforce (regular government employees
plus “private” government contractors and grant recipients) changes, as it often
does, the standard index of relative government employment becomes a spuri-
ous indicator of whether government has grown or shrunk.

PROPOSITION 3

Even if relative government spending (or one of the commonly employed “good al-
ternative measures”) does not properly measure the true size of government, the two
magnitudes are highly correlated over time, so relative government spending is an
adequate—indeed an indispensable—proxy variable for empirical analysis.

Many analysts know that acceptance of this proposition is risky (Borcherd-
ing 1985, 376—77; Lindbeck 1985, 314, 325). Yet most proceed, often into ex-
tremely intricate modeling and highly sensitive econometric analysis, without
further ado. Sam Peltzman, in a widely read and cited study, should be com-
mended for his candor: “I am going to equate government’s role in economic
life with the size of its budget. This is obviously wrong since many government
activities (for example, statutes and administrative rules) redirect resources just
as surely as taxation and spending, but the available data leave no other choice.
My operating assumption has to be that large and growing budgets imply a
large and growing substitution of collective for private decision in allocating
resources” (1980, 209).

This rationale, accepted by many others besides Peltzman, has several de-
fects. Most important, it simply is not true that one has no choice. There are
mountains of evidence not only about the details of spending and taxing, but
about the multifarious commands expressed in statutes, regulations, and ju-
dicial rulings, all of which sit in the archives and libraries awaiting research-
ers. Perhaps the study of such nitty-gritty evidence is beneath the dignity of
modern, “high-powered” economists. To preserve their self-esteem, they need
only make an “operating assumption” that a single data series, which can be
retrieved from a standard statistical source, provides all the information re-
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quired for an adequate analysis of the complex phenomena that constitute the
actual behavior in question. One is reminded of the old joke about the people
marooned on an island with cans of food but no can opener. After a chemist
and a physicist propose esoteric technical solutions, the economist in the group
proposes: “Let us assume we have a can opener.”

As for the assumed high correlation between the observed data series and
the unobserved reality, how does one know? Unless one makes an effort to es-
tablish at least the likelihood of a close correlation, one is simply making a raw
assertion, a leap into the void. (Borcherding frankly recognizes the problem but
does nothing about it [1985, 377].)

PROPOSITION 4

Point-to-point or trend-rate measures are adequate explicanda for the analysis of
the growth of government.

Analysts of the growth of government often rely on only a portion of their
data (forget for the moment all that is wrong with the data anyhow). They may
simply compare the size of government at one time with its size at a later time.
Noting that government grew X-fold between the two dates, they proceed to
explain the One Big Change by relating it to Other Big Changes in explanatory
variables during the interim (Borcherding 1985, 362—69). Others fill in more
blanks, examining measures for “selected years” (North and Wallis 1982, 337;
Bernholz 1986, 662—63; Mueller 1987, 116—17). Still others compute from annual
or semiannual data a series of decade averages or a trend rate of change, making
the result of their calculation the explicandum (Bernholz 1986, 664, 676, 678).
In each case, valuable information is ignored at great risk to the validity of the
analysis.

For example, Gerald Scully makes much of a shift from local government
spending to state and federal government spending in the United States be-
tween the average for 1902—27 and the average for 196088 (1989, 6.93). Had he
examined all the available data, however, he would have discovered that almost
the entire shift occurred between 1932 and 1936 (Wallis 1985, 5). The change ob-
viously had more to do with the Great Depression and New Deal politics than
with the long-term changes in the focus of rent seeking that Scully emphasizes.

Aside from the inadvisability of throwing away information in an empir-
ical analysis, one has a more fundamental reason for examining the full se-
quence of data: the growth of government has been a path-dependent process.
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Because understandings gained from experience shape social beliefs and con-
strain social actions, where the relation of government to the economy can go
depends on exactly where it has already been—that is, it depends on what pre-
cisely people’s experiences have been. One needs to examine the entire profile
of the growth of government to discover the dynamic interrelations between
ideas and events over time. (Analysts who emphasize path dependency include
Hughes [1977]; Higgs [1987a]; and North [1990, 92—104 and 2005, 48—64].)

Some analysts believe that it is better to smooth the data or even to omit
certain deviant years from consideration (Meltzer and Richard 1983). These
analysts view the unruly observations as unlikely stochastic deviations from
a smoothly changing central tendency; they prefer that their statistical analy-
sis not be contaminated by “outliers” (and maybe that their coefficients of de-
termination not be diminished). I criticize the theoretical foundation of these
views when I discuss Proposition 7. For now it suffices to observe that the crises
of history, when government expanded abruptly, were real. People did not for-
get them. Indeed, people were deeply affected by such experiences and later
behaved differently as a result.

PROPOSITION §

Government can be analyzed as something having an abstract “ functional” rela-
tion to the economy; it is unnecessary to consider government officials as autono-
mous decision makers having genuine discretion and making real choices.

The approach implied by this proposition appears frequently as what I call
the Modernization Hypothesis, which maintains that a modern, urban-indus-
trial, technologically advanced economy simply must have a big, active govern-
ment. Modern socioeconomic affairs are very complex. How can they possibly
take place successfully without the guiding, regulating, coordinating hand of
government? “The increased complexities and interrelationships of modern
life,” wrote Calvin Hoover, “necessitate this extension of power of the state”
(1959, 373). Supreme Court justice William Brennan echoed this view in a 1985
speech. “The modern activist state,” he declared, “is a concomitant of the com-
plexity of modern society; it is inevitably with us” (quoted in Kozinski n.d., 6).

One doubt arises immediately. Why is government apparently so much
bigger in some countries than in other, equally modernized countries (say, Swe-
den vis-a-vis Switzerland)? This issue, however, is not the most fundamental
problem.
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Anyone who has understood Adam Smith’s message, not to speak of Lud-
wig von Mises and Friedrich Hayek’s more penetrating and pertinent contri-
butions, immediately doubts the Modernization Hypothesis. Indeed, it seems
completely backwards, for whereas government might conceivably coordinate a
simple premodern economy, it certainly cannot coordinate successfully a com-
plex modern economy. The now undeniable failure of all the centrally planned
economies, confirming the early insights of Mises and Hayek, clearly supports
the Austrian school position on this question.

My point is different, however; it relates to methodological individualism.
Even if it were true that a modern economy “requires” bigger government for
its effective coordination, the Modernization Hypothesis would be virtually
worthless as an explanation of the growth of government. The fatal flaw is the
absence of willing human actors. Just because a course of action is “necessary”
in some systemic sense for the successful operation of an economy does not en-
sure that anyone has a personal incentive to work toward fulfilling the require-
ment. In the Modernization Hypothesis, the process is magical: the economy
“needs” bigger government, and POOF! the government grows. But who did
what to bring about that growth? And why did those actors find it in their in-
terest to take such actions? To these questions, the Modernization Hypothesis,
like every other “functional necessity” explanation, has no answer.

Functional necessity explanations implicitly view government officials as
robots who lack genuine discretion and make no real choices, automatons pro-
grammed to accomplish whatever is necessary to serve the known, unambigu-
ous “public interest” optimally. Besides being mystical and obscurantist, this
view is patently, empirically wrong. (For more general observations on meth-
odological individualism and “the false organismic analogies of scientism,” see
Rothbard [1979, 15-17, 57—61] and sources cited there.)

PROPOSITION 6

Government can be analyzed as if it were a single decision maker; it is unnecessary
to consider conflicts of interest within government or migration back and forth be-
tween the ruling group and the ruled group.

The difficulties of formal modeling and the analytical attractions of sim-
plicity have enticed many analysts to embrace this proposition. (An outstand-
ing example is Auster and Silver [1979].) In ordinary oral and written discourse,
of course, we frequently encounter statements that “the government” did some-
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thing or “the government” decided such and such, without any specification of
which government officials in particular took the action. Sometimes this vague
attribution is harmless, but more is at stake when analysts continually adopt
such misleading language.

Even the Nobel laureate Douglass C. North built his “neoclassical theory
of the state” on the assumption of “a state with a single ruler ... a wealth- or
utility-maximizing ruler” who can act in a way that his subjects cannot be-
cause, as a single person, “he has no free rider problem” (1981, 20, 32). However
useful this conception may be in understanding a medieval lord of the manor
or the court of Louis XIV, it has virtually no applicability to governmental
growth in the Western world during the past two centuries.

Modern governments consist of thousands of important decision mak-
ers, not to mention millions of minions who have at least a bit of discretion
in carrying out delegated activities. Today, for example, the United States has
more than eighty-seven thousand separate governments, more than sixty thou-
sand with the power to tax (Higgs 1987a, 6; U.S. Bureau of the Census 2000,
299-300). Moreover, people are constantly passing back and forth between the
ruling group and the ruled group. The “revolving door” is notorious at the De-
partment of Defense, but a similar phenomenon occurs at many other places in
the government. In many instances, one would be warranted to regard certain
persons formally outside the government as more a part of it than most of those
who are formally inside it—just think of the exogovernmental potency of such
notable figures as Walter Lippmann, Felix Frankfurter, John J. McCloy, David
Rockefeller, Henry Kissinger, and Richard Perle. (For more examples, see Dye
1990.) In any event, no one person, no small group, calls the shots for the whole
hydra-headed creature that constitutes “the state.” Although people within the
ruling circles typically share at least one goal—retaining their own powers and
privileges—they constantly engage in internecine struggles. The assumption
that the government operates as if it were a single decision maker cannot take
us far toward a realistic understanding of modern government or its growth.

PROPOSITION 7

There exists a structure of politicoeconomic behavioral relations—an “underlying
model”—whose workings generate the growth of government as a dynamic equilib-
rium outcome; this structure does not change over time.

Whether analysts think about it or not, those who test their theories of the
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growth of government by fitting a linear regression model to the time-series
data for a certain period are accepting this proposition. Econometric theory ad-
mits of no exception if the estimated coefficients are to have the meaning they
are supposed to have. Thus, if the theory contains the equation

1N G=z=a+8X+u

and, using linear regression techniques, one estimates the parameters o and §
from time-series data for the years 1901-99 as # and b, respectively, then one
is assuming, inter alia, that the politicoeconomic world was working so that
whenever X took the value of x’, then G as a result took the value z + b(x), plus
or minus a purely random amount #’, and this result was the case regardless
of whether X took the value x’in 1901, in 1999, or in any other year during the
time period to which the model is fitted. That is, the underlying model is as-
sumed to be invariant as specified by equation (1). The econometric estimation
is designed only to ascertain the numerical values of the parameters, not to test
or otherwise call into question the functional specification of the model. The
specification is presumed to be given to the investigator by his theory, indepen-
dent of any empirical observation—in effect, by divine revelation, though the
source may well be one of the lesser deities.

Suppose that G denotes total government spending and X denotes total
personal income as defined in the standard national-income accounts. Suppose
further that the estimated value of § turns out to be & = 0.3. The interpretation
would be that every additional dollar of personal income gave rise to an addi-
tional thirty cents of government spending, no matter when during the period
that extra dollar came into people’s possession: the identical quantitative link-
age existed for income changes occurring between 1901 and 1902, between 1998
and 1999, and, indeed, between any two years in the test period, whether the
pairs be 1933—34, 1945-46, or any other adjacent years. The dates simply do not
matter—by assumption.

Is the assumption plausible? No. The world of 1901 differed in many perti-
nent ways from the world of 1999. Among other differences, people at the two
dates had quite different ideas about what they wanted the government to do.
In the United States in 1901, many people still thought in terms of a variant of
classical liberal ideology. They wanted not much more than a night-watchman
state, and they already had more than that (Higgs 1983, 1987a, 77-105, 1989b,
92—98). In 1999, in contrast, most Americans had relatively inflated ideas about
the range of social and economic “problems” they wanted the government to
solve (Smith 1987; Higgs 1989b, 101-3, 2004a, 271-95). Even if the ideology
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had not changed—and historians may reasonably differ about precisely how
and when it did shift—socioeconomic and political conditions certainly had
changed enormously in the interim. In 1901, a majority of the population still
lived in rural areas, and 43 percent of the labor force worked in farming, fish-
ing, and mining. In 1999, less than one-quarter of the population lived in rural
areas (many of them with easy access to a city), and less than 4 percent of the
labor force worked in farming, fishing, and mining. These differences in so-
cioeconomic conditions are but two of the many that starkly distinguish the
people of 1901 from those of 1999. Would it not be strange if people so differ-
ently situated, even without subscribing to different views concerning the desir-
able scope of government, should just happen to get thirty cents of additional
government spending every time their personal incomes rose by a dollar? That
circumstance would be very strange indeed. If such constancy were found to be
the case, would the analyst not be on firmer ground to interpret it as a coinci-
dence, a parametric peculiarity, rather than as the manifestation of a politico-
economic law? After all, the meaning of thirty cents of additional government
spending—the precise collection of goods and services associated with it—dif-
fered dramatically in 1901 and 1999.

Further, given that people’s behavior depends on their ideas and that peo-
ple learn from their experiences, it is extremely unlikely that an aggregative
“behavioral” relation between a more or less inaccurate index of government
activity and any of the usual “explanatory” variables would have remained
invariant over a century of tumultuous experience—wars, depressions, defla-
tions, labor upheavals, inflations, energy crises, environmental panics, and
so forth (contra Becker [1985, 332], who postulates a similar sort of constancy,
and Peltzman [1985], who claims to have confirmed a related political stability
econometrically). Can we really believe that none of these great events budged
the people’s commitment to or acquiescence in the government’s spending an
additional thirty cents for every additional dollar of personal income? Even
with regard to much shorter periods, similar doubts may be raised. Can anyone
really believe, for example, that the structure of politicoeconomic behavioral
relations did not change in the United States between 1929 and 1939?

We might well take seriously the conclusion reached by Assar Lindbeck:
“there is no compelling reason to model a process of an expansion of public
spending [or the growth of government in other dimensions] as a series of static
equilibria positions at different values of a set of exogenous variable, or even
as a dynamic sequence of equilibria.” We are dealing with “a disequilibrium
process, the speed of which is determined by characteristics of political compe-
tition” (1985, 325—26).
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A final caveat, noted by Johan Myhrman, pertains to the example itself:
“we have to avoid the temptation that many have fallen for and that is to con-
clude that rising income is the cause of the growth of government” (1985, 279).
Temporal association, no matter how close, does not establish a causal relation
in any event. (I raise additional questions about the correlation between in-
come and the size of government in my discussion of Proposition 16.)

PROPOSITION 8

Which particular persons compose or influence the government does not matter.
Only broad socioeconomic changes and the relative strengths of interest groups need
be considered.

In analyzing the operation of the market system, economists are accus-
tomed to ignoring the personal identities of the actors; and usually they are
justified in doing so. We can probably understand the demand for and supply
of potatoes well enough without naming consumer Jones as a demander and
farmer Smith as a supplier. In markets with many small demanders and sup-
pliers, no one in particular has any perceptible influence over the prevailing
price or the volume of sales. Therefore, nothing is gained by worrying about the
particularities of specific people.

When economic methodology has been carried over to the analysis of po-
litical, governmental, and legal matters, the nameless quality of the analysis
also has been carried over. Hence, public-choice scholars speak of voters, leg-
islators, bureaucrats, and others only as anonymous members of categories of
actors. The theory is supposed to apply regardless of which particular person
occupies a theoretical category. The theory is supposed to be—indeed, one of
its imagined glories is that it is—general in the sense of being abstract. (Like
physics, you see: no one cares which uranium atom we work with because pre-
sumably they are all the same.) For some analytical purposes, this approach
may be satisfactory, but it has limits well short of its pretensions.

One fact that should give pause to the analysts is that political actors them-
selves certainly seem to have acted as if particular personalities mattered to
them. Legions of Roosevelt haters seethed with animosity toward “that man”;
he is said to have agitated them so mightily that they could not stand even the
sound of his name! Would they have hated any other Democratic president
as much and acted the same—say, if Al Smith had been elected in 1932? Not
likely. Smith himself served as an officer of the leading Roosevelt haters” group,
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the Liberty League (Leuchtenburg 1963, 92). Would nothing have changed had
someone other than Woodrow Wilson been president during and immediately
after World War 12 Would the events of the 1980s have unfolded without es-
sential difference if, say, Howard Baker had been president instead of Ronald
Reagan? In the mid-1930s, when the Supreme Court was more or less evenly di-
vided between those eager to affirm and those eager to deny the constitutional-
ity of major New Deal programs, did nothing of substance turn on the personal
character of Justice Owen J. Roberts, the famous “swing man”?

If merely raising these questions does not indicate obvious answers to
them, then it must at least create serious doubts about political explanations
devoid of personalities. To most historians, the significance of particular per-
sons in determining the course of political history seems manifest. Politics is
not, in this regard, like economics. (Maybe economics [in reality] is not always
like economics [in the models], either.) In politics, one person can make a dif-
ference—not that very many can or do, but the potential exists when the right
person and the right occasion conjoin. To understand the growth of govern-
ment, which is obviously the outcome of a political process, we may need to
attend to the roles that particular actors have played at critical junctures.

PROPOSITION 9

In studying the growth of government, econometric analysis is superior to historical
analysis.

The idea that econometrics trumps history seems warranted if one accepts
Proposition 7 (invariant structural model) and Proposition 8 (personalities are
irrelevant). I have already criticized those propositions, but additional objec-
tions may still be raised.

One problem has to do with the distinction between the creation of a new
government power and its exercise, say, by means of government spending or
employment. In the United States, authorization must precede the appropria-
tion of public funds. After political events prompt the creation of new author-
ity, a long time may pass before much money is spent under that authority.

Consider, for example, the Social Security system created in 1935. Clearly
the program reflected the unique configuration of socioeconomic and politi-
cal conditions in the mid-1930s (C. Weaver 1983). For the next twenty years, it
remained a minor element in federal spending; as late as 1955, only $4.3 billion
was spent for Social Security (Old Age and Survivors Insurance [OASI]) trans-
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fers to the aged and to eligible survivors (U.S. Office of Management and Bud-
get 2006, 281). In 2005, these types of transfers exceeded $430 billion, exactly
one hundred times more, thereby accounting for a large share of the increase
in federal spending over the preceding fifty years—a period when OASI pay-
ments grew from about 6 percent to more than 17 percent of all federal spend-
ing (291) (note that these data do not include other Social Security transfers,
authorized later, such as disability payments or Medicare).

Of course, the increase in OASI transfers from 1955 to 2005 reflects the un-
folding of political events during those years, as members of Congress catered
to a segment of the electorate by expanding the scope of eligibility and increas-
ing the allowable amount of payment per eligible recipient. But someone who
has tracked the yearly pulling and hauling of events that resulted in changing
amounts of aggregate spending, as the econometrician does in an abstract way,
is attending to only one aspect of the growth of government, and it is a conse-
quential or derivative aspect, not a fundamental one. The increase in Social Se-
curity transfers during each year of the 1960s, for example, resulted not simply
from the playing out of politics in the 1960s. It was also a lagged effect of the
events and political actions of the 1930s. The increased OASI payments in the
1960s could not have occurred without a Social Security system in place, and
that system owed its existence to much earlier events and actions. As Richard
Rose has remarked, the growth of government taxing and spending “is not so
much a function of new laws as it is a consequence of the continuance of old
laws” (1984, 21).

An even more compelling example is the veterans’ program. As described
nearly twenty years ago by Julie Johnson:

The VA [Department of Veterans Affairs] serves 27 million veterans
and 53 million dependents and survivors, more than a third of the pop-
ulation. It is the largest independent agency in the Federal bureaucracy,
with an annual budget of $27 billion and more than 240,000 employ-
ees. It operates one of the largest health care systems in the world, and
the number of patients it treats is expected to skyrocket as more World
War II veterans age; it administers one of the largest home loan guar-
antee programs in the Federal Government, having guaranteed some
$263 billion in mortgage loans since 1944; and it has helped 18 million
veterans go to college or get job training. (New York Times, December

13, 1987)

Here is a welfare state in itself. Again, one can ascertain that spending for
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the veterans’ programs grew in connection with an ongoing political process
during the past sixty years. Yet no one can really understand how this gargan-
tuan complex of government activities emerged unless one understands how
the GI Bill of 1944 gained enactment: 12 million people, most of them draftees,
were serving in the armed forces, and an election was coming up (Ross 1969;
Higgs 1987a, 229). Once the institutional apparatus of the VA had been estab-
lished, its vast potential to serve as a single-agency welfare state had only to be
exploited at the margin as events and political conditions permitted. To use an
analogy from cosmology, none of this evolution could have occurred without
the original Big Bang.

Econometric models of the growth of government typically relate the ex-
plicandum to contemporaneous events alone or to events a year or two earlier.
Such models are ill suited to capture the distinction between what is essential
or fundamental (creation of new powers expanding the scope of government
action) and what is consequential or derivative (increased government spending
within an unchanged scope of government powers). As a rule, the econometri-
cian “falsely assumes that the causes of government growth represent current
choice rather than the inertia force of established commitments” (Rose 1983,
6). In modern democratic political systems, it is much easier to start a program
than to terminate one; just keeping programs from growing, far from killing
them, requires political courage and commitment of a sort rarely evinced.

Other problems arise because, by admitting only one aspect of reality (the
quantifiable), econometric models of the growth of government in effect throw
away information. Because no number can measure a politician’s personality
and its political import, the econometrician has no way to appreciate the differ-
ence in the potential for the growth of government between, say, a government
headed by Franklin Roosevelt and a government (that might have been) headed
by Herbert Hoover in 1933. Except as the measured variables allow, the econo-
metrician cannot appreciate any difference between, say, 1929 and 1933. A year
is a year is a year; a variable is a variable is a variable; and real people with all
their quirks and fickleness do not exist at all. This quantitative homogenization
squeezes all the life, blots all the color, freezes all the feeling out of human his-
tory in general and out of political strife in particular.

By characterizing only abstract aggregative variables linked by rigid func-
tional relations, an econometric model of the growth of government implicitly
affirms that people had no real choice. They could not have done otherwise
but to act in accordance with fixed formulas; the only deviations allowed are
stochastic, as if those who deviate from the formulaic central tendency are lu-
natics acting randomly. This way of representing human history is not just a
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simplification; it is a basic distortion, a denial of the very thing the Austrian
school economists call human action (Mises 1957, 1966, 1978; Rothbard 1979;
Buchanan 1979, 39-63).

PROPOSITION 10

The process generating the growth of government is internal to each country; each
one’s relations with the rest of the world may safely be ignored.

Virtually all existing economic models of the growth of government are
models of a behaviorally closed economy—that is, an economy operating and
developing independently vis-a-vis the rest of the world. Of course, external
events may enter the explanatory framework indirectly. For example, the GNP
may increase because net exports increase, and the rise in GNP may be as-
sumed to increase the public’s demand for government services. In this model,
however, an identical effect would have resulted from an increase in GNP oc-
casioned by a rise in domestic spending; there is nothing distinctive about ex-
ternal demand as such.

“Rigorous” analysts usually ignore genuinely external causes of the growth
of government in part because their models exclude any role for changes in
economic or political ideas, which are readily “imported” and “exported.” So
analysts of the twentieth-century growth of government in the United States
suppose that the same politicoeconomic structure persisted throughout the
past one hundred years even though, roughly speaking, (a) traditional, bal-
anced-budget fiscal doctrines held sway during the first third of the period, but
Keynesian (and derivative) macroeconomic theory and chronic-deficit politics
prevailed during the following two-thirds; (b) traditional “isolationist” doc-
trines had great influence on foreign policy during the first third of the period
but virtually no influence during the following two-thirds; and (c) peacetime
military spending usually amounted to about 1 percent or less of GNP during
the first third but more than 7 percent during the following two-thirds. (Higgs
1990b, xv—xviii, 2006, 126-31).

Increased military spending by itself accounts for a substantial part (rough-
ly 45 percent) of the increase in federal spending relative to GDP between fiscal
years 1940 and 2005 (U.S. Office of Management and Budget 2006, 25-26, 46,
54), if we make due allowance for budgetary items that are genuinely military-
related but are not classified as such in the budget, such as veterans programs,
homeland security, international arms assistance, current interest on past debt-
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financed military spending, and so forth (Higgs 2004b). Can anyone seriously
contend that this increase had nothing to do with external military and politi-
cal events and hence with the ideas Americans held about international com-
munism and the threats they came to believe it posed for their well-being after
World War II? Readily available facts refute such a supposition (Higgs 2006,
137-44).

Readily available facts also attest to the power of ideas imported from
abroad in various other realms of thought. Information about social and eco-
nomic developments in the European welfare states, for example, has heavily
influenced the political thinking and practices of Americans ever since the late
nineteenth century with regard to income taxation, central banking, national-
ized retirement and health insurance, public housing, and countless other mat-
ters. Keynes’s ideas alone had an immense influence on macroeconomic policy
in the quarter century after World War II, an influence that is still alive today
(Stein 1969, 1984; Buchanan and Wagner 1977), not to mention his influence
and that of other British economists in establishing postwar institutions for re-
construction of the international financial system, including the International
Monetary Fund and the World Bank. From the late nineteenth century to the
present, western European thinking has exerted a magnetic attraction pulling
American thinking toward collectivism. To ignore this powerful external influ-
ence on the course of events is to abstract from an essential aspect of the process
whereby government has grown in the United States.

PROPOSITION II

Putative “public demand,” especially as expressed by voting, drives the political-
governmental system. Elected officials and hence the bureaucracy subordinate ro
them may be viewed as perfect agents of the electorate.

Adherence to this proposition characterizes the bulk of all analysis dealing
with the growth of government in the West, regardless of analytical tradition
or ideological leaning. (Specific citations seem unnecessary, but see virtually
any issue of Public Choice, as well as the widely cited articles by Meltzer and
Richard [1978, 1981, 1983], Peltzman [1980, 1984, 1985], Becker [1983, 1985], and
Borcherding [1977, 1985]. The most recent and most extreme contribution along
these lines is by Wittman [1989].) This approach displays a professional defor-
mity related to the economist’s basic tool of analysis—the theory of markets,
with its component theories of demand and supply. Economists, applying their
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familiar tools to the analysis of politics, immediately look for analogues. What
is the “good” being traded? Who is the “supplier,” and who is the “demander”?
What is the “price”? The answers seem obvious to economists. Public policy is
the good; the elected legislators are the suppliers; the voters are the demanders;
votes are the currency with which political business is being transacted. Thus,
voters “buy” the desired policies by spending their votes; the legislators “sell”
policies in exchange for the votes that elect them to office. (See Benson and En-
gen 1988 for a straightforward application of such analogues.) Economists view
consumer demand in ordinary markets as ultimately decisive for the allocation
of resources; hence, they speak of consumer “sovereignty,” thus importing a po-
litical metaphor into economics. Applying their familiar apparatus of thought
to politics, economists tend to think that the political system ultimately gives
the voters what they want. In the words of the authors of a recent survey of eco-
nomic theories of the growth of government, “Voters decide which goods the
government will provide and which negative externalities the government will
correct” (Garrett and Rhine 2006, 18, emphasis added). Therefore, if the gov-
ernment grows, it does so because that growth is what the people want (Mus-
grave 1985, 306; Stiglitz 1989, 69). Demand creates its own supply. Voting is ul-
timately all that matters for determining the growth of government. As Dennis
Mueller has observed, “In the public choice literature the state often appears as
simply a voting rule that transforms individual preferences into political out-
comes” (1987, 142).

It is easy—and probably healthy—to mock this view of the political pro-
cess. Joseph Schumpeter called it “the perfect example of a nursery tale” (1954,
429). There are, after all, many significant differences between ordinary mar-
kets and the “political market” (Higgs 1987a, 14-15; Boudreaux 1996, 115-19).
Even Benson and Engen, adherents of this model, describe their output variable
as “somewhat artificial and very restrictive” and their price variable as “clearly
an incomplete proxy” (1988, 733, 741).

Not least of the problems is that voters rarely vote directly for or against
policies. Rather, they vote for candidates who run for office. Winning candi-
dates subsequently enact a multitude of policies, many of which neither the
voters nor their representatives had considered at the time of the campaign. It is
not enough that voters know something about office seekers’ general ideological
reputation (a la Dougan and Munger 1989); the devil is in the details. Besides,
notwithstanding the elaborate theoretical and econometric attempts to show
that politicians are perfect agents (Becker 1983, 1985; Peltzman 1984, 1985; Wit-
tman 1989), we can easily demonstrate that political representatives frequently
act in ways that must necessarily run counter to the dominant preference of
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their ostensible constituents. We see this in the U.S. Senate, for instance, every
time the two senators who represent the same state split their votes—and such
splitting occurs commonly (Higgs 1989¢). Remarkably, and quite damningly
for models that presume tight linkages between voters and their elected repre-
sentatives, many of the vote-splitting senators are reelected time and again. So
elections are reliable neither as an ex ante check nor as an ex post check on the
substantial autonomy of officeholders.

Perhaps the most important case in which legislators and other officials
(including many nonelected functionaries) act independently of control by the
voters concerns political action during crises. How many voters could possibly
have known in the election of 1940 what the elected federal officials would do
during their upcoming terms in office, which were to include, depending on
the office, some or all of the years of World War II? How many voters in the
election of 1972 had any idea how they wished their representatives to deal with
the “energy crisis” of 1973—74 or even that such a crisis would arise? Who antici-
pated that George H. W. Bush would send U.S. troops to the Persian Gulf to
eject the Iragis from Kuwait? How many anticipated the military invasion and
endless, bloody occupation of Iraq when they cast their ballots for George W.
Bush in 2000? During crises, government officials, lacking any reliable means
of discovering dominant constituent preferences, necessarily exercise consider-
able discretion. Even if leaders cannot know what “the people” desire, however,
they do act, often in dramatically important ways.

Once those actions have been taken, the course of events is changed ir-
revocably in a world of path-dependent historical processes (Brennan and Bu-
chanan 1985, 16, 74; Higgs 1987a, 30-33, 57—74). (Rasler and Thompson [198s]
confirm statistically, using Box-Tiao tests, the increasing growth of govern-
ment spending associated with participation in global wars.) In the election of
1942, if U.S. voters actually had preferred that the nation not go to war, it was
too late to rectify the legislators’ mistake—the fat was already in the fire. If they
preferred the removal of U.S. troops from Iraq in 2004, they were out of luck
because neither candidate for the presidency espoused that alternative.

Further, political actions are usually accompanied by carefully crafted ra-
tionalizations, excuses, and propaganda emanating from the politicians and
their friends who initiated or supported the actions. (How often do politicians
admit policy mistakes?) From this vantage point, it is easy to see how politi-
cal preferences, public opinion, even the dominant ideology may be altered,
becoming more congruent with what has been done and thereby reversing the
direction of causality usually assumed in political models. (On ideology and
policy as interactive, see Higgs 1985, 1987a, 67—74, 1989b, 96—98, 2006, 202—5.)
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PROPOSITION 12

A corollary of Proposition 11: the judicial branch of government may safely be ig-
nored.

If analytical political economists have greatly overstated the role of leg-
islators (too often viewed as perfect agents of voters) in the growth of govern-
ment, they have understated to an even greater degree the role of judges, at
least in U.S. history, where legislation must withstand judicial review of its
constitutionality to survive and have ongoing effect. The public-choice and re-
lated analytical literatures contain almost nothing empirically concrete about
the judiciary’s role in the growth of the U.S. government, although the litera-
ture of law and economics offers some useful insights (several chapters in the
volume edited by Gwartney and Wagner [1988], as well as Hughes 1977, are
pertinent), and the literature on constitutional political economy offers sugges-
tive insights, albeit at a very abstract, quasi-philosophical level (e.g., Friedrich
Hayek’s Law, Legislation, and Liberty or various works by James Buchanan and
his collaborators). The index of the admirably comprehensive survey of public
choice by Dennis Mueller (1989) has no entry for judges or judiciary. Muel-
ler mentions but does not dwell on an oft-cited paper by William Landes and
Richard Posner, enticingly titled “The Independent Judiciary in an Interest-
Group Perspective” (1975). Unfortunately, the thesis of this paper—legislators
tolerate an independent judiciary only to augment the longevity and hence to
enhance the value of the legislative products they sell—is difficult to take seri-
ously, at least for anyone who has spent much time studying the constitutional
history of the United States. (Cogent critics of the Landes-Posner paper include
Buchanan [1975], Samuels [1975], and North [1981, 56—57].)

The U.S. Supreme Court—nine persons appointed for life, answerable to
no electorate, legislature, or interest group—played a key role in the growth of
the U.S. government over the past century. (The relevant legal and historical
literature is enormous. For selected references, see the footnotes and bibliog-
raphy of Higgs 1987a.) Evidently, no one wants to deny this fact, but many
analysts seem content to ignore it. The reason, one suspects, is that it doesn’t fit
into the profession’s standard set of puzzles or lend itself to solution by the usual
methods of analysis. It requires that one pay attention to particular autono-
mous individuals with specific values and beliefs. As North has observed, the
behavior of the independent judiciary presents us with “the clearest instance of
the dominant role of ideology” (1981, 56—57). That fact makes most economists
either run for cover or take up arms in visceral opposition.
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PROPOSITION 13

Ideology does not matter.

Indeed, the idea that people act on the basis of ideology strikes most
mainstream economists, including many of those who have written about the
growth of government (e.g., Becker and Stigler 1977; Peltzman 1984, 1985), as
utterly anathematic. They flee from it as a vampire flees from holy water—per-
haps for the same reason, too. Surprisingly, in view of his leading position in
the Chicago school, Gary Becker once wrote that “undoubtedly, the decline in
laissez faire ideology contributed to the growth of government.” He immedi-
ately backed away, however, issuing the obiter dictum: “but most of the decline
was probably induced by the arguments and propaganda of the many groups
secking public largess” (1985, 34s).

More than twenty-five years ago, when a few neoclassical economists be-
gan to toy with the idea that ideologically motivated behavior might be the
cause of certain apparent anomalies of public-choice theory (e.g., why people
vote), the economic literature took an unfortunate turn. Economists, political
scientists, and public-choice analysts began to produce an outpouring of prob-
lematic econometric studies of roll-call voting in the U.S. Congress. (Notable
contributions, with many references to earlier literature, include Lott 1987,
1988; Nelson and Silberberg 1987; McArthur and Marks 1988; Davis and Por-
ter 1989; Dougan and Munger 1989; Lott and Reed 1989; Nollen and Iglarsh
1990; Richardson and Munger 1990; Zupan 1990; Grier 1993; and Levitt 1996.)
Roll-call voting was a poor choice of observations for testing whether ideology
matters—it was seized upon because it produces numbers that can be cranked
through the econometric mill—though even in these studies it seems fairly
clear that ideology does matter, insofar as the indexes used to measure it mean
what they are supposed to mean.

Elsewhere, I have tried to clarify the concept of ideology, to show how ide-
ology can be understood as consistent with, rather than as the antithesis of, ra-
tional action, and to document how ideology affected and in turn was affected
by the growth of governments at all levels during the past 125 years (Higgs 1983,
1985, 1987a, 1989b). I am not going to repeat everything I have written on this
subject, but one point requires restatement and emphasis.

The existing thrust of the economic literature—the quest to determine
econometrically whether ideology mattered in determining a certain set of po-
litical actions—seeks to answer a nonquestion. Of course it mattered. It al-
ways matters because people cannot even think about political questions, much
less undertake political actions, without an ideology (Siegenthaler 1989; Higgs
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1989b, 98—100, 1989d).

How can I make such a claim? Economists are supposed to believe, or at
least to postulate for analytical purposes, that people pursue their “economic
interests.” Open any mainstream text on economic theory and check the argu-
ments of the utility function: sure enough, they consist of amounts of “goods”
consumed by the individual; there’s nothing about ideas here—just pounds of
potatoes, bottles of beer, trips to the shore, hours of leisure, and so forth. In the
words of Gary Becker, “the utility of each person ... depends only on own com-
modities” (1983, 374, emphasis added). To consume more of these things, the
mainstream economist supposes, is precisely what is meant when one speaks
of people’s acting in their self—interest. In this context, to speak of a person’s
economic or material interest would be redundant because the theory recog-
nizes no other kind. Thus, Thomas Borcherding declares it “an open question
whether after the obvious elements of self-interest are separated from political
action, scope for ideology remains” (1985, 378, emphasis added).

The most charitable thing I can say about this view is that it is simply
wrong. No one ever explained why it is wrong more clearly and succinctly than
Mises: “In the world of reality, life, and human action there is no such thing as
interests independent of ideas, preceding them temporally and logically. What
a man considers his interest is the result of his ideas. ... Free men do not act in
accordance with their interests. They act in accordance with what they believe
furthers their interests” (1957, 140, 142, emphasis added). Nor are the Austrian
school economists alone in appreciating the dependence of interest on belief.
Jon Elster, for example, has written: “What explains the action is the person’s
desires together with his beliefs about the opportunities. Because beliefs can be
mistaken, the distinction is not trivial” (1989, 20).

Ideologies are belief systems about social relations. Chief among their di-
mensions is the cognitive: ideologies structure and give meaning to a person’s
perceptions of social life. They also place moral weight on those perceptions,
designating some things good or right and other things bad or wrong. They
also point toward a justifiable political program and open up the potential for
solidarity with like-minded comrades. Such solidarity serves as an important
means of establishing and maintaining a social identity; it helps to determine
people’s psychologically essential conceptions of what kind of persons they are.

In myriad ways, the growth of government has involved collective action,
a transcendence of the free-rider problem that neoclassical theorists regard as
paralyzing. This transcendence reflects ideologically motivated action. It poses
no great puzzle for those who understand that real people act on the basis of
two equally propulsive—but inextricably intertwined—motives: to get some-
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thing and to be someone (Higgs 1987b). (See also the discussions of “artifactual
man” by Buchanan [1979, 93—112]; of “preferences for preferences” and “the role
of norms” by Brennan and Buchanan (1985, 68—73, 146—47]; and of self~interest
and the free-rider problem by Hummel and Lavoie [1990].)

PROPOSITION 14

Government grows in order to correct the distortions stemming from externalities.

This proposition, along with Proposition 5 and 15, lies at the heart of the
theory of the growth of government that mainstream economists usually em-
brace, teach, and write about (e.g., Baumol 196s; Stiglitz 1989, 57). The theory
asserts that governments have grown in a process of correcting emerging “mar-
ket failures” associated with private monopoly power, externalities, and public
goods. As a positive theory of the growth of government the idea suffers, as al-
ready indicated, from reliance on magic: a market failure emerges, and POOF!
government undertakes a program to remedy the associated deviation from the
“efficient” allocation of resources. In the words of Richard Musgrave, “the as-
sumption was that government, once advised of proper action, will proceed to
carry it out” (1985, 287). No account is given, however, of, first, why either the
public or specific government officials know or care about systemic efficiency,
and of, second, what personal incentives they have to take the implied correc-
tive action, even if they do know about systemic efficiency. In short, a black
box stands between the alleged cause and its presumed effect. What actually
fills the black box are the Two Big Collectivist Assumptions (some might call
them myths): government officials know what needs to be done to promote the
public interest, and they act on the basis of that knowledge.

Apart from the implausibility of the theory because it has nothing to say
about the personal incentives and constraints of actual decision makers, the
theory does not stack up empirically. A reasonable survey of how the govern-
ment has grown—that is, an accounting of what it has come to do more often
and what it has undertaken episodically to do for the first time—must con-
clude that only a small proportion of all government activities has anything
to do with externalities. One need only examine an organization chart for the
government, leaf through the Federal Register, or scrutinize U.S. Statutes at
Large, not to mention the detailed budget documents, to discover that evidence
of the alleged connections rarely appears. Studies that have sought to find a
relation between the growth of government and proxies for growing external-
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ity problems (e.g., population density, urbanization, ratio of manufacturing to
agricultural activities) have found little or nothing (Borcherding 1977, 53; 198s,
368; Mueller 1987, 119).

The theory that represents government as the corrector of externalities is
often completely backwards. Governments themselves compose “the proto-
typical sector in which decision makers do not take accurate account of all the
costs as well as all the benefits of each activity” (Yeager 1983, 125). In reality,
the government is more likely to cause a negative externality than to reduce
one. In the wake of the revelations that came forth from eastern Europe and
the Soviet Union after the fall of communism, everyone has become aware of
the vast environmental destruction wreaked by government officials there, but
one need not rely on these egregious cases to establish the point. According to
studies of the United States cited by James Bennett and Manuel Johnson, “Fed-
eral government agencies emit huge quantities of pollutants into the water and
atmosphere. The U.S. Department of Defense alone discharges over 335 million
gallons of human waste per day, of which 30 percent received secondary treat-
ment or less. The Tennessee Valley Authority (T'VA) is the country’s largest sul-
fur dioxide polluter, accounting for 38 percent of total sulfur emissions in the
Southeast U.S., and its compliance record with pollution laws is only 16 percent
as compared to 74 percent for all utilities nationally” (1980, 133—34).

Press reports tell us, and government spokesmen such as Energy secretary
James Watkins admit (Wall Street Journal, November 27, 1989), that govern-
ment plants for manufacturing nuclear materials have been poisoning the sur-
rounding air, land, and water for decades while hiding behind their top-secret
national-security classification. In the late 1980s, the Energy Department fore-
cast that the future expense of cleaning up these messes would accumulate to
more than $80o billion (Wzll Street Journal, December 12, 1988). Nor are nuclear-
weapons plants the only problem of this sort. By 1990, eighty-seven military
installations were slated for the Superfund list of the nation’s most dangerous
toxic-waste sites, and more than one hundred other military facilities were can-
didates for addition to the list. A Newsday study concluded that “the armed
forces have been slow to move, have resisted state regulators’ efforts to force
compliance with environmental laws, and continue to violate anti-pollution
laws even as officials in Washington, D.C., insist their bases are trying to be
better neighbors” (Seattle Times, February s, 1990).

Still, one should not leap to the conclusion that the growth of government
had nothing to do with programs in response to emerging externality prob-
lems, although one ought to refrain from immediately labeling those perceived
problems as “market failures.” Historically, for example, urbanization created
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severe externality problems in relation to the spread of contagious diseases, and
the (mainly local) governments’ public-health programs responded to these
problems in a fashion that in retrospect seems remarkably successful (Higgs
1971, 67—72, 1979; Meeker 1974). Other examples also might be found, perhaps
in other areas where public health and safety are at stake. The point, however,
is that such examples cannot bear much weight as significant explanations of
the growth of government. They do not add up empirically to a big part of the
relevant record.

PROPOSITION I§

Government grows in order to supply public goods that the public demands but the
[free market will not supply.

As already indicated, this proposition belongs to the class of “market-fail-
ure” explanations of the growth of government. Like all such explanations, it
suffers from the infirmities of the behavioral black box. Empirically, however,
it seems to possess greater warrant than its cousin, the externality proposition.
Although many examples of public goods are problematic—they do not actu-
ally involve goods that are totally nonrival in consumption or nonpayers who
cannot be excluded—at least one potentially important case remains, namely,
national defense. Especially when one conceives of defense as the deterrence of
nuclear or other widely devastating attacks against national territory, it seems
to be a genuine public good for which the free market might make insufficient
provision. Nor is the necessity of government provision affirmed only by main-
stream economists. Mises himself concluded that “in a world full of unswerv-
ing aggressors and enslavers . ... isolated attempts on the part of each individual
to resist are doomed to failure [and therefore] the only workable way is to orga-
nize resistance by the government.” Indeed, Mises went even further, support-
ing conscription of people to serve in the armed forces (1966, 282).

As indicated earlier, increases in military spending over the past sixty-five
years account for a substantial share, perhaps as much as 45 percent if a com-
plete accounting were made, of the rise of federal government spending relative
to GDP. The arms industries also have become the most heavily regulated sec-
tor of the U.S. economy (Kovacic 1990). It would seem, then, that Proposition
15 has a great deal to recommend it, both theoretically and empirically, to stu-
dents of the growth of government. Of course, the empirical weight that this
explanation will bear needs to be kept in perspective: all military-related spend-
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ing (including items previously mentioned that are not classified as military in
the official budget) now amounts to only about 40 percent of federal spending,
less than one-fourth of all government spending, and only about 8 percent of
GDP, and the defense spending shares are substantially below their levels dur-
ing the 1950s and 1960s (U.S. Office of Management and Budget 2006, 206—7,
216—17; official amounts are doubled, as suggested by the findings in Higgs
2004b).

Before embracing Proposition 15 fully, however, one needs to consider a
rather difficult question: how much of the observed increase in the govern-
ment’s military activity represents a response to the public-good dilemma (the
free-rider problem) and how much represents self-serving exploitation of the
public’s insecurities by people who make little or no contribution to the main-
tenance of genuine national security (the free-loader problem)?

No simple answer can be given, but some things are fairly obvious. Much
military activity has served the interests not of the general public, but of the
government itself (Hummel and Lavoie 1990; Higgs 2006). The invasions of
Grenada, Panama, and Iraq are good examples. Moreover, far from secking a
“revelation” of the public’s true demand for defensive actions and the derived
demand for arms production, the national-security establishment has engaged
in a series of mendacious efforts to scare the public and stampede the taxpayers
into supporting higher levels of military spending. Just recall all of the weapons
“gaps” announced from time to time during the Cold War, most of which were
eventually revealed to be overblown or completely bogus (Higgs 2006, 138—39).
Much military spending has done nothing to promote national security—for
example, lavish officers’ clubs and golf courses, cushy military retirement sys-
tems, and maintenance of obsolete facilities such as Fort Monroe, the fort with a
moat. Members of Congress have twisted the defense program again and again
to aid their quest for reelection (Higgs 1988, 1989a, 1990b; many of the chapters in
the volume Arms, Politics, and the Economy, edited by Higgs [1990a]; and Higgs
2006, 152-85). Anyone who reads the newspapers, not to mention the literature
on military procurement, knows that the big defense contractors, in league with
their friends at the Pentagon and in Congress, have siphoned hundreds of bil-
lions of dollars in rents out of the public treasury during the pastsixty-five years,
especially during the Cold War buildups (Stubbing 198s; Fitzgerald 1989) and
during the buildup under George W. Bush since 2001 (Higgs 2004a, 260-63,
2005; U.S. Department of Defense 2006, 2067, 216-17).

In sum, it is obvious that the growth of government via increased military
activities represents far more than a straightforward effort to achieve a solution
to the public-good problem. To a large extent, it represents a poorly disguised
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form of redistributive politics—if we are perfectly frank, an enormous racket.

PROPOSITION 16

Government grows in order to reduce the transaction costs inherent in a complex
modern economy, thereby facilitating a high degree of division of labor and enhanc-
ing productivity.

I call this proposition, which is a more sophisticated variant of the Modern-
ization Hypothesis, the theory of the Washington school. Its prime proponent
is Douglass C. North, long of the University of Washington (Seattle) and more
recently of Washington University (St. Louis). North draws from theoretical
work on measurement and transaction costs by Steven N. S. Cheung (formerly
of the University of Washington) and Yoram Barzel (still there). Collaborating
with North on empirical work connected with the theory was John Wallis,
who earned his Ph.D. at the University of Washington. The thesis began to
take shape more than twenty-five years ago and appeared in North’s Structure
and Change in Economic History (1981, especially 187—98 on the United States).
Later articles (North and Wallis 1982; North 1985; Wallis and North 1986) and
North’s 1990 book Institutions, Institutional Change and Economic Performance
clarified and extended the argument and presented empirical materials in sup-
port of it.

An early summary conveys the essence of the argument: “The wedding
of science and technology in the late nineteenth century made possible a tech-
nology of production whose potential was only realizable with an enormous
increase in the resources devoted to political and economic organization—the
transactions sector of the economy. A substantial part of this increase has oc-
curred in the market and through voluntary organization, and a substantial
share has also been undertaken by government” (North and Wallis 1982, 336).
The government’s part evidently has outpaced the market’s part; hence the
growth of government.

North’s argument traces virtually everything back to a single aspect of so-
cietal modernization: the increase in specialization. That increase caused the
rise in productivity, hence economic growth; it necessitated more “contracts
across time and space and with unknown second parties,” hence a demand for
bigger government to supply “effective third party enforcement” (North 1989,
113); it fostered ideological divisions, hence the proliferation of politicized inter-
est groups (North 1981, 51, 196-98; 1985); it cheapened tax collection and hence
shifted outward the supply curve of government activities. (Becker [198s, 345]
tells a similar tale.)
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Although Wallis and North’s empirical exercises in creative national-
income accounting are not compelling, in part because the empirical categories
simply do not match the theoretical counterparts (for some details, see Davis
1986), the Washington thesis may have some merit. North continually empha-
sizes that government has grown throughout the Western world and elsewhere
over the past century; and, by conventional measures, government is bigger in
the more developed countries than it is in the less developed. A good theory, it
seems, ought to account for the apparently pervasive association of economic
progress and growth of government in the West. Because rising specialization
marks every case, it would appear to resolve the issue. Perhaps to some extent it
does, but questions remain.

One difficulty is that the theory is too general. Although it seems to match
the long-term trend in every Western country—and many others as well—it
cannot account for the marked irregularities that have appeared in most cases.
The specific shape of the historical profile must be explained by auxiliary theo-
ries or in some ad hoc manner. The abrupt growth of government that occurred
in the United States during the world wars and the Great Depression, for in-
stance, would seem to have little to do, in any immediate way, with changes in
the degree of societal specialization (Higgs 1987a, 123—236). Similar questions
may be raised about the precise paths other countries have followed.

Another problem: the theory is rather vague, and the attempts that have
been made to give it empirical substance only heighten one’s misgivings in this
regard. The concepts of “transaction cost” and “transaction sector” have been
stretched to the breaking point. The distinction between “transaction” and
“production transformation,” though central to the thesis, is blurry at best and
may be completely arbitrary. Nin Wang remarks in a recent survey that “[d]
espite the voluminous literature in the new institutional economics, a theoreti-
cal consensus on what transaction costs are is still out of sight” (2003, 4). Of
course, what cannot be defined theoretically cannot be measured empirically.

Further, the explanation of why remote transactions and other features of
modern economic life cannot be accommodated in the market—an explana-
tion that appeals to “moral hazard, adverse selection, and the demand for pub-
lic goods” (North 1985, 392)—is offered almost in passing and needs a much
more extensive argument before it can become persuasive. (See Lindbeck [198s,
315-16] for criticism about the alleged roles of adverse selection and moral haz-
ard.) Myhrman argues that although North’s thesis may explain why govern-
ments grew bigger during the early stages of economic development, it does not
account for why the growth of government has continued to exceed the growth
of the private sector (1985, 277). (Davis makes a similar point [1986, 158].)
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Finally, stepping back from the theory and viewing it as a whole, one may
getan eerie feeling of unreality. Many of us are convinced that modern govern-
ments hugely increase the costs of transacting mutually beneficial exchanges in
comparison with what those costs would be in a minimal or night-watchman
state. In view of all of the taxes, all of the direct, highly politicized govern-
ment participation in markets, all of the regulations, all of the laws infringing
economic liberties on every side, how can anyone suppose that on balance the
growth of government has reduced transaction costs and promoted economic
growth? Perhaps cause and effect have been reversed in the Washington Thesis;
perhaps only economically progressive societies can afford the deadweight costs
of ever bigger governments.

PROPOSITION 17

Government is nothing but an engine of redistribution.

Many of the most cited contributions to the literature make this assump-
tion their point of departure (Meltzer and Richard 1978, 1981, 1983; Peltzman
1980, 1985; Becker 1983, 1985; Benson and Engen 1988; and others cited by Muel-
ler 1987, 122—28). Analysts evidently adopt the assumption because it facilitates
the construction of tractable formal models. To simplify the analysis further,
investigators usually assume that the redistribution runs from richer to poorer.
There is something to be said for simple models, but in this case it is not much.

These models lack even the elementary saving grace of positivism: they do
not generate predictions that fit the facts. (For criticism, see Higgs 1987a, 1215,
and Mueller 1987, 126—28.) Peltzman, in his influential 1980 article, claims to
present empirical confirmation, but the claims are too ill founded to be accept-
able. Indeed, the econometric methods employed in that article—presumptu-
ous proxy variables, ad hoc substitutions for “missing” data, unwarranted spec-
ification switches, inter alia—fill a chamber of horrors sufficient to discredit the
entire undertaking. The methods employed in Peltzman’s 1985 article warrant a
similar evaluation.

More fundamentally, the assumption that government only redistributes
wealth simply is not true; it is not even close to the truth. Although hard-core
anarchists do not easily swallow this fact, governments in the West probably do
provide some widely desired services. Deterrence of foreign aggression, some
local protection of life and property, a body of property law and a system of
courts for resolving civil disputes, a public-health system, public water sup-
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plies and sewage disposal, the roads and the traffic rules—all seem to qualify as
more or less public goods and as goods genuinely demanded by the overwhelm-
ing majority of the public. Of course, even these goods are supplied in ways
that one might lodge many complaints against, and conceivably they might be
supplied privately (and in some cases they already are, to some extent). Yet the
point remains: they are not merely means of redistribution, even though their
financing, production, and distribution have many undeniable redistributive
aspects.

National defense, perhaps the most important example, surely receives
much political impetus from those who privately appropriate benefits from its
provision (Higgs 1990b; Lee 1990 and other chapters in the Higgs 1990a vol-
ume; Higgs 2004a, 235—68). Still, not many citizens favor unilateral disarma-
ment. Most people want the government to maintain a military establishment
adequate to deter foreign aggression. (The evidence of public-opinion polls and
elections indicates that a substantial number also support military aggression
against others, although one might apologize for at least some of those who
maintain this position on the grounds that they have been duped to believe that
the aggression is actually defensive [e.g., support for the U.S. invasion of Iraq in
2003].) In any event, they do not support simply handing money to the owners
and employees of General Dynamics (GD) in the same way that they support
Temporary Assistance for Needy Families. Most of them want the military po-
tency produced by the nuclear submarines, and only a few of them care wheth-
er GD or another company supplies the vessels. For the general public, GD’s
rents are incidental, though of course they are far from incidental in the actual
political process by which that company becomes the supplier (Goodwin 198s).

PROPOSITION 18

The modern welfare state merely “filled the vacuum” left by the deterioration of
private institutions.

This proposition is still another variant of the Modernization Hypothesis.
Modern economic development, it is said, caused socioeconomic transforma-
tions (e.g., urbanization, greater personal mobility, increased survival of the
aged) that sapped the vitality of private institutions. Families, churches, and
voluntary associations became less and less able to accomplish their traditional
tasks. Hence, government increasingly substituted for them “as the principal
institution assisting individuals in time of economic or social misfortune”
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(Fuchs 1979, 13). Government had to hold the “safety net” when others no lon-
ger could or would.

Certainly government activities in immense profusion—countless pro-
grams ranging from sex education to mental-health care to the federal Fos-
ter Grandparents Program—may be viewed as illustrating this thesis. Perhaps
the proposition contains more than a grain of truth. As an explanation of the
growth of government, however, the proposition by itself does not carry us far,
and even that little bit is partly illusory.

A serious defect of the proposition is that once the alleged process of “vac-
uum filling” had got under way, if not before, the direction of causality must
have run in both directions. Perhaps certain socioeconomic changes did pro-
mote the breakdown of individual responsibility among family members, but
the availability of governmentally provided substitute services lowered the cost
of irresponsible private actions and hence increased their frequency. Govern-
ment did not simply substitute for responsible private efforts; it also crowded
them out. Without narrowing the focus to a specific activity, not much more
can be said. The crowding-out theory, however, is logically unimpeachable, and
those with normal eyesight and a little knowledge of history can see evidence of
such crowding out on all sides (Higgs 2004a, 21—29). (See Wagner 1989 for an
extended discussion and references.)

Of course, Proposition 18, as an explanation of the growth of government,
presents us with yet another case of the black box. When we fill the box in a
theoretically and empirically warranted manner, the nature of the explanation
changes completely. Question: How do the kinds of people who need a govern-
ment safety net—presumably those who are destitute, physically or mentally
disabled, aged and infirm, or otherwise in dire straits—exert enough political
pressure to elicit the creation of a safety net by those who control the political
process? Short answer: They don’t. Notice, however, the millions of middle-
class administrators, school teachers, social workers, lawyers, urban planners,
doctors, nurses, professional and technical specialists, and all the others who
act as well-paid providers and facilitators of governmentally funded services for
the helpless, and then the politics of the welfare state becomes a lot plainer. Also
transparent is that the rise of the welfare state involved far more than unvar-
nished altruism (P. Weaver 1978; Higgs 1987a, 24851, 2004a, 9-19).

Not surprisingly, it involved a great deal of redistributive politics: redistri-
bution not so much from the fortunate to the unfortunate as from the taxpay-
ers to the bureaucrats, providers, and hangers—on. As Lindbeck puts it, “the
original ‘welfare state,” designed mainly to provide basic economic security, has
gradually developed into a free-for-all competition for favors from the state,
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with ‘every politician trying to buy votes from everybody’” (1985, 327).

CONCLUSION

In the literature on the growth of government, much that is misguided
may be seen as unwarranted reduction. This in turn may be seen as arising
almost inevitably from the positivist pretensions that underlie modern social
science in general and modern mainstream economics in particular.

The drive toward reduction takes several forms. First, analysts strive to re-
duce empirical reality to one measure of the explicandum, or dependent vari-
able. Second, they strive to reduce the theory to one independent variable that
can carry the entire explanatory load. Third, they strive to reduce historical and
geographical diversity so that one general explanation applies to all times and
places. In the words of the authors of a recent survey of economic theories of the
growth of government, “the challenge facing economists is to develop a single
unifying theory of government growth” (Garrett and Rhine 2006, 13, emphasis
added). In sum, the goal appears to be an equation of the form G = f{X), where
G is one simple measure of the size of government, X'is one simple explanatory
variable, and fis a fixed-coeflicient functional relation connecting the values of
Xand G by what amounts to a law of history.

This reductionist quest is nothing more than a species of scientism, the at-
tempt to conduct the study of human action with the same methods employed
to study nonhuman nature. Research in political economy is being carried out
as if it were research in physics or chemistry. But people are not atoms; the po-
litical economy is not a molecule; and the growth of government is not analo-
gous to the natural growth processes analyzed in biochemistry. The prevailing
reductionism, which is both positivist and historicist, founders on the reality
that people are purposive actors whose actions are shaped by their (changeable)
beliefs and values and whose personal and societal histories are marked by con-
tingencies with significant consequences, including path dependencies (Mises
1957, 1966, 1978; Rothbard 1979; Higgs 1987a).

Strange to say, one can describe a large part of the recent research on the
growth of government as attempts by researchers who neither know nor care
much about history to discover laws of history. It is scarcely surprising that
black boxes litter the field. Here, however, as in other areas of serious empirical
research, there is no good substitute for knowing, quite literally, what we are
talking about. One must therefore study history; one must comprehend the
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great variety of acting and interacting individuals whose actions compose our
subject and the diverse and changing beliefs and institutions that condition the
actors’ choices.

To this recommendation, a positivist might respond: If there are no laws
of history to be discovered, what is the point of studying history? The answer
is that much valuable knowledge exists in the gap between invariable law and
utter chaos. Although no laws of history exist—indeed, as Mises explained,
“the notion of a law of historical change is self-contradictory” (1957, 212)—the
study of history can reveal patterns and probable relations and rule out certain
correspondences (Hayek 1967, 3—21). Mises called the search for this kind of
empirical understanding of human action “thymology” and contrasted it with
the study of the pure logic of action, or “praxeology” (1957, 264—84). He main-
tained that “[w]hat thymology achieves is the elaboration of a catalogue of hu-
man traits. It can moreover establish the fact that certain traits appeared in the
past as a rule in connection with certain other traits. But it can never predict
in the way the natural sciences can. It can never know in advance with what
weight the various factors will be operative in a definite future event” (274).

Therefore, even though one cannot rely on historical understanding to be
apodictic, as one can rely on the pure logic of choice, which the Austrian school
economists call economic theory, one must, both in everyday life and in em-
pirical research, constantly place bets. Although one cannot be certain that the
relations on which one places the bets will prevail (or did in the past), one con-
fidently expects to come closer to the truth by taking thymological understand-
ing into account than by closing one’s eyes and throwing darts at the dartboard
of all possibilities.

It is no accident that many of the leading lights of the Austrian school of
economics—Mises, Hayek, Rothbard—have taken historical understanding
seriously and devoted much effort to historical research. Mises went so far as to
describe historical understanding as not only essential for practical action, but
worthwhile in another sense as well. “It opens the mind toward an understand-
ing of human nature and destiny. It increases wisdom. It is the very essence of
that much misinterpreted concept, a liberal education” (1957, 293).

In view of the wide extent to which the problematic propositions criticized
here have been accepted by contributors to the recent literature on the growth
of government, a Misesian might well reach the following conclusion. Many
of the analysts thought they were formulating and testing economic theory,
but in the Austrian school sense they were not. Few of them thought they were
writing economic history, but in the Austrian school sense they actually were.
Unfortunately, much of this inadvertently written economic history has been
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deeply flawed.
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The Complex Course of

Ideological Change

We know all too little about the way such belief systems
evolve.

—Douglass C. North (2005, 167)

In the early 1980s, when I was composing my book Crisis and Le-
viathan, 1 devoted substantial effort to considering what scholars had written
about the nature of ideology, its role in the social system, its causes, and its
consequences. In studying the growth of government, I had become convinced
that ideological change had played a critical role in propelling that growth. In
the century analyzed in my book, from the 1880s to the 1980s, various forms of
large-group collective action had obviously helped to bring about increases in
the government’s size, scope, and power. Yet most economists (and some other
analysts as well), convinced by Mancur Olson’s (1965) pioneering analysis of
collective action, seemed to find such collective action paradoxical: in the light
of Olson’s analysis, the historical actors appeared to have behaved irrationally,
and social scientists have little, if anything, to say about irrational action. Be-
yond mere descriptions of what has been called “extraordinary popular delu-
sions and the madness of crowds,” what systematic account can anyone give of
actions that make no sense?

As I developed my ideas about ideology, I came to understand that ideo-
logically motivated action is no less rational than the actions economists rou-
tinely explain by appealing to so-called material self interest. In the light of this
understanding, I advanced consistent explanations of various sorts of collective
action, including those that had played crucial roles in bringing about the mod-
ern growth of government. One might criticize or condemn those actions on
many grounds, but, as I had come to understand them, the cloud of irrational-
ity no longer hung over them.

65



66 | Neither Liberty Nor Safety

Moreover, in this view, any shrinkage of the enormous governments that
had come into existence by the middle of the twentieth century and had con-
tinued to grow relentlessly thereafter would require ideologically motivated ac-
tion just as much as their creation had required such action in the first place.
A reversal hinged only on changing the content of the reigning ideology by re-
version to something like the classical liberal ideology that had dominated the
thinking of many western Europeans in the mid-nineteenth century and most
American opinion leaders as late as the 1880s or 1890s, with its emphasis on in-
dividualism, steadfast private-property rights, and limited government (Higgs
and Close 2006).

With regard to the causes of ideological change, however, I had reached few
satisfying conclusions. In my account of changes in politicoeconomic institu-
tions, I resigned myself, for the most part, to treating ideological change as
exogenous. The one notable exception was that in dealing with the great crises
of the twentieth century, I had developed what I called @ (partial) hypothesis on
ideological change (1987a, 67—72) to help me account for the ratchet effect on
the size, scope, and power of the U.S. government that characterized its growth
most visibly during the world wars and the Great Depression. Although I con-
tinue to believe that my partial hypothesis has substantial validity, I have never
supposed that it provides a complete theory of ideological change. Ultimately,
we also need, at the very least, a compelling way to understand the long-term
drift of ideology that seems to have been so decisive in determining secular
changes in the fundamental character of the political economy throughout the
Western world.

In this chapter, I review elements of my previous analysis of ideology, dis-
cuss further some important aspects of ideological change, indicate how cer-
tain notable thinkers have tried to account for such change, and suggest how
we might think more productively about some open questions that invite fur-
ther research.

WHAT IS IDEOLOGY? HOW DOES IT WORK?

Ideology is a vigorously contested concept.” All scholars agree, however, that it
is not synonymous with just any idea or set of ideas. Although ideas serve as its
elements, an ideology consists of certain kinds of ideas spanning a particular
realm of reference. In my conceptualization, it denotes a somewhat coherent and
rather comprehensive belief system about social relations. To say that it is some-
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what coherent implies that its components hang together, though not necessar-
ily in a way that would satisfy a logician. To say that it is rather comprehensive
implies that it subsumes a wide variety of social categories and their interrela-
tions. Notwithstanding its extensive scope, it tends to revolve about only a few
central values, such as individual freedom, social equality, national glory, or
social security.

Ideology has four distinct aspects: cognitive, moral, programmatic, and
solidary. In its various dimensions, it operates as follows: it structures a person’s
perceptions and predetermines his understandings of events in the social world,
expressing these cognitions in characteristic symbols; it tells him whether the
social conduct he “sees” is good, bad, or morally neutral; and it propels him
to act in accordance with his cognitions and moral assessments as a commit-
ted member of a political action group in pursuit of definite social objectives.
Ideologies perform an important psychological service because without them
people cannot know, assess, and respond to much of the vast world of social
relations. Ideology simplifies a reality too huge and complicated to be com-
prehended, evaluated, and dealt with in any purely factual, scientific, or other
disinterested way.

Every sane adult, unless he is completely apathetic politically, has an ide-
ology. The notion that ideology is only the distorted, fanatical thought of one’s
intellectual or political opponents cannot be sustained. Of course, every ideol-
ogy must deal in part with factual, scientific, and other “hard” knowledge,
and to the extent that it makes assumptions or claims inconsistent with such
well-confirmed, socially tested knowledge, we may properly accuse it of distor-
tion. Nonetheless, all ideologies contain unverified elements, some of which,
including their fundamental commitments to certain values, are unverifiable.
In relation to those elements, which are neither true nor false, the allegation of
distortion has little or no meaning. As Robert K. Merton once exclaimed, “On
what grounds may one attribute or refuse ‘validity’ to ethical norms!” (1937,
so1). If someone believes that the protection of individual freedom, the en-
forcement of social equality, the attainment of national glory, or the provision
of social security should be the paramount objective of sociopolitical action,
no empirical test can falsify that conviction. Aileen Kraditor has aptly written,
“[TThe cause of ideology is not misinformation, to be cured by information”
(1988, 97).

Most hypotheses about the sources of ideological commitment are either
interest theories or strain theories. In interest theories, people are assumed to
pursue wealth or power, and ideologies serve as weapons in the struggle by
lending legitimacy to their pursuits. In strain theories, people are assumed to
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flee from socioeconomic anxieties, and ideologies bring them comfort and fel-
lowship.

Recall that ideology has four aspects: cognitive, moral, programmatic, and
solidary. If it had only the first three, we would have no grounds for identifying
it as a basis of rational participation in large-group politics. In that event, ideol-
ogy would allow one to perceive and interpret the social world, to impose moral
valuations on it, and to conclude that certain political positions or movements
deserve support. Yet one would lack a personal incentive to take any politi-
cal action because, as Olson (1965) explained, it would be rational to free ride.
To join rationally in political action in a large-group context, one must expect
a benefit that is contingent on one’s own participation. Solidarity, the fourth
aspect of ideology is just such a contingent benefit by virtue of its important
connection with the maintenance of personal identity.

People acquire and sustain their personal identities within groups by their
interaction with other members: first in families, then in various primary and
secondary reference groups. The kind of groups to which a person chooses to
belong is closely connected with the kind of person he takes himself to be—a
prime concern to the typical individual. People crave the comfort of association
with those they recognize as their “own kind.” In the absence of such com-
munity membership and involvement in a group’s common purposes, people
tend to feel alienated and depressed. Aristotle was not joking when he described
man as a social animal.

By internalizing the values and precepts of their communities of shared
belief, people not only feel better about themselves; they also become trustwor-
thy adherents who will act in accordance with their ideology without or even
in opposition to external material enticement (Higgs 1987b). Yet such action is
completely rational; it need only be seen as a secular application of the calculus
expressed in the biblical admonition, “For what shall it profit a man, if he shall
gain the whole world, and lose his own soul?” (Mark 8:36). The truth, as Samuel
Bowles has succinctly expressed it, is that “people act politically both to ger
things and to be someone” (1985, 164, emphasis in original). Indeed, people may
act politically to be someone more commonly than they act politically to get
things, although the typical economist would be greatly astonished to discover
this fact. Expressive motivations surely play a much greater role than classical
economic theories of politics have recognized (for discussion of the importance
of so-called expressive motivations, see Brennan and Lomasky 1993).

Hence, many people routinely participate in such large-group political
actions as voting and giving money or personal services to political pressure
groups, and they episodically join in mass endeavors to alter society on a grand
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scale, sometimes even in violent and risky attempts to overthrow the govern-
ment. They take these actions not because they are irrational, but because their
self-perceived identities are at stake. Not by accident do activists try to shame
holdouts by asking rhetorically, “What kind of person are you anyhow?” By
acting in concert with others who embrace the same ideology, people enjoy a
solidarity essential to the maintenance of their identities. They cannot receive
this form of utility without acting; there is no closet solidarity (or, in Brennan
and Lomasky’s terminology, no expressive utility without actual public expres-
sion). To behave differently, a person would have to be different; and being dif-
ferent would require the internalization of a different ideology.

In sum, ideologies give rise to the personal-political complex of identity,
solidarity, and political action in large part because of their inherent moral con-
tent. Ultimately, many political actors treat the choice they perceive between
right and wrong as more fundamental than the choices they view as purely
instrumental.

THEORIES OF IDEOLOGICAL CHANGE

I now introduce some simple terminology to help us analyze how ideologies
change. My basic categories of ideological change distinguish whether it is
temporally steady or irregular and whether it is causally theory driven or event
driven.

The timing category is straightforward and refers to the pace at which ide-
ological change takes place, distinguishing even change from erratic change.
Many discussions of ideological change presume the former, as if an ideology
by its very nature had a sort of inertia that keeps it from changing abruptly;
hence slow, gradual change is the only kind possible, in obedience to the mot-
to on the title page of Alfred Marshall’s Principles of Economics: “Natura non
facit saltum” (in English, “nature does not make jumps”). Irregular ideological
change, in contrast, denotes a process in which ideology may change slowly
or not at all for a while, then more quickly, even abruptly, in a relatively brief
episode, perhaps as a result of a great social upheaval, such as war, revolution, or
economic cataclysm.

My causal categories pertain to the way in which an ideological change
spreads from its original source to the mass public or to a substantial segment
of it. In one conception of this transit, which I call “theory driven,” it con-
sists of a conveyance through the successive types of actors who contribute to
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the process of dissemination. This form of transmission often traces a locus of
adoption from a Great Thinker to the relatively small but articulate group of
intellectuals whom F. A. Hayek ([1949] 1967) labeled the “secondhand dealers”
in ideas, thence to a larger group of community opinion leaders, and thence
ultimately to a much larger group of ordinary recipients who embrace the new
or revamped ideology.

Probably the most famous expression of a theory-driven model of ideologi-
cal change appears in the final paragraph of John Maynard Keynes’s General
Theory of Employment, Interest, and Money:

[T]he ideas of economists and political philosophers, both when they
are right and when they are wrong, are more powerful than is com-
monly understood. Indeed the world is ruled by little else. Practical
men, who believe themselves to be quite exempt from any intellectual
influences, are usually the slaves of some defunct economist. Madmen
in authority, who hear voices in the air, are distilling their frenzy from
some academic scribbler of a few years back. I am sure that the power
of vested interests is vastly exaggerated compared with the gradual en-
croachment of ideas. Not, indeed, immediately, but after a certain in-
terval; for in the field of economic and political philosophy there are
not many who are influenced by new theories after they are twenty-five
or thirty years of age, so that the ideas which civil servants and politi-
cians and even agitators apply to current events are not likely to be the
newest. But, soon or late, it is ideas, not vested interests, which are dan-
gerous for good or evil. (1936, 383-84)

Hayek could scarcely have agreed more. Indeed, in a 1949 article titled
“The Intellectuals and Socialism,” published in the University of Chicago Law
Review, his words almost echoed the words that Keynes had written thirteen
years earlier: “What to the contemporary observer appears as the battle of con-
flicting interests has indeed often been decided long before in a clash of ideas
confined to narrow circles” ([1949] 1967, 179).

Ludwig von Mises, in many of his writings, declared his belief that “[w]hat
determines the course of a nation’s economic policies is always the economic
ideas held by public opinion. No government, whether democratic or dictato-
rial, can free itself from the sway of the generally accepted ideology” (1966,
850). Moreover, in certain passages, Mises maintained the theory-driven view
of ideological change in an extraordinarily strong form. “Only very few men,”
he declared, “have the gift of thinking new and original ideas and of changing
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the traditional body of creeds and doctrines” (1966, 46).

Hayek had the good fortune to become the eponym for what Milton Fried-
man and Rose Friedman (1988) describe as a long ideological wave, beginning
in the latter part of the twentieth century, in which a “Fabian tide” of inter-
ventionism gave way to a “Hayek tide” of opposition to central planning and
support for greater economic freedom. Thus, Hayek not only argued in favor of
the theory-driven model of ideological change in its Great Thinker variant, but,
according to the Friedmans, embodied it as well. (One wonders whether the
arguably more influential Milton Friedman was only being modest by naming
this alleged phenomenon after Hayek rather than after himself.)

Theory-driven ideological change flows, as it were, straight downhill: from
an exalted origin in the pronouncements of a Great Thinker—often expressed
in a big book, such as 7he Wealth of Nations, Das Kapital, or The General Theory
of Employment, Interest, and Money—through one or more intermediary groups
of intellectually less illustrious disseminators, and on down to the masses, who,
it would seem, scarcely have an independent thought, but absorb (or not) what-
ever washes over them from above. As Hayek put it, “[O]nce the more active
part of the intellectuals [that is, the secondhand dealers in ideas] have [sic] been
converted to a set of beliefs, the process by which these [ideas] become generally
accepted is almost automatic and irresistible” ([1949] 1967, 182, emphasis added).

Perhaps it is to be expected that men such as Mises, Hayek, and Keynes
should believe that Great Thinkers play the key role in bringing about ideologi-
cal change. As Peter Berger and Thomas Luckmann have remarked, “To exag-
gerate the importance of theoretical thought in society and history is a natural
failing of theorizers” (1966, 15). We are well advised, however, to inquire into
whether ideological change may have other sources as well and, if so, how such
sources relate to the contributions that Great Thinkers make to the process.

IDEOLOGY AND SOCIAL STRUCTURE

Not much investigation is required to discover that many scholars, even entire
disciplines, have disputed what I call the theory-driven model. In 1845, John
Stuart Mill astutely remarked that “[i]deas, unless outward circumstances con-
spire with them, have in general no very rapid or immediate efficacy in human
affairs; and the most favourable outward circumstances may pass by, or remain
inoperative, for want of ideas suitable to the conjuncture. But when the right
circumstances and the right ideas meet, the effect is seldom slow in manifesting
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itself” ([1845] 1963—91, 370).*

The sociology of knowledge, a field of study that took shape largely in
Germany and France in the 1920s and 1930s, though its interwar practitioners
had much earlier precursors, defines its domain as the relations between social
structure and social thought (Merton 1937; Coser 1968). Perhaps its most influ-
ential pioneer was Karl Mannheim (1893-1947; about whom, see Shils 1968),
whose best-known work is /deologie und Utopie (1929; English translation in-
cluded in Mannheim 1936). The acknowledged modern giant in this field is the
Columbia University sociologist Robert K. Merton (1910-2003), who is best
known for his contributions to the sociology of science, although his writing
and influence ranged widely (Cole 2004).

Unfortunately, many writers in this field have taken too seriously what
Karl Marx had to say about the subject. Marx, of course, maintained the exact
opposite of the theory-driven model, espousing instead a paradigmatic version
of what I call the event-driven model. As he putit, “It is not the consciousness of
men that determines their existence, but on the contrary their social existence
determines their consciousness” (from A Contribution to the Critique of Politi-
cal Economy [(1859) 1913], qtd. in Coser 1968, 429). For Marx (at least the earlier
Marx), ideology is mere superstructure, its content being entirely dependent on
the mode of production, a social complex that comprises the economic produc-
tion technology and the associated property-rights regime; hence, as technol-
ogy and property relations change, the ideology, along with everything else
in the superstructure, changes accordingly. (Coser points out that Marx and
Engels in their later writings “grant[ed] a certain degree of intrinsic autonomy
to the development of legal, political, religious, literary, and artistic ideas” and
allowed “that the intellectual superstructure of a society was not simply a reflec-
tion of the infrastructure but rather could in turn react upon it” [1968, 429].)

Mises naturally disagreed with Marx in this regard, as in virtually all oth-
ers, and he expressed his disagreement in the form of an adamant denial that
social structure affects ideology at all: “society and any concrete order of social
affairs are an outcome of ideologies; ideologies are not, as Marxism asserts, a
product of a certain state of social affairs” (1966, 187). I do not accept this claim
except in the trivial sense that an idea of possibility and an idea of purpose must
always precede any specific action. In a broader sense, however, the proposition
that an individual’s personal experiences and his social circumstances condi-
tion to some degree his ideological conceptions seems to me almost self-evident
and in accord with a great deal of empirical evidence (Kraditor 1981; Higgs
19872, 53, 1989b; Siegenthaler 1989; North 2005, 61—62). Therefore, I maintain
that we can deny the extreme Marxian proposition without throwing away
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the sociology of knowledge in toto. (Indeed, Mises himself, in other passages,
seems to accept the proposition I am maintaining here; see especially his state-
ments in Human Action [1966] on page 46. He maintained only that such “en-
vironmental features of human action” (1966, 47] lay outside the pure logic of
human action, or praxeology, and within the bounds of historical study, or
thymology.)

Among the most instructive modern writers in the sociology of knowl-
edge, Berger and Luckmann develop a multitude of ideas in sensible fashion in
their 1966 book 7he Social Construction of Reality: A Treatise in the Sociology of
Knowledge. They insist that “the relationship between ‘ideas’ and their sustain-
ing social processes is always a dialectical one.” Expanding on this idea, they
write:

theories are concocted in order to legitimate already existing social in-
stitutions. But it also happens that social institutions are changed in
order to bring them into conformity with already existing theories, that
is, to make them more “legitimate.” The experts in legitimation may
operate as theoretical justifiers of the status quo; they may also appear
as revolutionary ideologists. Definitions of reality have self-fulfilling
potency. Theories can be realized in history, even theories that were
highly abstruse when they were first conceived by their inventors....
Consequently, social change must always be understood as standing in
a dialectical relationship to the “history of ideas.” Both “idealistic” and
“materialistic” understandings of the relationship overlook this dialec-
tic, and thus distort history. (1966, 128, emphasis in original)

The sociology of knowledge counsels us to take account of how people’s
concrete experience of life, with all the peculiarities specific to a particular time
and place, may shape their beliefs about social relations, perhaps in ways that
are more or less independent of the products of Great Thinkers and the efforts
of those who disseminate their theories. Here, everyday life comes to play a
potentially important role for both elites and masses.?

THE INFLUENCE OF EVENTS ON IDEOLOGICAL CHANGE

If Burton Folsom is correct in maintaining that “[rJarely do people convert by
reading tracts or listening to theories” (1989, 91), and if events as such can af-
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fect whether individuals embrace or reject an ideology, then another source of
ideological change exists besides the theories that percolate down from Great
Thinkers to the masses. Among economists who have recognized this other
source, the Friedmans speak of “the climate of intellectual opinion, itself gener-
ated, at least in part, by contemporaneous social, political, and economic cir-
cumstances” (1988, 455, emphasis in original; see also 456, where the Friedmans
refer to “the subtle mutual interaction between intellectual opinion, public
opinion, and the course of events,” and 464, where they conjecture that “the
extraordinary force of experience was the major reason for the change” they
call the Hayek tide). Of course, no matter how earth-shaking events may be,
they do not interpret themselves in ideological terms, so when we speak of the
influence of events on ideological change, we mean something qualitatively dif-
ferent from the influence of the articulated ideas that intellectuals employ to
express a belief system about social relations: We refer much more to accep-
tance or rejection, especially among the masses, than to formulation de novo.
To appreciate how events come into play, we need to recognize that in any
modern society (except perhaps in a totalitarian society, although probably
there, too, in the shadows), more than one ideology exists, so that ideological
competition occurs all the time. Proponents of rival ideologies take various ac-
tions to express their beliefs, sometimes to reassure those of like mind and to
keep them in line, but often in the hope of winning converts or, at minimum,
of raising doubts among opponents and the undecided. Among the masses es-
pecially, the undecided or weakly committed may well constitute a large pro-
portion, so the potential often exists for a minority ideology to gain ascendancy
in society if the loosely anchored persons can be pulled over. (Michael Rozeff
[2006] calls this idea the “up-for-grabs” hypothesis.) In this quest, ideologues
may labor diligently for years, hoping to win converts little by little or to pre-
pare them—to “soften them up,” as it were—in anticipation of opportunities
to bring them over that may emerge in a future crisis. Friedman and Friedman
speak of intellectual opinion as “producing options for adoption when the time
is ripe” in a crisis, and they maintain that “[t]he public begins to react to the
crisis according to the options that intellectuals have explored, options that ef-
fectively limit the alternatives open to the powers that be” (1988, 462, 456).
Thus, the “softening up” aspect of ideological endeavor may have great im-
portance, even though it seems completely futile during the “normal” stretches
of social life, when social, economic, political, and ideological relations change
slowly, because when the crisis does arrive, its advent creates extraordinary po-
tential for ideological shake-up. Crisis, by its very nature, creates heightened
insecurities and, in extreme cases, widespread bewilderment among the popu-
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lace. War, revolution, economic collapse, runaway inflation, extreme domestic
disorder—all create new fears, and all tend to discredit established beliefs and
to open new possibilities for the successful propagation of novel understand-
ings, evaluations, and political programs (Higgs 2005, 289—91). After all, what-
ever the claims that sustained the old order, social arrangements will now be
seen as manifestly “not working any longer” in critical respects. Supporters of
the established order tremble in the face of such adverse, perplexing, but unde-
niable events; some devotees of orthodoxy lose heart, and some abandon their
old ideology and embrace a competing one. Recall, as an outstanding example,
how many people, both intellectuals and ordinary persons, forsook classical
liberalism and took up some species of collectivism during the Great Depres-
sion (see Higgs 1987a, 69—70, 192—93, 292, 313, for documentation, although
I know of no one who disagrees). Friedman and Friedman observe that the
Depression “discredited” and “shattered the public’s confidence in private en-
terprise” (1988, 458, 462).

Precisely such crisis conditions prevailed when, in 1935, Keynes drafted the
passage I quoted earlier about the potency of ideas. With regard to the pros-
pects for adoption of the measures he had tried to justify in his book, he wrote:
“At the present time people are unusually expectant of a more fundamental
diagnosis; more particularly ready to receive it; eager to try it out, if it should be
even plausible” (1936, 383). He seemed to sense the same increased public recep-
tivity to new ideas and new programs that Franklin D. Roosevelt perceived at
the trough of the Great Depression when he declared, “The country needs and,
unless I mistake its temper, the country demands bold, persistent experimenta-
tion. It is common sense to take a method and try it; if it fails, admit it frankly
and try another. But above all, try something” (1933, 51). Only in a crisis, when
previously established convictions have been thrown into doubt, can such blind
and ignorant flailing about strike many people as well-advised policymaking.

Of course, the Roosevelt administration did not seek to try just any-
thing—and such political predisposition is what brings specific ideological
preconditions to the fore. Certain economic theorists like to repeat the old say-
ing “you can’t beat something with nothing.” By that quip, they mean that an
existing theory’s inability to explain certain events is not enough to discredit
it; one must replace it with a more compelling theory (likewise in the sciences
in general, according to the interpretation of paradigm shifts made famous by
Kuhn 1962). The same thing may be said of ideological change. No matter how
frightened and bewildered people may be, no matter how terribly the old ar-
rangements seem to be working, people will abandon their old convictions only
if they have something seemingly better to put in their place. In this light,
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we see the importance of the “softening-up” phase, when hopeful ideologues
cultivate public opinion and prepare it to receive and germinate their brand of
seed when the season is propitious. Persuading people to believe a completely
novel set of ideas is much more difficult (“why, #har’s unthinkable”) than edg-
ing a great many confused and fearful individuals over the line—that line itself
having been drawn during years or perhaps even decades of patient efforts by
missionaries with their voices “crying out in the wilderness,” warning people
against the false ideological gods they currently worshipped and offering alter-
native belief systems for them to embrace.

Crisis, however, is not the only occasion when events influence the course
of ideological change. Although the events characterized as socioeconomic
trends may not be so dramatic, they operate relentlessly and cumulatively, so
that over a long period they may bring about a substantial shift in the ideo-
logical center of gravity (North 1981, 49—51, 1990, 138; Higgs 1987a, 51—54). The
broad societal transformations that we summarize by terms such as industrial-
ization, urbanization, domestic and international migration, the aging of the pop-
ulation, and so forth bring about changes in social structure—the composite of
social roles being played by persons in the various segments of the population.
As the social structure changes, the relative representation in the population
changes for persons living in various socioeconomic contexts. In the face of
these transformations, we are well advised to consider that, as Thorstein Veblen
wrote, “[t]he scheme of thought or of knowledge is in good part a reverberation
of the schemes of life” (qtd. in Coser 1968, 432); or, in Mises’s words, except for
the “very few” who are capable of original thought, a person’s “ideology is what
his environment enjoins upon him” (1966, 46).

For example, whereas the average American worker as late as the 1870s
labored on a farm, and many people in agriculture and elsewhere were self-
employed, the great majority of workers in the 1930s were occupied in urban
manufacturing, commercial, and service occupations as wage or salary earners.
If proposals for, say, government relief of the unemployed had much greater ap-
peal in the 1930s than they had in the 1870s, they did so at least in part because
the typical worker in the 1930s faced a much greater risk of unemployment and
its attendant loss of income.

Similar observations can be made about any number of other changes in
the social structure—for example, about population aging, diminished coher-
ence of the extended family, more frequent divorce, and so forth—that tended
to make government provision of a social “safety net” appear more attractive
relative to individual or family self-reliance. It seems extremely unlikely that
people whose life situations had changed so radically would have maintained
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all their old ideological convictions. Mises again provides an apt comment: “the
common man does choose. ... And he is ready to change his ideology and con-
sequently his mode of action whenever he becomes convinced that this would
better serve his own interests” (1966, 46).

If people in the late nineteenth and early twentieth centuries gradually
came to look more favorably on government promises to deliver social security,
they did not do so solely because socialist writers and secondhand dealers in
ideas became more successful in persuading them to follow these ideas, but
also to some extent because such ideas grew more plausible and enticing as the
people’s typical socioeconomic condition changed (Higgs 2005, 286-87).%

For a schematic representation of the process of ideological change as I
have described it, see figure 3.1.

CONCLUSION

In determining the course of socioeconomic and political change, nothing has
greater importance than the dominant ideology. Unfortunately, our under-
standing of this critical variable, especially our understanding of how it chang-
es over time, remains extremely primitive despite the efforts of some of the
finest minds in the human sciences. Perhaps this situation cannot be remedied.
Ideology remains a deeply contested concept, and no matter whose conceptual-

Figure 3.1
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ization we adopt, we still cannot measure it in a way that permits us to trace its
precise position over time. Although we may be able to make defensible general
statements about the character and pace of ideological change at a specific time
and place, such statements themselves will surely attract critics. I have a friend
who is a leading figure in something called fuzzy logic (Kosko 1993), and I defer
to his superior knowledge of mathematics and engineering, but I have serious
doubts that fuzzy sociology of knowledge holds great promise.

Nevertheless, we have little alternative to pushing on. If the sociology of
knowledge did not exist, we would have to invent it because (1) beliefs are fun-
damental to action; (2) belief systems of the sort I call ideology pervade the
world of political action and hence fundamentally affect the character of the
economic order; and (3) the reciprocal relationship of social structure and social
thought seems undeniable. Perhaps we will have to settle for an understanding
that falls well short of a general theory, relying instead on an accumulation of
careful case studies of specific historical experiences and hoping to identify per-
sistent patterns of interrelations. Moreover, no matter how grandly we frame
our theory, we will have to allow for a large measure of stochastic shock—that
is, we will have to concede that in the context of human creativity and free will,
no theory of ideological change can be fully deterministic. Notwithstanding
all of these difficulties, some progress may still be made.

NOTES

1. In this section, I draw heavily on the more elaborated and extensively documented dis-

cussion in Higgs 1987a, 37-43, 54—s55.

Thanks to Peter Boettke for calling this statement to my attention.

In important respects, the reciprocal relations stressed in the sociology of knowledge
correspond to the dialectics, or “context keeping,” described, recommended, and exem-
plified in the work of Chris Matthew Sciabarra (2000 see especially the model explicat-
ed on 37983, which Sciabarra ascribes to Ayn Rand). Sciabarra’s book, a magnificently
detailed and careful work of scholarship, should be required reading for those interested
in the interplay of ideas, ideology, social structure, and social action.

4. My most detailed published explication of the historical dynamics of ideological change
in the late nineteenth and early twentieth centuries appears in an obscure historical jour-
nal and hence has attracted little notice; see Higgs 1989a, esp. 94—100. The article ap-
pears in this volume as chapter 4.
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Crisis and Leviathan:

Review and Response

PART I: REVIEW BY BURTON W. FOLSOM ]JR.

For years liberal historians have described the expanding of the federal govern-
ment as both benign and inevitable. The benign part is, of course, increasingly
disputed; but the inevitable part is often accepted by both liberals and conser-
vatives. Robert Higgs in a path-breaking book, Crisis and Leviathan: Critical
Episodes in the Growth of American Government, describes how and why the
federal government increased its scope and authority during the twentieth cen-
tury. His thesis is exciting and provocative and deserves wide discussion.

Higgs’s argument can be broken into three parts. First, crises were key oc-
casions where federal officials increased their authority in twentieth-century
America. World War I, the Great Depression, and World War II were the three
major crises that Higgs analyzes. In all three cases, crisis meant emergency, and
emergency, so we were told, demanded federal action to control output, to reg-
ulate business, and to manipulate markets. Second, Higgs describes a ratchet
effect: after each crisis, some federal powers were returned to private hands. But
a residue remained, and this led to a permanent increase in what Higgs calls Big
Government. Third, the public attitudes, or ideology, toward a mixed economy
changed with each crisis. Many people adopted post hoc ergo propter hoc logic:
we had a crisis, our government tinkered with markets and prices, the crisis
eventually disappeared; therefore, the federal controls solved the crisis.

Higgs starts with Grover Cleveland and the prevailing laissez faire ideol-
ogy of the late 1800s. When confronted with the depression of 1893, Cleveland
let it run its course. Some wanted him to help boost prices for farmers, set rail-
road rates for shippers, and create jobs for the unemployed. But he did none of
this. True, Cleveland conceded, per capita income dropped substantially dur-
ing the crisis, and perhaps one-seventh of the labor force was unemployed. But

81



82 | Neither Liberty Nor Safety

using the state to take from one group to give to another was not Cleveland’s
style. Principle and experience compelled him and others in power to insist
that private citizens should spend and invest their own money to spur busi-
nesses to bounce back. As Cleveland had said as early as 1887, in his veto of
the Texas seed bill, “Federal aid, in such cases, encourages the expectations of
paternal care on the part of the Government and weakens the sturdiness of our
national character, while it prevents the indulgence among our people of that
kindly sentiment and conduct which strengthens the bond of a common broth-
erhood” (Cleveland 1889, 238).

Cleveland no doubt felt vindicated when the business cycle swung upward
after 1896: from 1898 to 1916 real gross national product (GNP) shot up by 46
percent and the crisis of 93 was forgotten. Higgs’s point is this: crises do not
need to be resolved by government action if the politicians in power (and pre-
sumably a large chunk of the electorate) are committed to the ideology of lais-
sez faire.

Higgs sees the Progressive Era (1900-16) as a crucial turning point in tilt-
ing the balance of power toward an activist state. Only a slight change was
needed because Cleveland’s philosophy had at best, during the 1890s, a narrow
edge at ballot boxes, in courts, and in Congress.

Why this tilt occurred is hard to explain and does not easily fit with
Higgs’s emphasis that emergencies are needed to trigger the activist state. Was
the growth of statism during the Progressive Era—a period of peace and pros-
perity—a triumph of ideology over material concerns? From 1900 to 1913, a
time of no national emergency, the Supreme Court redefined the Sherman An-
titrust Law, and the government prosecuted the Great Northern Railroad and
Standard Oil; Congress passed the Hepburn Act, which increased the regula-
tory powers of the Interstate Commerce Commission; and the states ratified a
constitutional amendment permitting a federal income tax. World War I, as
Higgs stresses, accelerated these trends: to fight the war, legions of bureaucrats
in Washington fixed prices, ran the railroads, distributed fuel, and regulated
the factories. To help pay the armies in Washington and in Europe, Congress
raised the tax on top incomes from 7 to 77 percent by 1918.

The 1920s saw the “ratchet effect” the crisis was over, and federal powers
were trimmed down—but a residue remained, and federal spending was higher
after the war than it had been before. Also important to Higgs, the ideology
of intervention was entrenched. Most Americans perceived that an active state
had been needed to win the war and manage the economy. Therefore, when
the Great Depression set in during the 1930s, politicians and their constituents
were again ready to crank up the federal machinery to fight it. Many New Deal
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programs, from the Agricultural Adjustment Administration to the National
Recovery Administration, were streamlined from World War I models.

Here is where a discussion of the performance of the federal programs
might have been useful. Some of them may have been efficient and needed, but
many were disasters. And this should make us wonder why so many people per-
ceived that the active state was the best state—especially during crises—when
so many federal regulations and programs were failures. For more than thirty
years now, scholars have been documenting that program after program did
not perform well. Among the Progressive reforms, for example, the breakup
of Standard Oil did not cut oil prices and, in fact, hurt American oil exports
(which lost market shares to the Russians).! Likewise, the Interstate Commerce
Commission’s regulation of railroad and shipping rates stifled railroad innova-
tion and hindered foreign trade (Hill 1910, 156—84; Martin 1971). The rare ex-
periments with socialism performed poorly, too: in the 19105, Congress wasted
about $20 million building an armor plant in Charleston, West Virginia, that
proved to be totally incapable of competing with U.S. Steel and Bethlehem
Steel. Several of the wartime agencies—especially the shipping board—were
notoriously inefficient and spent billions of dollars with little to show for it
(Hessen 1975, 216—26, 307—10; Folsom 1987, 73—77). If these examples are typi-
cal (more research and cost-benefit analysis will be needed to see), and if Higgs
is on target about crises, then we have a puzzling situation where poor federal
performance increased demand for more federal intervention.

Some Progressives, when confronted with poor federal performance, want-
ed government to ratchet down more quickly than did others. After the war, for
example, many Progressives wanted to keep the high tax rates on large incomes,
and, in fact, they succeeded well into the 1920s. But President Wilson and his
secretary of the Treasury had discovered that high taxes were supporting boon-
doggles and stifling investment. The activist state was proving to be inefficient,
and Wilson himself, who had wholeheartedly backed federal intervention—
even the $20 million armor plant—was letting experience change his ideology.
By December 1919, in his State of the Union Address, Wilson was demanding
“economy in government appropriations” at the spending end and lower taxes
at the revenue end; the existing high rates were, he now argued, “destructive of
business activity and productive of waste and inefficiency” (Wilson 1919). On
taxes and efficiency, then, Wilson had ratcheted completely down after the war.
It was left to Coolidge and his secretary of the Treasury, Andrew Mellon, to
push through Congress changes that would take 98 percent of all Americans
off the tax rolls and slice the tax on the top incomes from 77 to 25 percent. One
irony was that Mellon’s low rates generated more government revenue than did
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the high rates during Wilson’s last years. Our economy seems to have benefited
during Coolidge’s years from the ratcheting down: from 1923 to 1929 we aver-
aged only 3 percent unemployment and 1 percent inflation. Yet, when the Great
Depression set in, Hoover and then FDR hiked taxes until they surpassed
World War I rates, and revenue again declined (Rader 1971, 415-35; Gwartney
and Stroup 1982; Silver 1982, 104—s).

The question then is: Why did Progressive ideology about the active state
prevail so resoundingly over experience, at least some of which shows that lim-
ited government produces greater economic development? Higgs clearly shows
how the ideology of statism came to be so dominant. The next question is why it
did so, when in fact federal performance was often so wretched.

Higgs talks about interest groups, and one refinement of his thesis might
be this: interest groups used crises as opportunities to compete for federal aid.
When they succeeded, new interest groups then entered the political arena to
compete for yet more aid. The ideological line of what should and should not
be aided became fuzzy; when it did, what determined the political success of
the new interest groups was lobbying skill, not economic performance or even
need.

The Great Depression may have been the crucial crisis that gave statism a
permanent hold. Hoover first manipulated the tariff, an accepted mode of in-
tervention. Then he borrowed from the World War I experience: price supports
for wheat and cotton farmers (the Farm Board) and federal loans to banks and
railroads (the Reconstruction Finance Corporation [RFC]). Naturally, other
farmers wanted supports, too, and got them; also, complaints soon came in
that the Republican heads of the RFC were making most of the loans to Re-
publican heads of business.

New groups entered the federal sweepstakes and demanded winning tick-
ets. World War I veterans, for example, emerged with a unique demand for a
special bonus just because they were war vets. Walter Waters, who led the Bo-
nus Expeditionary Force in its march to Washington to lobby Congress in 1932,
was frank in his description of his motives. “Headlines told of loans to railroads
and to large corporations,” Waters said. “I noticed, too, that the highly orga-
nized lobbies in Washington for special industries were producing results; loans
were being granted to their special interests and these lobbies seemed to justify
their existence. Personal lobbying paid, regardless of the justice or injustice of
the demand” ([1933] 1969, 9, 11). In 1931, Congress had made a huge advance to
the veterans in the form of a low-interest loan, but Hoover and Congress drew
the ideological line in 1932, defeating a bill to give a special $2.4 billion bonus to
veterans. (Later, however, in 1935, Congress overwhelmingly approved a bonus
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payment, overriding FDRs veto.)

By 1933, the intervention seems to have reached a threshold beyond which
the old ideology of laissez faire could not, in and of itself, be used to block any
claimants. Then came the deluge. Streaming into Washington came price fix-
ers, electric-power advocates, union organizers, public-works experts, and relief
administrators, among others. In one wave of lobbying, Senator Key Pittman
of Nevada campaigned for and won a federal price support that tripled the
price of silver for western silver miners. As if to underscore Water’s observation
that “personal lobbying paid [off], regardless of the justice or injustice of the
demand,” the silver industry, which ranked in size with the Eskimo-pie indus-
try, received more New Deal subsidy dollars than the entire U.S. agriculture
industry (Westerfield 1936; Leuchtenburg 1963, 82—84). What was a crisis for
some had become a jackpot for others.

The crisis of World War II saw the largest growth of Big Government. De-
mands for manpower and war material far exceeded those of World War I:
Congress and the Supreme Court quickly granted President Roosevelt unprec-
edented powers to fix prices and wages, regulate production, and draft more
than 10 million men into the armed forces. In this environment, Higgs argues,
interest groups jockeyed for subsidies and favors. Those with clout, such as the
coal miners, challenged the government and won large wage increases. Others,
with less power, disobeyed government commands without success—Mont-
gomery Ward, for example, had its mail-ordering business seized. Politically
unpopular groups, such as the Japanese Americans, found themselves without
civil rights and within relocation camps during the war.

When the war ended, most of the controls came off. Many Americans then
saw two things they hadn’t seen before: the presence of a $300 billion debt and
the absence of unemployment. The full employment was welcomed, of course,
and the mounting debt, as the years went on, seemed increasingly harmless.
Each year the federal budget would go unbalanced, and the bills would be
passed to the next generation. This, perhaps as much as anything else, allowed
Americans the luxury of changing their ideology about Big Government. Higgs
uses the term participatory fascism to describe the U.S. economy since 1945. He
is not optimistic about the future, but at least, during the 1980s, we have seen
more public criticism of Big Government and more cries for balanced budgets.

Many of Higgs’s readers who agree with his attack on Leviathan will won-
der what he would do to promote either a strong national defense or traditional
moral values. For example, how much dismantling of the national defense can
be done without providing incentives to aggressive nations to go to war? Also,
shouldn’t a government do something to prevent or discourage its citizens from
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using drugs, having abortions, or selling pornography? In other words, with-
out the government providing a strong defense and some support (actions and
words) for traditional values—including the institutions of community, family,
and church—can any society endure and prosper? Libertarians and conserva-
tives debate these questions, and the way they are answered will shape strategy
of those who want to dismantle Big Government.

Crisis and Leviathan qualifies as a great historical work. It has a sound
theme—the rise of the federal government—and a clear argument to explain
that rise. The scope of the book includes most of the twentieth century, yet
Higgs’s knowledge and breadth of learning dominate every chapter: he is com-
fortable describing subtle changes in Supreme Court cases over time, the role
of ideology in the behavior of ruling elites, and the interplay of national politics
and economic development. Higgs’s evidence is compelling, his logic is con-
vincing. The book itself is transforming: it should change the way historians
and economists think about the growth of the state and what this development
has meant for American life. Where Higgs had gone, others must follow.

Not only is Higgs’s argument bold and persuasive, but his focus on crisis
and change can be applied to other historical problems. In U.S. social history,
for example, World War I marked the first big migration of blacks to the north-
ern cities to work in the factories. This trend accelerated during World War II.
The strong, effective presence of blacks in the army and in the factories con-
vinced many after World War II that professional sports—and later schools—
had to be integrated. In a similar vein, prohibition and women’s suffrage were
two explosive social reforms that culminated with the World War I crisis. Pro-
hibition was repealed during the next crisis, the Great Depression, when a new
majority became convinced that breweries created more jobs than iniquity.
Crises have changed political history, too. World War I ended the loyalty of
most German Americans (especially Lutherans) to the Democratic Party. And
during the Great Depression, FDR broke the Republican hold on blacks and
mobilized urban immigrants behind his crisis reforms. Robert Higgs has tack-
led a crucial and complex subject and has given us a landmark book to guide us
for along time.

One final note: in world politics in the twentieth century, crisis and ideol-
ogy have gone hand in hand. Just as crises diminished the sustaining power of
laissez faire, crises paved the way for fascism and communism. Not just the Big
Government that Higgs describes, but all totalitarian ideologies as well need
crises and thrive on them to recruit their believers and sustain their visions.
Rarely do people convert by reading tracts or listening to theories. It is when
crisis comes that totalitarian ideologies compete with each other and with lais-
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sez faire (or democratic capitalism) for the minds and hearts of humanity. Fas-
cism was born in the ruins of World War I in Europe, it came to power during
the Great Depression in Germany, and it all but died with the defeat of the Axis
powers in World War II. Communism came to power in Russia in World War
I, spread its apparatus of parties and spies during the Great Depression, and
claimed the votes of one-third of the French and Italians after World War II.
Communism offered solutions to the crises of history, which was what many
people wanted.” It was and is a crisis ideology. Laissez faire, as Higgs has bril-
liantly shown, has not been a crisis ideology in the twentieth century.

PART II. RESPONSE TO REVIEWERS BY ROBERT HIGGS

In Crisis and Leviathan (hereafter Ce#L), 1 tried to communicate with several
different audiences, including my fellow economists and other social scientists,
historians, legal specialists, students, and the general public. I tried to pull to-
gether a diverse collection of theoretical and empirical materials into a new
interpretive whole. Perhaps, despite my repeated caveats about what I was noz
trying to do, I tried to do too much; or perhaps I simply did not accomplish the
chosen, delimited task adequately. No one appreciates better than I the book’s
imperfections. I was not surprised when reviewers identified various flaws and
some critics declared the book lacking in substantial merit. The reader will un-
derstand, then, how deeply I appreciate Burt Folsom’s laudatory appraisal.

But let us push on. The subject is immense. No one book can cover much
of it satisfactorily, and I do not deceive myself that I have said the last word on
any part of it. In what follows here, I rejoin the conversation that includes my
book and the reviewers’ reaction to it. I cannot respond to all or even to a major
portion of the questions that have been raised. Nor do I intend to waste the
reader’s time with a series of denials—nothing is more tiresome than exchanges
of the form “yes, you did; no, I didn’t.” I hope that people will read my book to
see for themselves whether the reviewers have been accurate in their accounts of
what I wrote. Any author despairs when reviewers overlook or misunderstand
the distinctions, qualifications, and subtleties of interpretation he has taken
pains to express. Here I confine myself to discussing only a few issues, three
that Folsom has brought to the fore and two others that he has mentioned in
passing but that other commentators have underscored in their critiques.
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THE PROGRESSIVE ErRA

Consider first Progressivism. At its heart, despite the diversity of its manifes-
tations, this is the ideology of activist government, especially of activist fed-
eral government, that became the dominant ideology of opinion-leading,
policymaking elites during the early years of the twentieth century. That domi-
nance—where dominance means only relatively great influence, certainly not
the total banishment or disappearance of alternative, competing ideologies—
plays a critical role in my account of the ratchet process whereby government
grew during the national emergencies from World War I to the present. Unless
politically influential elites are predisposed to resort, more or less immediately,
to the federal government for resolution of perceived crises, those crises will not
set in train the escalation of federal power. Progressivism, then, is an essential
precondition for the upswing phase of the ratchet. I considered it essential to
my argument, therefore, to document the advent of Progressivism. This docu-
mentation was, in one sense, a trivial task. After all, who disagrees?

What I did not do, in part because it was not necessary for my purpose
and in part because I did not know how to do it in any event, was to provide a
tightly argued and well-documented explanation of why Progressivism became
established when it did. Folsom, along with such eminent reviewers as James
Buchanan (1988, 227), Joel Silbey (1988, 974), and Aaron Wildavsky (1988, 98),
takes me to task for this omission. I agree completely that a full understand-
ing of the growth of American government requires a solution to this puzzle.
Although I am still not ready to offer a complete explication of Progressivism—
and this is not a proper occasion to do so in any event—I can suggest what
I consider fruitful directions for further research and reflection. Some more
recently published research has yielded important new findings and insights,
contributing to a literature already vast and crying out for synthesis.?

Before proceeding, however, some clarification is in order.

First, I never maintained—indeed, I repeatedly denied—that the emer-
gency ratchet process accounts for the entire growth of the federal government
during the past century (C&L, 4, 18, 28, 33, 60—61). Those who have censured
me for maintaining a monocausal Crisis Hypothesis have simply ignored what
I wrote. My position is not that national-emergency episodes witnessed or
somehow gave rise to all of the growth of the federal government; rather, my
position is that these episodes were, as the subtitle of my book indicates, critical
in the extended process of governmental expansion. Any account that leaves
them out—astonishingly, some econometric attempts to explain the growth
of government have actually deleted crisis years from the data set “tested”—or
any account that does not place major explanatory emphasis on them fails to
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capture an essential aspect of the historical dynamics at issue. So, with specific
reference to the emergence of Progressivism, the claim that the absence of na-
tional emergencies during the Progressive Era undermines my thesis cannot be
sustained. I never claimed, nor do I believe, that every aspect of the growth of
government or every ideological change is attributable to national emergencies.

Second, several commentators have confused Progressivism as ideology,
which was my main focus in the book, with Progressivism as the actual practice
of new or extended forms of government intervention in economic life during
the decade and a half before World War I. The ascent of an ideology need not
occur pari passu with the increase of compatible political practices. In the early
twentieth century, Progressive thinking moved somewhat ahead of the events it
fostered, although, as always, social experience and social thought were related
reciprocally.

Finally, one ought to notice that the people who lived during the Progres-
sive Era had a sense of crisis about their own time, a set of apprehensions re-
lated to mass immigration, violent labor relations, erratic macroeconomic per-
formance, and potential class warfare, that many present-day observers have
forgotten as they retrospectively pronounce the era, in Folsom’s words, “a pe-
riod of peace and prosperity.” Both Theodore Roosevelt and Woodrow Wilson
considered the pre—World War I period comparable to the Civil War period in
its revolutionary potential, and many contemporaries shared their assessment
(Sklar 1988, 350, 360, 395, 439).

With these clarifications in mind, let us consider the underlying causes of
the emergence of Progressivism as the dominant ideology.

The heart of the process was the growth of Big Business, known to con-
temporaries as the Trust Problem. Its origins lay in the mid-nineteenth-century
emergence of the interregional railway companies. The large manufacturing
and commercial companies that developed during the last quarter of the nine-
teenth century heightened the public’s fears and compounded the political
reaction. Trusts, in the strict legal sense, were not the problem. Nor, despite
the orthodox claim to the contrary, was the problem large corporate business
as such. For political economy, the important development was not that some
firms became very big; rather, it was that they did (a great deal of) business
in many states—sometimes, and increasingly, in many countries. Hence, the
giant corporations, which in many cases had been made large in order to ex-
ploit new technologies and organizational structures that offered economies
of scale and scope, came increasingly into competition with the multitude of
established firms serving previously fragmented local or regional markets. Re-
ceived wisdom notwithstanding, the rise of Big Business produced not mo-
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nopoly, but rather, certainly in its emergent phase, greatly heightened competi-
tion. Countless cozy little markets—places where local suppliers acted pretty
much as Adam Smith warned they would—experienced the invasion of “alien”
competitors. The octopus arms of big out-of-state corporations reached out to
grasp a share of the local markets by offering consumers better products or
lower prices. As the national market became more integrated, more and more
small firms found themselves blown by what Joseph Schumpeter called the gale
of creative destruction. The great merger movement at the turn of the century
capped this accelerating development by expanding the number of large firms
and significantly augmenting their market shares.

Those threatened by the big interstate suppliers sought protection by ap-
pealing to their local and state governments, the usual sources of privilege and
succor and the ones from which they could expect the most sympathetic re-
sponse to their plight. Hence, for this reason, among others, local and state
intrusions into market relations grew markedly in the late nineteenth century.
Enforcement was erratic, however, because local officials were often corrupt,
and laws on the books were frequently ignored or evaded, so one cannot eas-
ily assess what all these intrusions really amounted to. Moreover, state inter-
ventions, even when strictly enforced, had clear limitations. Each state was,
unavoidably, in competition with other states for population, employment,
production, and investment. If local controls were too stifling and the big com-
panies unable to bribe local officials into satisfactory accommodations, the
companies might simply pick up their resources and go elsewhere, leaving be-
hind unemployment and a diminished tax base. This leverage, known among
economists as Tiebout-type competition, helped to contain local de facto pro-
tectionism. It also infuriated local competitors and convinced them that only
the national government could control companies that operated on a national
scale.

At the same time, the managers of the big firms, harassed by dozens of
state governments and their rapacious politicos, also began to see the wisdom
of federal regulation. Perhaps, they reasoned, they would stand a better chance
of escaping the meddlesome, costly, and fluctuating congeries of state and lo-
cal regulations if they dealt with a single, national, regulatory body. “Variety
and conflict of [state] laws,” Woodrow Wilson noted in the 1900 edition of his
book 7he State, “have brought not a little friction and confusion into our so-
cial and business arrangements” (qtd. in Sylla 1986, 15).# In addition, a national
regulatory agency might be useful in containing the big firms” own internecine
competition, making possible the formation of effective, legally secured cartels
in industries where even a handful of national competitors generated irresist-
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ible rivalry, episodic price wars, and diminished returns on fixed investments.
As Martin Sklar has observed, echoing a theme often associated with Gabriel
Kolko’s Triumph of Conservatism, those who controlled the large corporations
of course “opposed the old competitive market,” and they “favored federal reg-
ulations not only to preempt state or local authority but, more positively, to fa-
cilitate, legitimize, police, and complement corporate regulation of the market”
(1988, 434; see also 56, 316, and passim).

While both small and big businessmen organized and pressed for favorable
government interventions, other groups increasingly entered the fray, defen-
sively if not offensively: farm, labor, professional, and academic associations
formed and sought expanded government measures. The dominant ideology, a
distinctly American version of laissez faire, seemed less and less able to restrain
the grasping for economic advantage via the exercise of enlarged government
power. Indeed, some scholars maintain that the ideology was entirely a sham
even during the era of its apparent dominance. Legal historian Lawrence Fried-
man, for example, argues that in the late nineteenth century there was no con-
sensus about where to draw the line between the government and the private
realm. “Everybody drew a different line, but largely in accord with his own
economic interests. Ideology came afterwards, as icing on the cake” (1985, 454).

This claim understates the degree to which an ideology of limited govern-
ment actually governed the thinking and the actions of politically influential
elites in the late nineteenth century (C&Z, chap. 5) and leads Friedman into
self-contradiction;’ it also reflects a vulgar conception of how ideology becomes
involved in conflicts within the political economy.® The stark economic reduc-
tion reflected in Friedman’s views—and in the views of such odd bedfellows
as George Stigler and Karl Marx—cannot account for the way people talked,
much less for the way they acted. Why, if ideology was nothing more than an
afterthought, did all the actors in the political process bother to express them-
selves in such manifestly ideological terms, making constant appeal to what
was right or wrong, fair or unfair, legitimate or illegitimate, virtuous or vicious,
consistent or inconsistent with “the public interest”? If naked political (coer-
cive) power determined the outcomes fully, as when a mugger presents his vic-
tim with the choice of surrendering his money or his life, and if ideas were just
“icing,” why did political contestants speak so many thousands of words for
every bullet they fired? The correct answer to this question entails recognition
that ideology and “interest” are not independent. A major function of ideology,
which in my sense of the concept is something every politically active person
possesses, is to inform the actor of what his (and others’) interest consists in
and of how he (and they) may legitimately pursue it (C&Z, chap. 3, esp. 40—44,
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54—s5, and 259—60; Higgs 1989; Siegenthaler 1989).

Because ideology and political movements develop reciprocally, the per-
vasive reactions to the rise of Big Business around the turn of the century gave
rise not simply to a proliferation of newly organized interest groups seeking
government protection of threatened positions; it also prompted intellectuals,
both independents and “hired guns,” to develop new rationales for a more ac-
tivist government. In practice, the process was interactive because just as con-
crete politicoeconomic events and trends gave rise to new articulations of the
“problems” of society and new proposals for their “solution,” so also did newly
expressed ideas generate and sustain political movements and projects. In this
way, Progressivism as ideology developed concurrently with Progressivism as
political practice, both of them reflecting the changing structure of socioeco-
nomic opportunities and the hazards created by the rise of Big Business and its
repercussions throughout the economy.

THaE POowER OF AN IDEOLOGY

Folsom finds it puzzling that “so many perceived that the active state was the
best state ... when so many federal regulations and programs were failures.”
Many governmental programs “did not perform well,” some were “notori-
ously inefficient,” and “many were disasters.” Federal performance was often
“wretched.” It appears that those who espoused Progressivism blithely ignored
experience, from which they should have learned that “limited government
produces greater economic development.” The question arises, then, Why did
people demand new government programs in crises, when experience had al-
ready shown that such programs could not perform well even during normal
times?

Itis a good question, to which I can offer three answers.

First, the effectiveness of the federal programs varied. Although some,
such as the Merchant Fleet Corporation created in 1920 to supersede the war-
time Emergency Fleet Corporation, were manifest failures and recognized as
such by almost everyone, others, such as the federal-state highway construction
program, received wide acclaim. Federal immigration restrictions, agricultural
research, aids to navigation, and flood-control projects, along with many other
programs, also received high marks. So the first difficulty is that experience
varied. Because no one was likely to have much reliable information about
more than a few of the government’s programs, one’s judgment about the fed-
eral undertakings as a whole was almost certain to be biased. For many citizens,
encouraged by favorable propaganda emanating from self-serving government
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sources, the bias was in a favorable direction.

Second, and more important, people committed to Progressive ideology
simply did not—indeed, could not—see the “disasters” that seem so evident to
Folsom or others who embrace a different ideology. A basic aspect of ideology is
cognitive. An ideology is a belief system that, inter alia, predisposes a person to
interpret social “reality” in a certain way. Aileen Kraditor’s observation about
the Communists applies equally to the Progressives (or to any other species of
ideologue): “To assume that such people ‘see’ the facts as we do is to underes-
timate the power of ideology to create a whole universe.” Kraditor aptly notes
that “the cause of ideology is not misinformation, to be cured by information”
(1988, 100, 97).

A marvelously apposite illustration of this point is a book by Charles Beard
and William Beard, 7he American Leviathan, published (remarkably) in 1930.
Charles Beard was certainly among the best-informed people of his time with
regard to the political economy. When I first happened upon this book, I feared
that he had already invented my wheel, more than fifty years ahead of me.
But, no! Although the book, now generally forgotten, constitutes an intelli-
gent and informed survey of the national government and its various activities
at length (824 pages), Beard’s understanding of the American Leviathan is al-
most the opposite of mine. Beard and I appreciated many of the same “facts.”
We both perceived that, already in 1930, the federal government was “a huge
complex of wealth, political institutions, military engines, economic undertak-
ings, and technological activities.” But whereas I see modern government as,
in large part, a means of organized predation, and I applaud almost any action
to shrink its swollen mass, Beard supposed that “if governments tried to cling
to the functions assigned to them in the eighteenth century, modern societies
could scarcely escape disaster.” So taken was he by the multifaceted beneficence
of the American Leviathan that he dedicated his book “to the thousands of
men and women who loyally serve the public on land and sea under the aus-
pices of the Government of the United States” (Beard and Beard 1930, vii, 7, v).

A third reason why Progressives clung to their ideology and its political
program even in the face of adverse experience is that Progressivism, like most
other ideologies, conceived of the public interest in a way that excluded certain
members of society. Any ideology demarcates the “good guys” and the “bad
guys.” It gives its adherents not only something to love (progress, justice, hu-
man brotherhood, etc.), but also someone to hate (monarchy, clergy, capitalists,
etc.). Progressive ideology engendered a redistributionist political program, as
witnessed especially in the graduated income tax, the Federal Trade Commis-
sion, the female-labor and child-labor laws, and many other programs—some



94 | Neither Liberty Nor Safety

of them only ostensibly redistributionist, operating in practice to favor the rich
or the established at the expense of the poor or the newcomers. Few people
cared about “economic development” in the abstract. If the new federal pro-
grams seemed to bring advantage to the causes and groups the Progressives
favored, even in a grossly inefficient manner, well, so much the worse for ef-
ficiency. They would rather “get in their licks” than enrich the whole society
without regard to how the additional wealth might be distributed. (Notice the
damning implications of such an attitude for all the proffered “potential com-
pensation” schemes advanced by neoclassical welfare economics [about which,
see Lemieux 2006].)

We arrive quite naturally, then, at Folsom’s proposals for augmenting my
interpretation by an expanded consideration of interest-group politics. I can
only concur. Modern politics, at least on domestic questions, is almost entirely
interest-group politics. The United States is an enormous country; individuals
can scarcely count for anything politically unless they associate themselves with
organized groups. Of course, interest groups use crises as occasions for more
successfully attaining their goals via the government; C&L has a great deal to
say about crisis as a pretext for opportunists. Of course, the crisis-prompted en-
hancement of interest-group politicking encourages others who may have been
unorganized or poorly organized to shape up and jump into the ring, for self-
protection if nothing else. The lines had become fuzzy by the 1930s, when the
veterans joined a vast array of other groups in calling on government for relief,
employment, subsidies, and other protections and privileges too numerous to
catalog here. Not everyone was yet in the act. The 1960s in particular witnessed
another surge of political organization of interest groups previously unorga-
nized or ineffectively organized. For the political zoologist, the proliferation of
animals in the jungle during the 1960s was nothing short of magnificent. The
consequences of that proliferation for the further politicization of society and
the further loss of individual liberty, however, were somewhat less gorgeous.

Once so many organized groups had entered the struggle over political
redistribution, other people faced an unpleasant choice. One could remain
true to the Old Time Religion, abstaining from acts of predation on others
via government and seeking to feather one’s nest exclusively through voluntary
exchanges in (what was left of) the market. This course of action, however,
amounted to what game theorists call the sucker’s option because although you
might refrain from preying on others, they were not likely to give you the same
consideration. Thus, you would bear, through explicit taxation and a plethora
of other, less visible costs, your pro rata share of the burden entailed by the
largess provided to others, and you would fail to get anything back from them;
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you would not get what modern citizens are inclined to call their “fair share”
from the public trough. No one wants to play the sucker, and in the modern
American political economy practically everyone is working hard to avoid do-
ing so.

ANALYSIS OR PESSIMISM?

Folsom notes in passing that I am “not optimistic about the future.” Other re-
viewers dwelt much more on this perceived quality. David Henderson indicted
me for “extreme pessimism” (1987, 102), and Walter Wriston characterized my
outlook as “a gloomy Spenglerian view of some foreordained future” (1987). In
fact, the book contains only about half a page of speculation about the future.
Besides disavowing any pretense of foreknowledge, I merely indicated that
given the correctness of my analysis, future crises are likely to bring forth the
same kind of results that past crises generated—namely, expanded government
controls over economy and society at the expense of private rights. Not relish-
ing the prospect, I expressed a hope that my expectation would turn out to be
wrong, but insisted that unless the prevailing ideology changed, I could not
foresee any other outcome.

I am perplexed by the hypersensitive reaction to this “pessimism.” After
all, my book is not what the journalists call an “opinion piece.” It is a work
of analysis and history. As analysis, it might be judged according to whether
it is logically consistent, comprehensible, applicable to empirical reality, and
perhaps even elegant. As history, it might be judged according to whether its
facts are correct, fully documented, placed in proper historical perspective, and
undistorted by slanting or critical omissions. But none of this has anything to
do with optimism or pessimism. If the analysis is cogent and the facts unexcep-
tionable, then the implications for the future are what they are, and the author’s
temperament is irrelevant.

Some reviewers have spelled out why they found my outlook excessively
gloomy. In their view, I failed to give adequate weight to an alleged revulsion
against collectivism during the decade or so prior to the book’s publication.
Many alluded to the global movements to abandon socialist central planning,
to privatize government-owned enterprises, and to permit citizens to exercise
more political and civil rights even in such totalitarian nations as China and
the Soviet Union. Here in the United States, the critics insisted, deregulation
had swept away many of the government controls that had accumulated over
the years. Some reviewers, including James Buchanan, charged that I had failed
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to appreciate important changes in the public’s perception of politics: “the col-
lectivist urge,” wrote Buchanan, “has surely lost some of its motive force....
[Hence] future responses to crises may not be unidirectional” (1988, 227).

In my view, the critics placed more weight on these counterclaims than
the evidence will support. What was happening in China, the Soviet Union,
and other countries, however one characterized it, had little if any connection
with changes in the domestic political economy of the United States in the
1980s, or since. In this country—if I may be allowed to compress a great deal
into a capsule pronouncement—deregulation was significant, but far from rev-
olutionary. Moreover, although deregulation occurred in some areas (mainly
transportation, communication, and certain financial services), increased regu-
lation or manipulation of markets occurred in other areas (international trade
and finance, environment, safety, agriculture), not to speak of the enormous
taxpayer-financed bailouts of the farm-credit system and the thrift institutions.
William Niskanen, an exceptionally well-informed observer, concluded that
“the net amount of regulations and trade restraints had increased” since 1980
(1988, 15). At the same time, Paul Weaver judged that the most one could say for
Reagan was that “he kept the nation from reverting to liberalism” (1988, 414).

Weaver’s statement was actually too generous to Reagan, who could not
stop the nation from reverting to liberalism (i.e., Progressivism as it has been
known since the 1930s) because the nation, in its political economy viewed as a
whole, had never departed from liberalism. As a check on this statement, one
can secure an organization chart of the federal government for 1979 and a cor-
responding chart for 1989. Comparing the two, can one see any evidence that
government’s scope has been diminished? The Civil Aeronautics Board disap-
peared, to be sure, but the Department of Veterans Affairs appeared. Bad test?
Too simple? Then peruse the Federal Register to see whether the government
took itself off someone’s back. But what about the vaunted tax cuts? In brief,
they were an illusion or a hoax. The best simple measure of the nation’s tax rate
is the proportion of the national product commanded by government spend-
ing. Total government expenditures relative to GNP averaged 29.9 percent for
1970—79 and 31.8 percent for 1980—88 (federal spending alone rose from 20.5
percent to 23.2 percent of GNP). No shrinking government there. Nor will
any shrinkage be found when one examines the mushrooming totals of federal
direct-loan obligations or guaranteed-loan commitments (U.S. Office of Man-
agement and Budget 1989, 325—26, 344—45, 361-62).

Even if the so-called Reagan Revolution stands revealed as almost entirely
bogus, was there not a dramatic shift of public opinion in favor of the market
and against government intervention? Not according to the data obtained from
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public-opinion surveys. The authors of a 1988 survey of such data were most
struck by the stability of the people’s ideological self-identification over the pre-
ceding decade (Robinson and Fleishman 1988). Examining specific opinions,
one finds the following, rather astonishing things, as reported by Tom Smith.
In 1985, on the heels of President Reagan’s landslide reelection, for example, 46
percent of those polled either favored or expressed indifference toward “con-
trol of wages by legislation”; similarly, 59 percent favored “control of prices by
legislation”; similarly, 85 percent favored “government financing of projects to
create new jobs”; similarly, 9o percent favored “support for industry to develop
new products and technology”; similarly, 75 percent favored “support for de-
clining industries to protect jobs.” Proportions ranging from 36 percent to 65
percent agreed that government should either own or control the prices and
profits of the following industries: electric power, local mass transportation,
steel, banking and insurance, and automobiles. At least 95 percent agreed that
government has either some or important or essential responsibility for “look-
ing after old people,” “secing to it that everyone who wants a job can have one,”
“providing good medical care,” and “providing adequate housing.” At least 73
percent wanted the government to spend more or at least the same amount
now being spent on the environment, health, education, retirement benefits,
and unemployment benefits; 54 percent wanted the same or greater government
spending for culture and arts. Among those polled, 72 percent agreed that taxes
on business and industry are either about right or too low (Smith 1987, 413—20).
We may all devoutly hope that these data are inaccurate measures of true public
opinion, but they are consistent with the data obtained by many other such sur-
veys. If they are the opinions of a nation that has turned away from collectiv-
ism, then I am undoubtedly the king of Albania. Or am I simply a “pessimist™?

HisToRry or PoLEMIC?

Folsom speculates that many otherwise sympathetic readers of Crisis and Levia-
than “will wonder what [Higgs] would do to promote either a strong national
defense or traditional moral values.” As he suggests, such questions raise the
prospect of debates between libertarians and conservatives. He might as well
have added that liberals, neoconservatives, and socialists will also object to the
polemical thread of libertarianism that runs through the fabric of my book.
For many reviewers, this thread has been sufficient to warrant throwing
out the whole cloth. One reviewer faulted the book as “shamelessly pro-mar-
ket” (Goodsell 1987, 684); another characterized its historical narrative as “little
more than the retelling of a libertarian’s nightmare” (G. Henderson 1988, 806);
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a third pointed to its failure to credit a “nobler range of impulses” during past
crises (Schambra 1987, 39); and a fourth declared that he was personally “of-
fended” by its characterization of certain government policies and those who
supported them (Wildavsky 1988, 100). The reviewer for the American Spectator
alerted readers that I had taken an “uncompromisingly libertarian perspective
on our history,” and he exhorted them to “appreciate just how profoundly sub-
versive a doctrine it potentially is” (Schambra 1987, 39).

What I regret most about this kind of objection to the book is that it treats
as a pure polemic what is a work of analysis and history that deserves to be
judged by the standards appropriate to analysis and history. No one must share
my libertarian inclinations, and I scarcely need to be reminded that few people
do. But so what? The person who refuses to learn from anyone who does not
share his own ideology is sealing himself off from a wealth of knowledge. As
for what I personally would do about defense or the preservation of tradition-
al morals or any other public issue, who (besides me) cares? I have views, of
course, and their presence between if not on the lines of my book makes them
plain enough for anyone interested in them. But if my book was intended as an
attempt to “sell” libertarianism, all I can say is that it was a devilishly indirect
way to do so.

No one should conclude that I am ashamed of my libertarian principles or
unwilling to argue for them. But this is not the place for an extended defense
on my ideology. Here, I would simply ask the reader to remember that govern-
ments are run by people such as Harry Hopkins and Henry Wallace, Bob Hal-
deman and John Ehrlichman, Michael Deaver and Edwin Meese, and, more
recently, Karl Rove and Dick Cheney—not to mention the intellectual and
moral paragons who compose the Congress. Are they the sort of people you
want to run your life, or do you think you can do better yourself?

NOTES

1. Two old and helpful studies are Hidy and Hidy 1955, 13054, and McGee 1958.
This point is tackled in an interesting way in Chambers 1952, esp. 192—93.
Besides the sources cited in C&'L, 293301, especially the interpretive works by Wiebe,
Kolko, Gilbert, Forcey, McCraw, Tariello, Ekirch, and Tipple, my remarks here draw on
two books published soon after I had finished writing Ce#L: Livingston 1986 and Sklar
1988.

4. Tam indebted to Sylla’s paper for part of my present interpretation. A revised, published
version of this paper is Sylla 1991. Sklar also notes “the widespread and persistent desire
among capitalists for uniform federal standards as against the multiplicity of state laws
and jurisdictions, as well as against political tendencies in some states toward stringent
anti-corporate polices” (1988, 188).
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5. Friedman comes closer to the truth when he notes: “Perhaps the main effect of big gov-
ernment is on the mentality of citizens—on legal culture. In 1900, nobody expected
much out of a national government. ... [But] every event of the 20th century seems to
conspire to aggrandize the center” (1985, 658).

6. Livingston aptly observes: “the programs and social philosophies of reform-minded
businessmen and intellectuals were ‘situationally determined,” yet cannot be reduced
to expressions of economic function and interest, or be debunked as high-sounding but
empty rationalizations for mere greed” (1986, 18).
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What Got Us Into and Out of
the Great Depression?

When scholars consider what pushed the United States into and
out of the Great Depression, they usually begin their analysis in, or shortly
before, 1929 and end it in 1941 or thereabouts. Moreover, they presuppose that
the event to be explained is a twelve-year series in which annual real output
invariably fell short of the economy’s capacity to produce and that, within this
time span, the determinants of each year’s substandard performance consisted
of contemporaneous or shortly preceding conditions and events.

This approach tends to mislead us in two important ways. First, it fails to
give adequate weight to the events of 1914—29 that served as preconditions for the
onset of the Depression and help us to understand why governments responded
to it as they did and thereby exacerbated it; that is, scholars too often fail to ap-
preciate that “[t/he origins of the Great Depression lie largely in the disruptions
of the First World War” (Temin 1989, 1). Second, the usual analysis mistakenly
takes for granted that the Great Depression ended in 1941 or thereabouts and was
superseded by a business-cycle boom, often called “wartime prosperity,” where-
as, in reality, the war years themselves were not a time of genuine prosperity.
An adequate understanding of the Great Depression requires that we view it as
contained within a longer series of political and economic events—an Age of
Endless Emergencies from 1914 to 1945, or, in Peter Temin’s words, “one long
conflict with an uneasy truce in the middle” (1989, 1)." In this light, we perceive
World War I to have been the mother of all the great politicoeconomic disasters
during a period of more than thirty years and in many ways beyond it, even to
our own times.

My overall interpretation of these events proceeds along the following
lines. The actions taken and the policies adopted by the warring governments
in World War I destroyed the foundations of a highly successful economic or-
der in which all the economically advanced countries had participated for sev-
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eral decades before 1914. After the armistice, the Treaty of Versailles put in
place defective and unsustainable economic arrangements, which the leading
economic powers sought to keep afloat during the 1920s. The policies they ad-
opted in an attempt to patch this system, along with other ill-chosen policies,
produced one crisis after another and set the stage for the economic downturn
that began in mid-1929. In the United States, as elsewhere, the government
responded to the economic bust with a series of policy actions that only exac-
erbated it, plunging the world economy into the greatest economic catastrophe
of modern times. After the economy hit bottom in 1933, the government con-
tinued to treat the disease with an outpouring of snake-oil cures that seriously
hampered spontaneous recovery, although some improvement occurred in spite
of the government’s actions. After World War II began in 1939, if not earlier,
U.S. government leaders turned their attention away from domestic economic
nostrums and toward mobilization of the economy for future participation in
the war. From mid-1940 until the latter part of 1945, the government imposed a
command economy, setting aside essential elements of a genuine market order.
“Wartime prosperity,” however, is a myth: the war merely replaced the eco-
nomic suffering of the 1930s with a new form of privation, in many ways a worse
form. Only in 1945—46, with the end of the war and the reconversion of the
command economy to a more market-directed economic order, did genuine
prosperity resume and persist.

THE OLD ECONOMIC ORDER AND ITS DESTRUCTION BY WORLD
WAR

No one ever depicted the old economic order any better than John Maynard
Keynes, who wrote in 7he Economic Consequences of the Peace:

What an extraordinary episode in the economic progress of man that
age was which came to an end in August, 1914! The greater part of the
population, it is true, worked hard and lived at a low standard of com-
fort, yet were, to all appearances, reasonably contented with this lot.
But escape was possible, for any man of capacity or character at all ex-
ceeding the average, into the middle and upper classes, for whom life
offered, at a low cost and with the least trouble, conveniences, com-
forts, and amenities beyond the compass of the richest and most pow-
erful monarchs of other ages. The inhabitant of London could order by
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telephone, sipping his morning tea in bed, the various products of the
whole earth, in such quantity as he might see fit, and reasonably expect
their early delivery upon his doorstep; he could at the same moment
and by the same means adventure his wealth in the natural resources
and new enterprises of any quarter of the world, and share, without
exertion or even trouble, in their prospective fruits and advantages; or
he could decide to couple the security of his fortunes with the good
faith of the townspeople of any substantial municipality in any con-
tinent that fancy or information might recommend. He could secure
forthwith, if he wished it, cheap and comfortable means of transit to
any country or climate without passport or other formality, could dis-
patch his servant to the neighboring office of a bank for such supply of
the precious metals as might seem convenient, and could then proceed
abroad to foreign quarters, without knowledge of their religion, lan-
guage, or customs, bearing coined wealth upon his person, and would
consider himself greatly aggrieved and much surprised at the least in-
terference. But, most important of all, he regarded this state of affairs
as normal, certain, and permanent, except in the direction of further
improvement, and any deviation from it as aberrant, scandalous, and
avoidable. The projects and policies of militarism and imperialism, of
racial and cultural rivalries, of monopolies, restrictions, and exclusion,
which were to play the serpent to this paradise, were little more than
the amusements of his daily newspaper, and appeared to exercise al-
most no influence at all on the ordinary course of social and economic
life, the internationalization of which was nearly complete in practice.
(1920, 10-12)

As Keynes’s depiction suggests, the main pillars of the old order were un-
restricted international travel, trade, and investment; the monetary system
known as the gold standard; and reliable but limited government. Under this
regime, international trade, mass migration, and investment flourished; na-
tions developed their economic activities in accordance with their comparative
advantages; and the people of all the participating countries improved their
economic well-being beyond any standard previously achieved by the masses
or, in certain regards, even by the upper echelon of society.

With the onset of the Great War, the warring governments pulled down
each of these pillars. Blockades, naval warfare, and shipping shortages impeded
international trade; foreign investments were cashed in to pay for munitions;
the belligerent nations fell back into greater self-sufficiency and hence into di-
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minished real income; the gold standard was suspended (wholly by the Eu-
ropean belligerents, partly by the United States), and the national monetary
authorities brought about the creation of enormous amounts of new fiat money
unredeemable for gold, silver, or other commodities at fixed rates (again, the Unit-
ed States was a partial exception because it maintained domestic [but not foreign]
convertibility), causing tremendous reductions in money’s purchasing power.

Moreover, during the war the governments on both sides abandoned old
limitations of their economic intervention and put in place various forms of
“war socialism,” a species of central economic planning and resource allocation
that gave highest priority to the state’s own demands and restricted the citi-
zens’ traditional economic and civil rights. These governments drafted millions
of men into involuntary service in the armed forces, seized hugely increased
amounts of taxes, and generally rode roughshod over the old economic order of
private-property rights, contractual freedom, and extensive personal liberties.
If the war itself was a catastrophe, senselessly slaughtering men by the millions
and bringing about great suffering for hundreds of millions of others, the eco-
nomic measures that governments adopted to reallocate resources to war pur-
poses were nearly as disastrous, going far toward wrecking everything that had
been built up at such great sacrifice during the previous century of economic
progress.

When the armistice took effect on November 11, 1918, the belligerent na-
tions of Europe were economically almost prostrate. Their labor forces and
capital stocks had been depleted greatly, their domestic economic organization
distorted grotesquely, and their old arrangements for international cooperation
by means of trade and investment shattered.

FROM THE ARMISTICE TO 1929

To make matters worse, the Versailles Treaty, signed in 1919, required that Ger-
many make huge reparation payments to France, Great Britain, Italy, and Bel-
gium. To earn the wherewithal to make these transfers, Germany needed to sell
great amounts of its goods abroad, but doing so was nearly impossible, given its
own economic devastation and its direct loss of important territories and other
resources to the victorious powers—not to mention the barriers other countries
erected to protect their own producers from foreign competition.

It soon became clear that the stipulated reparations would be paid only if
Germany borrowed large amounts from other countries, and the only lenders
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capable of providing sufficient funds were the Americans. Therefore, arrange-
ments were made whereby in effect the Germans borrowed from the Americans
and then handed over much of the proceeds to the French and the British,
who in turn sent some of the money back to the United States to repay loans
received during the war.”

This scheme held so little charm for the Germans, who got nothing out
of it but more debt, that they resorted to engineering a hyperinflation of the
German currency in 1922 and 1923 to ease the government’s fiscal woes. Un-
fortunately for the German people—especially middle-class people, who held
monetary assets such as bonds, insurance policies, and bank accounts—this
inflationary eruption proved devastating, not only to the economy, but in the
longer term to the moral fortitude of the bourgeoisie, who felt that the rug had
been pulled out from under frugal, respectable people. No one described this
devastation better than Thomas Mann, who wrote:

there is neither system nor justice in the expropriation and redistribu-
tion of property resulting from inflation. ... [O]nly the most powerful,
the most resourceful and unscrupulous, the hyenas of economic life,
can come through unscathed. The great mass of those who put their
trust in the traditional order, the innocent and unworldly, all those
who do productive and useful work, but don’t know how to manipulate
money, the elderly who hoped to live on what they earned in the past—
all these are doomed to suffer. An experience of this kind poisons the
morale of a nation. ([1942] 1977, 166)

By creating disaffection with the Weimar Republic, the hyperinflation helped
to prepare fertile ground for the growth and eventual triumph of Hitler’s
party.

After the hyperinflation was stopped, new international lending arrange-
ments were hastily concocted, but each such Band-Aid served only as a tem-
porary means of staunching the bleeding. The reparations regime was simply
not viable in the long run; the only question was precisely how it would break
down and what would replace it. From 1919 onward, the German government
“struggled ceaselessly for the reduction and elimination of its reparations obli-
gations” (Temin 1989, 30). After the Germans defaulted in 1923 and the French
army occupied the Ruhr district in response, the payments were rescheduled
in 1924, scaled down in 1929, then delayed and ultimately, after Hitler came to
power in 1933, repudiated along with every other German obligation under the
Versailles Treaty.
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At the same time that the economically advanced countries were dealing
with the reparations problem, they were striving to reconstruct the internation-
al financial regime that they had wrecked during the war by suspending the
gold standard and issuing vast quantities of fiat money. The general assumption
was that the European nations ought to return to the gold standard, and one
by one they did so during the latter half of the 1920s. The monetary system to
which they “returned,” however, was not the old prewar gold standard, but
a “gold-exchange” standard that lacked essential attributes of the old system,
such as circulating gold coins and domestic convertibility. Murray Rothbard
called it “a bowdlerized and essentially sham version of that venerable stan-
dard” (1998, 123; see also Timberlake 2007 ). Unlike the classical system, it was
subject to constant “management” by central bankers who sought to achieve
new goals, such as price stability or a low rate of unemployment.

When Great Britain finally resumed international convertibility of the
pound sterling into gold in 1925, it made a serious mistake by setting the official
value of the pound at the old, prewar parity. Because of the rise in prices that
had occurred in Britain during the war, however, the pound in free exchange
was no longer worth as much relative to the U.S. dollar as it had been worth
before the war. By officially overvaluing the pound (at £1 = $4.86, when the
prevailing free-market rate was in the neighborhood of $4.40), the British made
their export products—goods priced in terms of the pound sterling—relatively
expensive and hence difficult to sell overseas. British export industries, such
as coal, steel, textiles, and shipbuilding, suffered accordingly, and workers in
those industries, traditionally reluctant to go far afield in search of jobs, en-
dured high rates of unemployment. Many workers subsisted on the infamous
“dole.” The British economy languished, and investment funds tended to flow
out of the country, especially to the United States, putting even more pressure
on the overvalued pound.

To help the British succeed in their resumption of gold convertibility, cen-
tral bankers in the United States, led by Benjamin Strong, governor of the Fed-
eral Reserve Bank of New York, undertook to pursue monetary policies that
would reduce interest rates in the United States, thereby diminishing the rela-
tive attractiveness of U.S. investments for British investors and causing them to
reduce the pressure they would otherwise put on the pound’s exchange value by
trading pounds for dollars (Rothbard 1998, esp. 120-21).

These U.S. policies, however, also had other effects on the domestic econ-
omy. The “momentous decision of forcing a regime of cheap money,” as Lionell
Robbins described it (qtd. in Temin 1989, 19), caused the U.S. money stock
to grow faster than it otherwise would have grown, kept interest rates lower
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than they otherwise would have been, and thereby encouraged domestic inves-
tors to make certain investments—in structures and other long-lived producer
goods—that they otherwise would not have made. In short, U.S. monetary
policies, aimed at assisting the British monetary authorities, had the effect of
bringing about “malinvestments” in the United States and thereby distorting
the structure of the capital stock in an unsustainable fashion (because invest-
ments in structures and other long-lived capital goods ultimately prove eco-
nomically unwarranted when they are made in response to artificially low in-
terest rates, and such projects will go bankrupt).

U.S. central bankers also began to worry in the late 1920s that by keep-
ing interest rates artificially low, their policies were feeding a frenzy to buy
corporate shares and creating a stock-market bubble destined to pop with de-
structive effects on the real economy. Accordingly, in 1928 and more so in 1929,
they moved away from their “cheap money” policies, adopting new policies of
higher interest rates and exerting direct pressure on commercial banks to stem
what they viewed as “speculative excesses” and diversions of bank loans from
economically sound purposes. Most economists now believe that this change
of monetary policy triggered the U.S. economic downturn that occurred in
mid-1929 and the stock-market crash that followed later in the year. Others
believe that the prior (“cheap money”) policies presaged the downturn because
the malinvestments that those policies fostered would have to be liquidated
sooner or later by means of bankruptcies and reallocations of resources to more
sustainable uses, a process marked by economic disruptions and transitional
unemployment.

THE GREAT CONTRACTION, 19291933

The economy’s initial recession, whatever its trigger, need not have become a
disaster. Many downturns had occurred previously in U.S. economic history,
and nearly all of them had been fairly shallow and soon were followed by re-
covery and continued growth. The depression of the mid-1890s was the most
severe macroeconomic bust prior to 1929. In previous economic downturns,
however, hardly anyone had expected the government to take vigorous action
to bring about recovery. In the nineteenth century, most people believed that
the government neither knew how nor possessed the constitutional authority
to act effectively as an economic savior. They appreciated that “[r]ecessions un-
hampered by government interventions almost invariably work themselves into
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recovery within a year or so” (Rothbard 1998, 151).

By the end of the 1920s, however, many informed observers had come to
believe that the economy had entered a “new era” in which government and
business leaders understood how to counteract any recession that might occur
before it turned into a catastrophe. Unfortunately, the knowledge they imag-
ined themselves to possess in this regard was, for the most part, nothing more
than an example of what F. A. Hayek later called the pretense of knowledge—
the conviction that government planners, including the monetary authorities,
know how to make the world a better place than it would be if people were
simply left to their own devices.?

Moreover, by 1929, the dominant ideology had changed substantially.
Many opinion leaders and large segments of the general public were embrac-
ing the Progressive faith in activist government. To make matters even worse,
the economics profession for the most part had come to believe that the gov-
ernment could and should intervene actively in economic life (Rockoff 1998).
These ideological and intellectual changes came as music to the ears of many
politicians, who welcomed a plausible excuse to enlarge their powers and to
turn the exercise of those enlarged powers to their own advantage. Organized
special interests also seized on the new ideas and attitudes as pretexts for the
creation of the pensions, subsidies, insurance benefits, protections from compe-
tition, bailouts, and other privileges they sought from the government.

As officials at all levels responded to the newly strengthened demands
that government “do something” in late 1929 and afterward, the government
adopted an enormous number and variety of interventionist measures, span-
ning every industry, region, and demographic group in the country. Many of
these measures simply reestablished under new names the measures that had
been used during the war, on the ill-considered ground that these policies and
programs had proved successful in a previous emergency (war), so they would
prove successful again during the existing emergency (economic depression).
As President Hoover himself declared, “We used such emergency powers to
win the war; we can use them to fight the depression” (qtd. in Rothbard 2000,
323; for many examples of such reapplications during Roosevelt’s presidency,
see Leuchtenburg 1964). So, for example, the defunct War Finance Corpora-
tion was revived in 1932 and called the Reconstruction Finance Corporation.

Because the government’s economic rescue programs often worked at
cross-purposes or interfered with the successful operation of the private com-
petitive economy, they exacerbated the downturn between 1929 and 1933, mak-
ing it deeper than it otherwise would have been, and slowed the economy’s re-
covery after 1933, so that even when the government began to shift the economy
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onto a war footing in mid-1940, full recovery had not yet been attained. (The
official unemployment rate in 1940 was 14.6 percent, but if we count persons
enrolled in government emergency employment programs as employed, the
unemployment rate was 9.5 percent.) In short, the government’s cures made the
disease much worse and slowed the patient’s natural recovery. No wonder the
authors of a recent book on the Great Depression blame government officials
for “an incredible sequence of policy errors that generated a cataclysmic event
reaching around the entire globe” (Hall and Ferguson 1998, xii).

The dimensions of the disaster were shocking. For nearly four years, with
only brief and abortive reversals, the economy fell deeper and deeper into the
trough. By 1933, real gross domestic product (GDP) had declined by 30 percent.
Production of consumer durables fell by so percent, producer durables by 67
percent, new construction by 78 percent, and gross private domestic invest-
ment by almost 90 percent. The real value of U.S. exports and imports dropped
by nearly 40 percent. The unemployment rate reached nearly 25 percent, and
perhaps one-third of those still working in 1933 were laboring only part-time.
Prices fell on average by about 23 percent. Banks failed in waves, and by the
end of 1933 nearly ten thousand of them had gone under. In 1931, 1932, and
1933, the after-tax profits of all corporations added up to less than zero. Rental
and proprietary income dropped by more than 6o percent. The stock market
hit bottom in 1932, having lost more than 8o percent of its value during the
preceding three years. Farm-product prices fell by more than so percent; net in-
come of farm operators declined by nearly 70 percent; and thousands of farm-
ers surrendered their homes and farms to mortgage lenders and tax collectors.
Three states—Arkansas, Louisiana, and South Carolina—and approximately
thirteen hundred municipalities defaulted on their debts, and many other
states and local governments verged on default. The sky, it seemed, really had
fallen.

Conditions need not have become so desperate, and on their own they
would not have done so. The collapse was worsened by a succession of powerful
pushes from government policies ostensibly aimed at alleviating it or some as-
pect of it. Among the most harmful of these counterproductive policies was the
Smoot-Hawley Act of 1930, which “raised tariff rates on imports to the highest
levels in the nation’s history” and set in motion a tariff war, a trade-constrict-
ing sequence of action and reaction around the trading world (Chandler 1970,
12-13). In late 1929, President Hoover urged employers to maintain real-wage
rates despite the plummeting decline in demand for their products. Many of
the larger employers did so in 1930 and into 1931 and, as a result, unemployment
increased much faster than it otherwise would have (Rothbard 1972, 128-30;



110 | Neither Liberty Nor Safety

2000, 210-14, 245-46; Vedder and Gallaway 1997, 74—97). The Revenue Act of
1932, which became fully effective in 1933, “provided the largest percentage tax
increase ever enacted in American peacetime history,” administering a stun-
ning blow to already-struggling businesses and households (Chandler 1970, 125,
see also 139—40).

Perhaps worst of all, at the Federal Reserve System, which had been created
in 1913 to provide emergency liquidity to commercial banks during financial
panics, officials stood by while banks failed by the thousands, bizarrely con-
vinced that in the circumstances they had done all that they could and should
do to prevent the banking system’s collapse. As a result, the money stock (M2
measure) fell by 32 percent between June 1929 and June 1933. As banks failed
and depositors clamored to withdraw their funds and to augment their cash
holdings, financial stringency took an enormous toll on businesses and house-
holds throughout the country. The vaunted “lender of last resort” had failed
spectacularly to perform its designated function, with enormous consequences
not only for the banks that relied on it to supply emergency reserves, but for
everybody. As Gottfried Haberler concludes, “there can be no doubt that the
collapse of the banking system, the bankruptcy of many thousand banks, and
the inept and overly timid monetary policy which permitted the money stock
to shrink by about one-third was to a large extent responsible for the disaster”
(1976, 31-32).

Owing to the foregoing policies and many others that might be mentioned
if space permitted, the economic downturn that began in 1929 turned out to be
not just another recession, but a catastrophe.

THE GREAT DURATION

Economists, following the usage of Milton Friedman and Anna Schwartz
in their classic scudy A Monetary History of the United States, 18671960, call
the economic collapse in the United States between 1929 and 1933 the Great
Contraction. In my own writings, I have added two similar terms to refer to
other aspects of the Great Depression—the Great Duration and the Great Es-
cape. The former denotes the Depression’s exceptional length, from 1929 to 1941
(when the societal disaster did not actually end, but merely changed its form,
as I describe later). The Great Duration is as puzzling as the Great Contrac-
tion, and in some ways even more so. No previous economic bust had persisted
nearly so long. The second-worst one, in the mid-1890s, lasted less than half as
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long. Except for France, where political conflicts stymied recovery, no other
major industrial country took as long as the United States to escape from the
Great Depression; all the others had recovered well before World War II began.
What accounts for the Great Duration?

In brief, the Depression’s exceptional length is attributable to the same
general cause that explains the Great Contraction’s exceptional severity: a series
of ill-chosen government policies. These policies disrupted and distorted the
operation of the competitive economy, created paralyzing fear in the minds
of its most essential investors and businessmen, and gummed the gears of the
economy’s normal recuperative processes. After some headway had been made
toward recovery between 1933 and 1937, new government policies—collecting
new taxes, encouraging aggressive labor unionization, and, especially, abruptly
doubling bank reserve requirements—knocked the economy into a serious de-
pression within a depression, setting full recovery back by at least another two
years.

Nearly all of the counterproductive policies adopted from 1933 to 1938 re-
flected the triumph of Progressive ideology and political self-serving over the
application of economic rationality to improve economic conditions on a wide
scale—which is to say that these policies, regardless of their creators” beliefs or
assurances, were not actually in the public interest. It was a great misfortune
for the American people that the New Dealers “turned away from the mar-
ket toward a managed economy and democratic socialism” (Temin 1989, 97)
and that they embraced above all “the conviction that government must play
an active role in the economy” (Brinkley 1995, 10). In practice, this conviction
was equivalent to the belief that a bull elephant must play an active role in the
China shop.

When Franklin D. Roosevelt took office in March 1933, the economy was
in the ditch. His first official act was to issue an executive order to close all the
commercial banks in the country, thereby bringing economic activity almost to
a complete standstill. By that time, after nearly four years of relentlessly deteri-
orating economic performance, almost everyone was clamoring for some kind
of economic salvation from the federal government. The supplicants did not
agree about the form this salvation should take; indeed, all sorts of schemes and
proposals blossomed like the proverbial thousand flowers to which Chairman
Mao referred during the Cultural Revolution. As John T. Flynn described the
scene, “Washington was now full of Great Minds and Deep Thinkers—youth-
ful pundits from Harvard and Yale and Princeton and especially Columbia,
with charts and equations; cornfield philosophers from Kansas and California
and, of course, the unconquerable champions of all the money theories, includ-
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ing free silver, paper money and inflation. There were advocates of the 30-hour
week and of every variety of plan for liberating the poor from their poverty and
the rich from their riches” ([1948] 1949, 10—11). Everyone demanded immediate
help of some kind, and many petitioners verged on desperation.

In this charged atmosphere, politicians found themselves in paradise be-
cause they could easily rationalize on grounds of “national emergency” their
creation of a host of policies to appease countless organized special-interest
groups and then reap the return on the political “exchange,” whether it took the
form of votes in the next election or cash in a plain brown wrapper. Politicians
who normally might have blocked one another’s schemes now found it expedi-
ent to organize enormous “logrolls,” rewarding every clamoring special-interest
group at once. “The crisis,” historian John Garraty has written, “justified the
casting aside of precedent, the nationalistic mobilization of society, and the
removal of traditional restraints on the power of the state, as in war, and it re-
quired personal leadership more forceful than that necessary in normal times”
(1973, 932). In short, as Roosevelt and the Democrats in Congress perceived the
situation, it required FDR’s New Deal.

Which is what it promptly got—good and hard. No summary can do
justice to the astonishing breadth of the legislative outpouring during Roos-
evelts first term, especially during the congressional sessions of 1933 and 1935,
from “a Congress made dizzy by the swiftness and variety and novelty of the
demands” the administration sent to Capitol Hill (Flynn [1948] 1949, 11). Jim
Powell (2003) has written an entire book to line up the numerous studies that
show, in the words of the book’s subtitle, “how Roosevelt and his New Deal
prolonged the Great Depression.” These measures included abandonment of
the gold standard; confiscation of everyone’s monetary gold, and abrogation
of all gold clauses in contracts, including the government’s own contracts;
breakup of some of the nation’s strongest banks by mandating the separation of
commercial and investment banking; enactment of a series of soak-the-rich tax
laws that discouraged entrepreneurship and capital accumulation and doubled
federal taxes as a proportion of gross national product (GNP) between 1933
and 1940; operation of huge make-work programs that served as vote-buying
schemes for Democrats and diverted millions of workers from productive pri-
vate employment; supply reductions and price increases of farm products at a
time when millions of poor families were struggling to afford food and cloth-
ing; federal government entry into competition with private entrepreneurs in
the production and distribution of electricity; establishment of a Ponzi scheme
known as Social Security that raised taxes and discouraged private saving; pro-
motion of labor-union monopolies in the sale of labor services, thus pushing
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affected wages above competitive market levels and increasing costs for strug-
gling businesses; suppression of competition in a wide range of industries, from
petroleum production to coal mining to ordinary retailing, thus allowing sell-
ers to charge increased prices for a great variety of products, notwithstanding
consumers’ diminished incomes; and general subversion of private-property
rights in ways too numerous to specify. The Roosevelt administration taxed,
spent, borrowed, regulated, insured, subsidized, and confiscated on a scale nev-
er before seen in the United States in peacetime.

No wonder the recovery was so slow: goaded by special interests and in-
tellectual crackpots and sustained by the public’s desperate cry for salvation,
the government had placed itself, in effect, in a state of war against the great
cooperative order of the people’s productive efforts and arrangements, sancti-
fying its destructive efforts with hot-air claims about the achievement of “re-
lief, recovery, and reform.” Powell concludes: “[t(lhe New Dealers really came
to believe that their knowledge, combined with political power, could cure the
problems of the world. They thought that by issuing executive orders, passing
laws, raising taxes, and redistributing money, they could make society better”
(2003, 270).

During the first two years of Roosevelt’s presidency, which historians call
the First New Deal, the administration tried to work with nearly all organized
political interest groups, including important business groups, such as the
Chamber of Commerce and the National Association of Manufacturers. In-
deed, the keystone of the First New Deal—the harebrained scheme to cartelize
every industry in the country under the terms of the National Industrial Recov-
ery Act—was the brainchild primarily of those business interests (Hawley 1966;
Shaffer 1997, 77-104). “It would have been impossible,” Flynn observed, “to in-
vent a device more cunningly calculated to obstruct the revival of business than
this half-baked contrivance” ([1948] 1949, 48). Having surveyed the evidence
of the National Recovery Administration’s operation and effects, Gene Smiley
concurs that “[a]ll the initiatives created under the ‘enlightened management’
of the NRA were inimical to recovery” (2002, 102). As this scheme degenerated
into multidimensional squabbling and enforcement difficulties on the way to
its death at the hands of the Supreme Court in the spring of 1935, and as Roos-
evelt came under increasing fire from goofy-left challengers such as Huey Long
and Upton Sinclair, he decided to change course, switching his emphasis to-
ward more collectivist, anticapitalist policies during the so-called Second New
Deal, which spanned the years from 1935 to 1938 or 1939, when the New Deal in
any form had run out of steam.

During the Second New Deal, the president, cheered on by a coterie of
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enthusiastically anticapitalist advisers—many of them the youthful acolytes of
Louis Brandeis and Felix Frankfurther—frequently lashed out at businessmen
and investors, demonizing them as “economic royalists” and blaming them for
sabotaging the economy’s recovery. “Roosevelt’s opinions at this moment,” Fly-
nn wrote, “‘were generally that big business was immoral, that the poor were not
getting a fair break and that the depression was the result of the sins of business
and that business must be punished for these sins” ([1948] 1949, 101).4 Pushing
such collectivist measures as the Social Security Act and the National Labor
Relations Act, the administration embraced “that easy, comfortable potpourri
of socialism and capitalism called the Planned Economy which provided its
devotees with a wide area in which they might rattle around without being
called Red” (Flynn [1948] 1949, 75). Accepting the Democratic nomination for
the presidency in 1936, Roosevelt gave a speech that “was widely regarded as es-
sentially a formal declaration of war against the free enterprise system” (Smiley
2002, 114). The Washington Post called it “the sort of speech which paves the
way for fascism” (qtd. in Best 1991, 132).

Although this strategy proved successful politically—FDR was reelected
by a landslide in 1936—it had a disastrous effect on the recovery. By creating
heightened fears about the security of private-property rights, it led investors
to refrain from making enough long-term investments to propel the economy
back to full prosperity. As Flynn observed, “[tJhe great investment industries
were idle” more than seven years after the onset of the Depression, and “[w]
ithout the revival of investment there could be no revival of the economic sys-
tem” ([1948] 1949, 99). A leading businessman, Lamont du Pont, described the
prevailing state of uncertainty that investors faced in 1937: “Uncertainty rules
the tax situation, the labor situation, the monetary situation, and practically
every legal condition under which industry must operate. Are taxes to go high-
er, lower or stay where they are? We don’t know. Is labor to be union or non-
union?... Are we to have inflation or deflation, more government spending or
less?... Are new restrictions to be placed on capital, new limits on profits?...
It is impossible to even guess at the answers” (qtd. in Krooss 1970, 200).5 Also
in 1937, even the Milquetoast Treasury secretary Henry Morgenthau pumped
up his courage enough to challenge the president by insisting, “What business
wants to know is: are we headed toward Socialism or are we going to continue
on a capitalist basis?” (qtd. in Flynn [1948] 1949, 119).%

After several years of sponsoring the cartelization of U.S. industry across
the board, the president abruptly decided to embark on a “trust-busting” jihad
in late 1937, even as economic conditions began to slide into the depression
within a depression (Hawley 1966). This radical reversal of course only gave
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businessmen a new reason to worry about the future. Indeed, as 7he Econo-
mist observed on November 6, the president’s policy “might almost have been
a concerted program to discourage capital investment” (qtd. in Best 1991, 180).
Historian Gary Dean Best concludes: “Instead of improving business senti-
ment, Roosevelt seemed intent on stamping out any confidence that might re-
main” (1991, 180). After net investment had totaled minus $18.3 billion for the
years from 1931 to 1935—that is, gross investment fell short of compensating
for depreciation by that amount—it revived to positive amounts in 1936 and
1937, only to fall back into the negative range in 1938 before resuming its recov-
ery. For the eleven-year period from 1930 through 1940, net private investment
totaled minus $3.1 billion, and only in 1941 did annual net investment finally
exceed the 1929 amount. No economy can prosper when it goes more than ten
years without adding to its capital stock, and economists of various schools
agree that the failure of private investment to recover accounts in great part for
the Great Duration.

Table s.1 lists some of the more important laws enacted during the New
Deal that threatened the security of private-property rights, thereby creating
what I call “regime uncertainty” and causing investors to refrain from risking
their money in long-term investments in such uncertain circumstances.

The regime-uncertainty hypothesis also gains support from public-opin-
ion surveys conducted in the 1930s among businessmen as well as among the
general public and from evidence drawn from the financial markets.” Even as
late as November 1941, a Fortune poll of business executives found that almost
93 percent of the respondents expected the postwar regime to be one that would
further attenuate private-property rights to a greater or lesser degree, and more
than 40 percent of them expected a regime in which the government would
dominate the economy (Higgs 20062, 18). Between 1934 and 1936, yields of lon-
ger-term corporate bonds increased sharply, relative to the yield on a bond with
one year to maturity, manifesting an increased risk premium that investors re-
quired on longer-term investments. By 1936, bonds with five years to maturity
had a yield that was #hree times that of a bond with one year to maturity. The
yield multiple was more than four for a bond with ten years to maturity, five for
abond with twenty years to maturity, and more than five for a bond with thirty
years to maturity. Between the first quarter of 1941 and the first quarter of 1942,
however, these bond-yield spreads (risk premia) dropped precipitously, and by
early 1943 they had returned to their 1934 levels (Higgs 2006a, 23—24). These
bond-yield data show that investors’ confidence in their ability to appropriate
the longer-term interest payments and principal repayments promised by the
country’s most secure corporations plummeted between early 1934 and early
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Table 5.1 Selected Acts of Congress Substantially Attenuating
or Threatening Private Property Rights, 1933—40

Year Congressional Acts

1933 Agricultural Adjustment Act
National Industrial Recovery Act
Emergency Banking Relief Act
Banking Act of 1933
Federal Securities Act
Tennessee Valley Authority Act
Gold Repeal Joint Resolution
Farm Credit Act
Emergency Railroad Transport. Act
Emergency Farm Mortgage Act
Home Owners Loan Corporation Act

1934 Securities Exchange Act
Gold Reserve Act
Communications Act
Railway Labor Act

1935 Bituminous Coal Stabilization Act
Connally (“Hot Oil”) Act
Revenue Act of 1935
National Labor Relations Act
Social Security Act
Public Utilities Holding Company Act
Banking Act of 1935
Emergency Relief Appropriations Act
Farm Mortgage Moratorium Act

1936 Soil Conservation and Domestic Allotment Act
Federal Anti-Price Discrimination Act
Revenue Act of 1936

1937 Bituminous Coal Act
Revenue Act of 1937
National Housing Act
Enabling (Miller-Tydings) Act
1938 Agricultural Adjustment Act
Fair Labor Standards Act

Civil Aeronautics Act
Food, Drug, and Cosmetic Act

1939 Administrative Reorganization Act

1940 Investment Company Act
Revenue Act of 1940
Second Revenue Act of 1940
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1936, as the Second New Deal came into prominence. Confidence remained at
an extremely low level from 1936 through the first quarter of 1941, after which
it improved rapidly, despite the country’s becoming a declared belligerent in
the greatest war of all time. This evidence testifies to the terrifying effect the
Second New Deal had on investors as well as to the stultifying effect it had on
the recovery of private investment and therefore on the recovery of the entire
economy, whose growth depended critically on such revitalized investment.

FROM THE NEW DEAL TO ENGAGEMENT IN THE WAR

In 1937, the New Deal began to peter out, as the president alienated many peo-
ple, even fellow Democrats, by his attempt to pack the Supreme Court and
especially as the depression within the depression set in, canceling much of the
previous four years’ gain; the official rate of unemployment in 1938 was 19 per-
cent. In Congress, disaffected southern Democrats and northern Republicans
formed a “conservative coalition” powerful enough to block most attempts to
enact new legislation along New Deal lines.

As the president’s political prospects waned domestically, he turned his
attention increasingly to the world scene, where a resumption of the war in
Europe seemed imminent and, in September 1939, actually occurred. Notwith-
standing proclaimed U.S. neutrality, the president immediately took sides with
the British, and he worked assiduously, if deviously, for the next two years to
maneuver the overwhelmingly reluctant American people into supporting U.S.
engagement in the war against Germany. By conducting economic warfare
against Japan, a German ally, the Roosevelt administration expected that these
provocative actions might incite a Japanese attack and thereby open a “back
door” to enter the war in Europe.®

The Roosevelt administration accordingly undertook to mobilize the econ-
omy for war. The U.S. armed forces were small and the country’s munitions in-
dustries ill developed, though both were potentially very large. The buildup of
the armed forces themselves accelerated after enactment of a conscription bill
in September 1940. A substantial obstacle to the military-industrial buildup,
however, took the form of businessmen’s reluctance to enter into arms contracts
with the government. After years of being browbeaten and vilified, many of
them did not trust the government to treat them fairly and honestly. Hence,
“private industry was, on the whole, profoundly reluctant to invest in new [war-
related] plants” (Brinkley 1995, 182; for details, see Higgs 2006a, 36—38).

Having no good alternative to placating the suspicious businessmen—af-
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ter all, New Deal lawyers and economists did not know how to produce steel,
copper, aluminum, and the countless other products essential to the operation
of the war machine—the administration proceeded to make its peace with
them.

Both the attitude and policies of the Roosevelt administration toward
business during the New Deal years were reversed when the president
found new, foreign enemies to engage his attention and energies. An-
tibusiness advisers were replaced by businessmen, pro-labor policies
became pro-business policies, cooperation replaced confrontation in
relations between the federal government and business.

Probably no American president since, perhaps, Thomas Jefferson ever
so thoroughly repudiated the early policies of his administration as
Roosevelt did between 1939 and 1942. (Best 1991, 222)

In mid-1940, Henry Stimson, a lion of the northeastern Republican estab-
lishment, was made secretary of war, and publisher Frank Knox, who had been
the Republican vice presidential candidate in 1936, was made secretary of the
navy. (Note, however, that “[bJoth Stimson and Knox were eager and ardent
supporters of Roosevelt’s war policy” [Flynn (1948) 1949, 208].) A multitude of
businessmen—more than ten thousand by mid-1942—often working without
compensation or as dollar-a-year men, soon joined the ranks of the govern-
ment’s bureaucracy in preparing the economy for effective participation in the
war (Brinkley 1995, 190). Several important laws were enacted or amended to
shift the risks of building up the munitions industries from private investors to
the taxpayers.?

This war-induced reconciliation between the government and the busi-
nessmen would eventually prove essential in making possible a resumption of
economic prosperity, but such a resumption could not occur during the war
because all efforts were turned in those years toward producing military goods
and placing large, well-equipped armed forces in the theaters of war. New
homes, new cars, new refrigerators, and even a decent men’s dress shirt would
have to wait.

THE MYTH OF WARTIME PROSPERITY

The standard story, of course, is that the war itself brought back prosperity,
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that by 1941 or at the latest 1942 the Great Depression had ended. Although
perhaps understandable—even at the time many people thought along these
lines—this view is completely mistaken. It fails to appreciate that the economy
during 1941 and 1942 became a command economy and that it continued to
operate as such until the reconversion that began in the second half of 1945 and
was not completed until, probably, early in 1947 or thereabouts. In a command
economy, many standard economic concepts, such as gross domestic product
(GDP), lose their meaning because they are no longer moored to the realities
of voluntary choices within the competitive price system. Even “employment”
and “unemployment” lose their usual meaning when the labor market operates
under the cloud of massive conscription and extraordinary manpower controls.

Therefore, the most often cited evidence of wartime prosperity, the near-
ly complete disappearance of unemployment, does not signify “full employ-
ment” in the usual sense. In 1940, the unemployment rate (according to the
Darby concept, which, unlike the official measure [14.6 percent in 1940], does
not count those enrolled in government emergency employment programs
as unemployed) was 9.5 percent. During the war, the government pulled the
equivalent of 22 percent of the prewar labor force into the armed forces. Voila,
the unemployment rate dropped to less than 2 percent. This disappearance of
unemployment reflected not, as Keynesians would have it, the beneficial effects
of huge government budget deficits or, as monetarists would have it, the ben-
eficial effects of huge increases in the stock of money. Instead, the disappear-
ance of unemployment reflected overwhelmingly the direct and indirect effect
of the gigantic military conscription: more than 10 million men were drafted,
and many others were induced to join the armed forces before being drafted
in hopes of avoiding service in the infantry. Throwing people into the army to
cure unemployment is scarcely what we have in mind when we speak of creat-
ing prosperity.

It is true, of course, that measured GDP increased greatly during the war,
which would seem to indicate economic recovery. However, when we break
down the wartime increase in output, we see that it consists entirely of war
goods and services; indeed, private consumption and investment declined after
1941 and did not regain their prewar levels until 1946. In short, the wartime
“miracle of production” consisted entirely of guns and ammunition—hardly
the stuff of genuine prosperity, unless B-17s, machine guns, aircraft carriers,
and A-bombs epitomize the substance of the good life."®

In sum, although people were employed at a high rate (millions of them
involuntarily) during the war and produced military goods and services galore,
the war years were not a time of genuine economic prosperity. Many civilian
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goods, such as automobiles and important consumer durable goods, were not
produced at all or were produced only in sharply reduced amounts owing to
government prohibitions; and scores of ordinary nondurable goods, such as
gasoline, tires, clothing, shoes, canned foods, and meats, were in short supply
and subject to rationing. Every facet of economic life, from the speed limits on
the highways to the availability of women’s hosiery, was subject to extraordi-
nary regulations and controls. We may say that the Depression continued from
1941 to 1945, or we may say that a different kind of economic privation occurred
in those years. In no event, however, may we say that the war years were a time
of genuine economic prosperity.

THE GREAT ESCAPE

Having considered the Great Contraction and the Great Duration, we come
now to the Great Escape, the end of a sixteen-year period of economic priva-
tion—twelve during the Depression proper and four during the war. In one
great, glorious push in late 1945 and throughout 1946, the American people
returned to something that deserves to be called normal prosperity, the kind
they had enjoyed during the 1920s and earlier times. The ease and success of
the economic reconversion deserve to be regarded as little short of miraculous,
although, strange to say, economists and economic historians have scarcely
paused to notice this astonishing event and even when they have taken notice
of it, they have not understood it properly.

During the war, the newly ascendant Keynesian economists had feared
that when the war ended and government spending diminished drastically, the
economy would plunge back into depression (they did not, as I do, understand
the war years themselves to be merely a different kind of depression). However,
when the government cancelled the bulk of the munitions contracts, released
more than 10 million servicemen from the armed forces, and eliminated most
of the controls and regulations put in place during the war, mass unemploy-
ment did not develop. Indeed, despite the unprecedented rapid reallocation
of resources, the unemployment rate rose only to 4 percent in 1947 and 1948.
Moreover, as production for military purposes dropped to a much smaller
amount, private output leaped upward, rising between 1945 and 1946 by 30 per-
cent, a rate of increase never equaled before or since.

This nearly miraculous economic recovery, which decisively refuted the
Keynesian theory used then and later to explain the apparent economic boom dur-
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ing the war (though hardly anybody took notice of that refutation), reflected
in great part the substantial lessening of the regime uncertainty that had im-
peded recovery between 1935 and 1940. During the war, the most zealous New
Dealers had been removed from the government or pushed onto the periph-
ery of policymaking; “a massive shift of power [occurred] within the federal
government away from liberal administrators and toward corporate interests”
(Brinkley 1995, 118, see also 145). Dollar-a-year men and military officers had
ruled the roost of the wartime command economy, directing all efforts toward
feeding the war machine. By their influence in the upper reaches of the war-
time bureaucracy and by their reestablished prestige in the eyes of the public,
businessmen and investors had greatly diminished the threats they had per-
ceived to private-property rights in the latter half of the 1930s. As Alan Brinkley
has noted, “The wartime experience muted liberal hostility to capitalism and
the corporate world” (1995, 7). In 1946, with Roosevelt dead, the New Deal in
retreat, and most wartime controls eliminated or soon to be scrapped, investors
came out in force. To be sure, the federal government had become and would
remain a much more powerful force with which business would have to reck-
on. Nevertheless, the government no longer appeared to possess the terrifying
potential that businesspeople had perceived before the war. For investors, the
nightmare was over. For the economy, once more, real prosperity was possible.

NOTES

1. Temin calls it “the Second Thirty Years’ War” (1989, 10).

2. See the delightfully incomprehensible diagram of these financial flows reproduced in
Eichengreen 1995, 225.

3. Hayek concluded: “The recognition of the insuperable limits to his knowledge ought
indeed to teach the student of society a lesson in humility which should guard him
against becoming an accomplice in men’s fatal striving to control society—a striving
which makes him not only a tyrant over his fellows, but which may well make him the
destroyer of a civilization which no brain has designed but which has grown from the
free efforts of millions of individuals” (1978, 34).

4. Flynn added that “[t]here is no evidence that Roosevelt ever put his finger on the real
causes that make the free private enterprise system fail to work.”

5. Hall and Ferguson write: “the uncertainty experienced by the business community as a
result of the frequent tax law changes (1932, 1934, 1935, 1936) must have been enormous.
Since firms’ investment decisions very much depend on being able to plan, an increase in
uncertainty tends to reduce investment expenditures” (1998, 147).

6. For contemporary testimony documenting the fear and uncertainty that Roosevelt’s
policies instilled in businessmen and investors, see Best 1991.

7. For presentation and analysis of this evidence in the context of a complete exposition of
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the “regime uncertainty” hypothesis, see Higgs 2006a, 3—29.

8. For massive documentation, see Barnes 1953. A brief account appears in Higgs 2006b.
For a full analysis of this development, see Higgs 2006a, 37—56.

10. For extensive documentation of the claims made in this section, see Higgs 2006a, 3-123.
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The United States Won the World

Wars, but Americans Lost

With fire and sword the country round
Was wasted far and wide,
And many a childing mother then,
And new-born baby died;
But things like that, you know, must be
At every famous victory.
—Robert Southey (1774-1843), “The Battle of Blenheim”

General Thomas Power, commander in chief of the Strategic Air
Command (SAC) from 1957 to 1964 and director of the Joint Strategic Target
Planning Staff from 1960 to 1964, ranked near the top of the U.S. armed forces
waging the Cold War. An ardent warrior, he did not subscribe to the Aristote-
lian maxim of moderation in all things. In 1960, while being briefed on coun-
terforce strategy, he reacted petulantly to the idea of exercising restraint in the
conduct of nuclear war: “Restraint!” he retorted. “Why are you so concerned
with saving zheir lives? The whole idea is to i/l the bastards. ... Look. At the
end of the war, if there are two Americans and one Russian, we win!” (qtd. in
Kaplan [1983] 1991, 246). Everyone who knew Power seems to have thought he
was crazy.

Even the man he replaced as SAC commander, General Curtis LeMay, re-
garded him as unstable—and everybody knew that LeMay himself was, as Dr.
Strangelove’s Group Captain Lionel Mandrake would have put it, “as mad as a
bloody March hare.” After LeMay left his command at SAC, he became vice
chief of staff of the air force in 1957 and chief of staff in 1961. He is most often
remembered as a tireless advocate of an all-out nuclear first strike on the Soviet
Union and its allies and as the most likely inspiration for General Buck Turgid-
son in Strangelove. Either Power or LeMay might have served as a model for the
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Strangelove character General Jack D. Ripper, whose own nuclear first strike on
the Ruskies came straight out of the LeMay-Power playbook.

It is chilling to recall that such men once held—and may still hold—the
fate of the world in their hot hands. In Power’s day, heaven be thanked, the
top civilian leaders had slightly more sense than the top military leaders, but
in more recent times sensible civilian leaders have become almost nonexis-
tent, and now men such as Dick Cheney, Donald Rumsfeld, and their zealous,
bloodthirsty subordinates vividly attest to F. A. Hayek’s observation that “the
worst get on top” (1944, 134).

WINNING

Whatever else one might say about our glorious leaders, one must admit that
they have had, just as the current gang claims to have, a dedication to “win-
ning” the wars they set out to fight. In his 2006 State of the Union address,
President George W. Bush spoke repeatedly of “victory,” especially in the ongo-
ing “long war” that “we did nothing to invite” against terrorists who espouse
“radical Islam.” Undismayed by the fresh carnage and further devastation that
each new day brings to the people of Iraq, the president assured his listeners
that “[w]e’re on the offensive in Iraq, with a clear plan for victory. . . . [W]e are
in this fight to win, and we are winning.” Indeed, winning a war strikes most
people as a splendid idea until they stop to think about it.

Given an option to fight and win a war a la Thomas Power, however, with
just two Americans and one Russian (or Iragi or Iranian or Chinese or other
foreign devil du jour) left alive at the end, sane people recoil. Such winning
seems all too clearly absurd. As we back away from this reductio ad absurdum
to consider less extreme conceptions of “winning the war,” a great deal of the
senselessness continues to cling to the notion as long as we insist on an honest
account of what actual war and winning involve.

The main reason for people’s confusion on this account pertains to their
reification or anthropomorphization of the collectives—the clans, tribes, na-
tion-states, or coalitions of such groups—whose violent conflict defines the
war. Lost in the fog of war-related thought is the concrete, unique, individual
person. Hardly anyone seems capable of talking about war except by marshal-
ling such collectivistic linguistic globs as we, us, and our, in opposition to they,
them, and their. These flights of fight-fancy always pit our glob against their
glob, with ours invariably prettied up as the good against the bad, the free men
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against the enslavers, the believers against the infidels, and so forth—on one
side God’s chosen, on the other side the demons of hell.”

Of course, which is which depends entirely on the side people happen to
find themselves on, usually as a result of some morally irrelevant contingency,
such as birthplace, family migration, or a line that distant diplomats once drew
on a map (De Jasay 1998; Calhoun 2000). More than fifty years ago, sociolo-
gist George A. Lundberg observed that despite “the cavalier fashion in which
‘statesmen’ revise boundaries, abolish existing nations, and establish new
ones, ... the demarcations thus arrived at thereupon become sacred boundar-
ies, the violation of which constitutes ‘aggression,” an infringement on people’s
‘freedom’ (1953, 581). It is almost as if human beings clamored to slay one an-
other on behalf of little more than historical accidents and persistent myths.
French philosopher Ernest Renan aptly characterized a nation as “a group of
people united by a mistaken view about the past and a hatred of their neigh-
bors” (qtd. in Bronner 1999, 6).

A widespread inclination to think in terms of the group, rather than in
terms of the distinct individuals who compose it, plays directly into the hands
of violent, power-hungry leaders. Without that popular inclination, the leaders’
capacity to wreak destruction would be reduced nearly to the vanishing point,
but with it the sky’s the limit—or maybe it’s not the limit now that space-based
weapons are all the rage in the military-industrial-congressional complex.
Nothing promotes the sacrifice of the individual to the alleged “greater good of
the whole” as much as war does. On this ground, government leaders success-
fully levy confiscatory taxes, impose harsh regulations, seize private property,
and even enslave their own country’s citizens to serve as soldiers and to kill or
be killed in hideous ways.

Sometimes, as in the aftermath of World War I, people have the wit to
recognize, with the benefit of hindsight, that the alleged “greater good” for
which so many individuals’ lives have been sacrificed and so many individuals’
wealth and well-being have been squandered actually consists of little more
than their leaders” foolishness and vanity. They finally grasp that they were
told, as Wilfred Owen expressed it in a timeless poem, “the old lie: dulce et
decorum est pro patria mori.”

On other occasions, however, people never come to that realization, prefer-
ring to live with a mythical justification for their losses. Even now, after more
than sixty years have passed in which people have had ample opportunity to see
through the official lies and cover-ups, the myth of World War IT as “the good
war” (in the United States) or “the Great Patriotic War” (in Russia) remains
robust.
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Bill Bonner has written recently that as we contemplate people’s capacity
for swallowing such myths, “we pause and we wonder”:

We take our man as we find him, but we cannot quite believe he is the
dumb ox he appears to be. There were more than five million armed
men at any given time in the Red Army. They could have turned on
their incompetent and merciless leaders if they had wanted to. Instead,
they lined up and marched to their own slaughter, many of them, per-
haps the majority, believing that it would help make the world a better
place.

Even now ... they sit around shabby old soldiers” homes and congratu-
late themselves. They beat the fascists! They saved the Proletarian Revo-
lution! Thus, they lived almost their entire lives under the heel of an
even more delusional and murderous regime, but didn’t seem to notice.
(2006)

Their allies, the Americans, helped them directly and indirectly to pre-
serve Stalin’s regime, suffering more than a million casualties while effectively
delivering a substantial share of humanity into the loving arms of Communist
overlords not only in the USSR and eastern Europe, but also in China and its
environs, where defeat of the Japanese Empire, which had served as a bulwark
against communism in Asia, opened the doors to Mao Tse-tung’s victory and
to Communist takeovers in North Korea and southeast Asia. Notwithstand-
ing these realities, Americans proudly identify their effort as “the good war”
(Terkel 1984) and fancy that it was fought by “the greatest generation” (Brokaw
1998), secure in the conviction that simply because it brought down the Nazis
in Germany, it must have made the whole world a better place.

Once memories of the War Between the States had faded, the mytholo-
gization of war came more easily to Americans because all our wars from the
Spanish-American War on down to the current wars in Afghanistan and Iraq
have been fought on other people’s soil. As the poet Samuel Taylor Coleridge
(1772—1834) expressed in “Fears in Solitude,”

Secure from actual warfare, we have loved

To swell the war-whoop, passionate for war!
Alas! for ages ignorant of all

Its ghastlier workings, (famine or blue plague,
Battle, or siege, or flight through wintry snows,)
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We, this whole people, have been clamorous
For war and bloodshed; animating sports,
The which we pay for as a thing to talk of,
Spectators and not combatants!

No American can recall in sorrow and bitterness the wartime devastation of
Philadelphia or Chicago because it never happened; devastation is what Ameri-
cans dispense to the residents of Tokyo or Dresden or Fallujah. In an immense-
ly important sense, our wars have long seemed to be, in their worst aspect,
somebody else’s problem, something that happens “over there.”

If Ambrose Bierce could observe a century ago that “war is God’s way of
teaching Americans geography,” one shudders to imagine what he might say
today.* Guadalcanal, Tarawa, Saipan, Peleliu, Iwo Jima, Okinawa—in 1940,
probably not even one American in a hundred had ever heard of these remote
places where tens of thousands of young American men and many more Japa-
nese would soon lose their lives. Our good fortune in not having to fight wars
on our own territory has been real and important, but it ought not to blind us
to the great variety of genuine losses that we have sustained notwithstanding
our capacity to make all our wars since 1865—apart from the sporadic clashes
between whites and Indians—take the form of “foreign wars.”

For one thing, many Americans have gone “over there” and done some
definite dirty work. Let’s be honest, war is always dirty work, no matter how
hyped up we might get about its seeming necessity. In this regard, World War
11, the so-called good war, might have been the dirtiest work of all. American
forces abroad slaughtered not only multitudes of enemy soldiers, including pris-
oners and the wounded (Higgs 2006a), but also hundreds of thousands (maybe
more) of noncombatants—men, women, and children, most notably in the ter-
ror bombing of German and Japanese cities.

Curtis LeMay had an important hand in this evil work, as commander of
the B-29 forces that laid waste to scores of Japanese cities. Speaking of his fly-
ers’ devastation of Tokyo with incendiary bombs, LeMay declared: “We knew
we were going to kill a lot of women and kids when we burned that town. Had
to be done” (qtd. in Lindqvist 2000, 109). Oh, did it really? Brigadier General
Bonner Fellers, an aide to General Douglas MacArthur, called the March 10,
1945, raid on Tokyo “one of the most ruthless and barbaric killings of noncom-
batants in all history” (qtd. in Sato 2002). As a result of the U.S. air attacks
on Japanese cities, “civilian casualties exceeded 800,000, including 300,000
dead,” by the end of July 1945, and more than 8 million people had been left
homeless (Falk 1995, 1078). Unsated by this orgy of savagery, the Americans
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went on, completely unnecessarily, to annihilate scores of thousands of hapless
Hiroshima and Nagasaski residents with atomic bombs.?

These events were not losses for the Germans and the Japanese only. The
men who carried out these barbarous acts also sacrificed their decency and a
vital part of their humanity. War brings many of its participants to such tragic
ends. Only a deranged man can live complacently with the knowledge that he
has committed such heinous acts. To a greater or lesser degree, however, every
war encompasses an enormous mass of such indecencies. Soldiers may excuse
themselves on the ground that they are “just following orders” or, if they are
especially naive, that they are acting heroically in defense of all that is good and
great about their own country. Kept in combat long enough, however, nearly
everyone who is not a natural-born killer becomes either psychologically dis-
abled or absolutely cynical in a single-minded quest to survive (Grossman 1996,
43—50).

Government leaders and their blindly nationalistic followers invariably
tolerate and even glorify many of the bestialities perpetrated during warfare
and elevate the perpetrators to the status of heroes, but these ignoble rituals of
apotheosis ring hollow when placed alongside the raw realities of the conduct of
warfare and its typical outcomes. Looking back on fifteen years of warfare and
its aftermath, William Henry Chamberlin wrote, “It was absurd to believe that
barbarous means would lead to civilized ends” (1953, 519).6 It is no less absurd
today.

In the past century in the United States, the two world wars required the
greatest degree of mobilization and therefore entailed the heaviest losses for in-
dividuals both on the battlefield and on the home front, notwithstanding that
this country is said to have “won” both wars.

WORLD WAR I

Although American casualties in the Great War did not loom large in com-
parison with those of the other major belligerents, they must have seemed more
significant to each of the 116,516 men who died as a result of their service and to
their wives and sweethearts, mothers and fathers, sisters and brothers, among
others. In addition, 204,002 men sustained nonmortal wounds, and an un-
determined number had their minds rearranged for the worse—"“shell shock”
was the common name for battle-induced psychic derangements in that war
(casualty data from U.S. Bureau of the Census 1975, 1140). All these individu-
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als, vaguely denominated “casualties” in military parlance, paid the heaviest
price, but many other Americans—in some respects, all Americans—also bore
substantial costs.

World War I changed the character of the American political economy for
the worse in ways too numerous to describe fully here. Before the war, federal
revenues had never exceeded $762 million in a fiscal year; during the 1920s they
were never less than $3,640 million annually. Before the war, federal expendi-
tures had exceeded $747 million in a fiscal year only twice, in 1864 and 186s;
during the 1920s they were never less than $2,857 million annually. Although
part of the increase in the volume of fiscal activities reflected price inflation,
which in itself was the product of the government’s war finance, the bulk of it
was real. The public debt ballooned from slightly more than s1 billion before
the war to more than $25 billion at its end. Income tax rates were pushed up
enormously during the war, and although they were reduced somewhat in the
1920s, they never again receded to the prewar level or even close to it.”

Many aspects of “wartime socialism” left enduring legacies. The War Food
Administration became the model for the New Deal’s agriculture program,
which, despite countless changes to and fro during the subsequent decades,
continues to plague consumers and taxpayers today. The Railroad Administra-
tion gave way to a virtual nationalization of the railroad industry in 1920. The
Shipping Board inaugurated the government’s involvement in and regulation
of the ocean shipping industry, which have continued ever since 1916. After
the war, the War Finance Corporation continued to operate until 1925, came
back to life as the Reconstruction Finance Corporation in 1932, and ultimately
transmogrified into the Small Business Administration in 1953, misallocating
resources by means of its extensions of subsidized credit and other interven-
tions. The War Industries Board roared back to life in 1933 as the disastrous
National Recovery Administration, which unsettled the entire economy at the
depths of the Great Depression with a muddleheaded program to cartelize ev-
ery industry in the country, thereby making a mighty contribution to prolong-
ing the Depression. Although the Supreme Court struck down this loony ex-
periment in 1935, the National Recovery Administration then fragmented into
a variety of interventionist components, such as the National Labor Relations
Board, that have persisted for decades.

Space here does not permit me to continue this doleful recitation. Suffice it
to say that the war’s consequences in fostering freedom-squashing, prosperity-
destroying federal interventions in the economy have no equal in U.S. history.
People typically think that this sort of government policy began for the most
part in the 1930s, but almost everything the New Dealers did along these lines
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amounted to the revival of a precedent set in World War I.

The war’s constitutional legacies also took big bites out of American lib-
erties. In virtually every case, the Supreme Court upheld the extraordinary
powers that the government had exercised during the war. Highly significant
was the blessing the Court gave to military conscription. Chief Justice Edward
White could not take seriously the idea that the draft constituted involuntary
servitude and was therefore proscribed by the Thirteenth Amendment. He de-
clared that the Court was “unable to conceive upon what theory the exaction
by government from the citizen of the performance of his supreme and noble
duty of contributing to the defense of the rights and honor of the nation, as the
result of a war declared by the great representative body of the people, can be
said to be the imposition of involuntary servitude” (Arver v. United States, 245
U.S. 366 [1918] at 390).

While the Court was smashing individual liberty under the iron heel of
“the great representative body of the people”—the same gang that Mark Twain
had described more accurately as “America’s only native criminal class”—the
justices did not hesitate to give their approval to the government’s rampant
wartime assaults on the freedoms of speech, press, and assembly, many of
these outrages being the offspring of the Espionage Act (1917) and its notori-
ous amendment the Sedition Act (1918). The justices also validated the govern-
ment’s wartime takeovers of the railroads, telephone and telegraph lines, and
oceanic cables. They sustained wartime rent controls. Everything, so far as the
Court was concerned, was fair game. Said the chief justice, “[T]he complete
and undivided character of the war power of the United States is not disput-
able” (Northern Pacific Railway v. State of North Dakota, 250 U.S. 135 [1919] at
149).

In later times, Franklin D. Roosevelt and other presidents would boldly
seek, gain, and exercise quasi-wartime powers triggered solely by their declara-
tion of a national emergency, even when the country was not at war, thereby
cloaking their crimes with a mantle of pseudolegal legitimacy. Owing to the
consolidation of the various war-spawned assaults on liberty, now codified in
the National Emergencies Act (1976) and the International Emergency Eco-
nomic Powers Act (1977), nearly all economic liberties in this country exist at
the sufferance of the president. If he decides to take over the economy, he pos-
sesses ample statutory power to do so.

Perhaps equally disastrous in their implications for the future were the
war’s ideological legacies. Because wartime economic-management schemes
did not have much time to operate during the short U.S. engagement as an
active belligerent, they could not reveal fully how badly they were working.
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When the war ended, their managers, not surprisingly, announced that the
programs had been splendid successes, critically important in equipping the
Allies to defeat the Hun. Bernard M. Baruch, the chairman of the War In-
dustries Board and a wealthy gray eminence for a large stable of Democratic
politicians, did much to promote this myth and to attain its incorporation into
received wisdom. Moreover, the hordes of businessmen who had played roles
in the government’s wartime economic planning emerged from the experience
with, as a contemporary writer described it, “a sort of intellectual contempt [for]
the huge hit-and-miss confusion of peace-time industry ... [and with] dreams
of an ordered economic world” (Clarkson 1923, 312). In other words, they came
away from the war with a bad case of what F. A. Hayek (1989) famously called
“the fatal conceit,” the fallacious idea that central planners can produce a better
social outcome than can the free market. These same misguided men would
reappear in later crises to perpetrate additional assaults on liberty.

WORLD WAR II

The Big One took a far greater human toll on Americans than had the previous
world war. The 405,399 deaths loomed largest, for the deceased themselves and
for all those who knew and cared about them as individuals. The number of se-
riously wounded amounted to 670,846, many of them suffering total disability
for life (casualty data from U.S. Bureau of the Census 1975, 1140).

Approximately 25-30 percent of the casualties were psychological cases—
victims of “combat fatigue,” as it was dubbed this time around. In the fighting
at Okinawa, for example, American mental casualties accumulated to 26,221
out of the total of 65,641 dead and wounded (Adams 1994, 95). In the entire
war, more than a million men “suffered psychiatric symptoms serious enough
to debilitate them for some period” (Roeder 1993, 16), and “by V-] Day, 504,000
Americans soldiers, enough for so divisions, had been lost to emotional col-
lapse” (Shapiro 1998). Some were psychologically disturbed for life. Others,
seemingly having gone back to normal, endured mental tics and phobias for the
rest of their lives, often treating their conditions with copious doses of alcohol
or narcotics. Approximately 75,000 men were listed as missing in action. Most
of them, says historian Michael Adams, “had been blown into vapor” (1994,
105).

So repulsive were the sights, sounds, and smells of actual combat that the
government heavily censored what the folks at home were permitted to see or
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hear of them. If many of the soldiers, sailors, and airmen ultimately came home
and appeared fairly normal, chances are that they were among the great ma-
jority who, though serving in the armed forces, never got very close to harm’s
way or stayed there for long—Ilaborers, clerks, technicians, mechanics, trainers,
supply troops, and millions of others who constituted the big “tail” behind
the relatively small fighting “tooth.” A minority of the men, most prominently
the infantrymen and in a different way the bomber crews over Europe, bore
the brunt of the sustained horror and paid the most awful price. Recognizing
their position as sacrificial lambs, condemned to remain at terrible risk until
they were killed or seriously wounded, or until the war ended, the infantrymen
came to despise their numerous comrades who stayed safely behind the lines as
well as the people who remained back home in a regular job.

On the home front, with World War I already in the books, the men who
ran the political economy during World War II could not do much that was
genuinely original, but they did almost everything on a vastly greater scale. The
Wilson administration had built up military and naval forces of some 4 mil-
lion men, including 2.7 million draftees, by the end of 1918. Roosevelt and his
lieutenants commanded more than 12 million in 1945 and during the course of
the war drafted some 10 million of the 16 million who served at some point. In
prosecuting the war, the government spent approximately ten times more than
it had spent on World War I, and it imposed much more comprehensive and
longer-lasting economic controls.®

Federal outlays increased from $9.5 billion in fiscal year 1940 to $92.7 bil-
lion in fiscal year 1945, at which time they amounted to almost 44 percent of of-
ficially measured gross national product (GNP). To get the wherewithal for this
huge gush of spending, the government proceeded, as it had during 1917 and
1918, to impose new taxes, to increase the rates of existing taxes, and to lower
the income thresholds above which people were required to pay income taxes.
Annual excise tax revenue more than tripled between 1940 and 1945. Employ-
ment tax revenue more than doubled. The major sources of increased tax rev-
enue, however, were individual and corporate income taxes. The latter zoomed
from s1.0 billion in 1940 to $16.4 billion in 1945, the greater part of that sum
representing an “excess-profits” tax, and the former jumped from s1.1 billion to
more than $18.4 billion. Before the war, fewer than 15 million individuals had
to file an income tax return; in 1945, approximately so million had to do so. Not
only did most income earners have to pay, but they also had to pay at much
higher rates: the bottom bracket rose from 4.4 percent on income in excess of
$4,000 in 1940, to 23 percent on income in excess of $2,000 in 194s. The top rate
became virtually confiscatory: 94 percent on income in excess of $200,000. In
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one mighty wartime push, the government had completed the transformation
of the income tax from a “class tax” to a “mass tax,” which it would remain ever
afterward. Moreover, payroll withholding of income taxes, which the govern-
ment imposed midway through the war, also remained an essential component
of the great federal revenue-reaping machine. Notwithstanding the stupendous
increase in taxation, the government’s tax revenues amounted to less than half
of its outlays, and it had to borrow the rest (with essential assistance from Fed-
eral Reserve System officials, who conducted monetary policies so as to place a
floor under government bond prices and hence a ceiling on interest rates). As a
result, the national debt swelled from $54 billion in 1940 to $260 billion in 1945.

Entire volumes would be required just to summarize all the economic con-
trols the government imposed: price, wage, and rent controls; materials alloca-
tions; shutdown orders, some of which applied to entire industries (e.g., civil-
ian automobile production, gold mining); employment controls; allocations of
transportation services; rationing of many consumer goods (e.g., shoes, cloth-
ing, meats, fats, canned goods, gasoline, tires); consumer credit controls; and
countless others.

Vastly more outrageous than any economic control was the forced reloca-
tion of more than 110,000 persons of Japanese ancestry, two-thirds of them
U.S. citizens, who were herded at gunpoint from their homes in the coastal
regions of California, Oregon, and Washington into camps in desolate areas of
the West, surrounded by barbed wire and guarded by armed troops. Although
not one of these people received due process of law, the Supreme Court, domi-
nated at that time by justices who saw no limits to FDR’s war powers, could
find nothing unconstitutional in the government’s actions.

Nor could the justices bring themselves to strike down any of the govern-
ment’s arbitrary and capricious economic regulations. Of course, with the prec-
edent of World War I decisions in its hip pocket, the Court had no interest in
hearing constitutional challenges to military conscription. This judicial stance
was more than convenient for the government because, as Justice Hugo Black
wrote, employing the logic that would guide the Court throughout the war,
“Congress can draft men for battle service. Its power to draft business organi-
zation to support the fighting men who risk their lives can be no less” (United
States v. Bethlehem Steel Corp., 315 U.S. 289 [1942] at 305). As presidential pow-
ers rose to unprecedented heights, Roosevelt’s appointees on the Court nodded
approvingly.

Perhaps even more consequential than the war’s constitutional legacies
were its effects on the country’s dominant ideology. As World War I had done,
only more so, the Big One produced a prominent move toward acquiescence
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in and often affirmative demand for collectivism. Not only did the masses
now look more expectantly to the federal government for salvation from life’s
troubles, large and small, but the leadership of the business class also came
finally to make a complete peace with the government it had long seen as a
nuisance and a menace. The war brought not only countless regulations and
demands for reports in octuplicate to the government’s control agencies, but
also a deluge of government contracts, the fulfillment of which earned the typi-
cal contractor extraordinary profits with little or no risk (Higgs 2006b, s54).
Thousands of leading businessmen had served in the government as dollar-a-
year men. From this experience they took away not so much a lesson in the
ponderous irrationalities of government bureaucratic action as an appreciation
that government can provide a bottomless reservoir of subsidies, cozy deals,
and other benefits. The experience, wrote Calvin Hoover, “conditioned them to
accept a degree of governmental intervention and control after the war which
they had deeply resented prior to it” (1959, 212). In short, the war had broken
them to the yoke, either coercing them or co-opting them to comply with the
government’s schemes—indeed, holding out the prospect that they might have
a hand in guiding those schemes if they behaved themselves. The old business-
class hostility toward government eventually faded into a pale semblance of its
former self. As Herbert Stein commented in the 1980s, after having observed
the process at close quarters for nearly halfa century, businessmen “had learned
to live with and accept most of the regulations.” Disturbed only by new and
unfamiliar regulations, “they regard the regulations they are used to as being
freedom” (1984, 84).

WAR IS THE MOTHER OF TYRANNY

Stein’s comment, which might aptly be applied far more generally, captures
the essence of how the American people transformed their society from one in
which, circa 1910, people enjoyed a great many freedoms to one in which, circa
1950, they had lost many of their former freedoms, perhaps irretrievably. Noth-
ing propelled that process more powerfully than the two world wars—along
with the New Deal, of course, but that crisis response itself involved little more
than the revitalization, expansion, and elaboration of measures first taken dur-
ing World War I and so must be understood as causally linked to the nation’s
participation in that war. The upshot in all cases is that whenever the govern-
ment went to war, whether the war was real or metaphorical, it went to war
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against the liberties of its own citizens.

Of course, it invariably justified these assaults on liberty by characterizing
them as necessary and merely temporary means of preserving the people’s liber-
ties in the longer run—in General George C. Marshall’s words, making “sac-
rifices today in order that we may enjoy security and peace tomorrow” (qtd. in
Neumann 1953, 549).7 The claim was either a mistake or a lie, however, because
the U.S. government did not need to go to war, not even in the world wars,
to preserve its people’s essential liberties and their way of life. Neither Kaiser
Wilhelm’s forces nor Hitler’s—and certainly not Japan’s—had the capacity to
deprive Americans of their liberties, to “take over the country,” to “destroy our
way of life,” or to do anything of the sort. This country has always contained
persecuted minorities, and it still does, but since 1789 the only government on
earth that has had the power to crush the American people’s liberties across the
board has been the government of the United States.

U.S. participation in World War I was the classic instance of self-interested
elites’ whipping up a war and a megalomaniacal president’s carrying it into ef-
fect. As Walter Karp (1979) and other historians have shown, the upper-crust,
Anglophile, northeastern movers and shakers—leading figures in what Murray
Rothbard dubbed the Morgan ambit—maneuvered the psychically twisted,
would-be world saver Woodrow Wilson into seeking U.S. entry into the war.
Wilson, in turn, on completely spurious grounds, stampeded the overwhelm-
ingly opposed populace into the war against their better judgment. Once war
had been declared, the government used a combination of relentless propagan-
da and Draconian coercive measures to beat down active opponents and to stir
up a generalized frenzy of chauvinism—One Hundred Percent Americanism,
as its devotees called it.

Within a few years, most people came back to their senses, but by then the
harm had been done. U.S. participation in the war brought about many inaus-
picious, irreversible, politicoeconomic developments within the United States.
More important, it contributed decisively to the creation of a worldwide com-
plex of interrelated ethnic, political, and economic disequilibria whose resolu-
tion would entail many of the great horrors of the following century, including
World War II, communism’s geopolitical triumphs, the Cold War, and endless
troubles in the Middle East (Fromkin 1989; Fleming 2003; Powell 2005). So
visible were the war’s poisonous fruits that soon after it ended, most Americans
vowed they would never take part in such an idiotic and destructive escapade
again. Unfortunately, within a generation they permitted themselves to be
lured into an even more horrific charnel house.

Roosevelt idolaters and the jingoes of all parties have always maintained
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that the United States went to war altruistically to save the Jews of Europe from
the monster Hitler and to stop Japan’s horrible aggression in East Asia, espe-
cially in China. A fair reading of the evidence supports neither claim.

As for the European Jews, the U.S. government did not go to war to save
them; once in the war, it did not conduct its military operations in a manner
designed to save them, and, most important, it did not actually save them. Ap-
proximately 80 percent of them were killed (Holocaust historian Raul Hilberg’s
estimate cited in Russett 1972, 42).

The U.S. government can claim some credit for stopping Japan’s aggres-
sion against the Chinese, of course, owing to its defeat and occupation of Ja-
pan, even though the same result might well have been achieved by peaceful
means: “in the year before Pearl Harbor the Japanese were willing to abandon
their expansionist program if they could be provided some face-saving formula,
but this the United States persistently refused to grant” (Chamberlin 1953, 516).
In any event, however, one must bear in mind what came next. With Japan no
longer acting as a powerful counterforce to the Chinese and Russian Commu-
nists in East Asia, the North Koreans and the Chinese soon fell victim to Com-
munist totalitarianism—a far worse fate than integration into Japan’s Greater
East Asia Co-Prosperity Sphere would have been.

As for the idea that Japan launched an unprovoked “sneak attack” on the
United States and thereby “started the war,” I can only say that anyone who
believes this simplistic contention needs to learn more about the Roosevelt
administration’s actions in the years leading up to the Japanese attack. Long
before the bombs and torpedoes rained down on the Pacific fleet conveniently
concentrated at Pearl Harbor, the United States had become an active, if un-
declared, belligerent against Germany, cooperating closely with and providing
vital supplies to the British, the French (until late June 1940), and the Soviets
(after late June 1941).

Moreover, the Roosevelt administration had imposed a series of increas-
ingly stringent economic and financial sanctions on Japan, culminating in
joint U.S.-British-Dutch economic embargoes that placed a strangle hold on
the natural-resource-deficient Japanese economy. Finally, the U.S. government
presented an unnecessary and completely unacceptable ultimatum that “called
for complete Japanese withdrawal from China and Indochina, for Japan to sup-
port only the Nationalist government of China, with which it had been in con-
flict for four years, and to interpret its pledges under the Tripartite [Germany,
Italy, and Japan] Pact and the [Cordell] Hull program so that Japan would
be bound to peace in the Pacific and to noninterference in Europe, while the
United States should be free to intervene in Europe” (Morgenstern 1953, 346).
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By these measures, among many others, the U.S. government provoked (and,
having broken the Japanese diplomatic and naval communication codes, knew
full well that it was provoking) the desperate Japanese to attack U.S.-controlled
islands in the Pacific as well as the Asian colonies of Roosevelt’s European co-
conspirators in these hostile actions."®

Whether the U.S. government’s publicly pronounced rationales for enter-
ing the wars should be viewed as self-serving falsechoods or as mere mistakes,
however, the ultimate outcome of waging the wars was the same. As William
Graham Sumner wisely wrote, “It is not possible to experiment with a society
and just drop the experiment whenever we choose. The experiment enters into
the life of the society and never can be got out again” (1934, 2:473). Thus, al-
though the wars eventually ended, society never reverted to the status quo ante
bellum. Every year, on Veterans Day, orators declare that our leaders have gone
to war to preserve our freedoms and have done so with glorious success, but the
truth is just the opposite. In ways big and small, direct and indirect, crude and
subtle, war—the quintessential government activity—has been the mother’s
milk for the nourishment of a growing tyranny in this country, and it remains
so today.

NOTES

1. Speech is available at http://www.whitehouse.gov/news/releases/2006/01/20060131-10.
heml.

2. Vice President Henry A. Wallace, characterizing World War I as “a fight between a free
world and a slave world,” declared: “We shall cleanse the plague spot of Europe, which is
Hitler’s Germany, and with it the hellhole of Asia—Japan. No compromise with Satan
is possible.” One ought to bear in mind, however, that Wallace also said, “The object of
this war is to make sure that everybody in the world has the privilege of drinking a quart
of milk a day” (qtd. in Chamberlin 1953, 498—99). Similarly, the Ayatollah Khomeini
declared: “If one allows the infidels to continue playing their role of corrupters on Earth,
their eventual moral punishment will be all the stronger. ... To allow the infidels to stay
alive means to let them do more corrupting. ... War is a blessing for the world and for
every nation. Itis Allah himself who commands men to wage war and kill” (qtd. in Katz
2006).

3. Wilfred Owen, “Dulce et Decorum Est,” written 1917, published posthumously in 1921.
Available at htep://www.warpoetry.co.uk/owenr.html.

Bierce quotation available at http://en.wikiquote.org/wiki/Ambrose_Bierce.
For a thorough debunking of claims for the military necessity of dropping the atomic
bombs, see Raico 2001, 577-86.

6. Strange to say, Chamberlin later became a fanatical Cold Warrior (see Raimondo 2000,
75=76).

7. Factual information about World War I given in this paragraph and the remainder of the
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section are drawn from Higgs 1987, 123—58, and the sources given there, and from Higgs
2005 and the sources given there.

8. Factual information about World War II given in this paragraph and the remainder of
the section are drawn from Higgs 1987, 196—236, and the sources given there, and from
Higgs 2005 and the sources given there.

9. On the occasion of this particular remark, Marshall was speaking specifically in support
of the European Recovery Program, which became known as the Marshall Plan, but the
spirit of his statement animated the justifications advanced for all of the government’s
assaults on the people’s liberties.

10. Historians agree that U.S. cryptographers had indeed already solved the Japanese diplo-
matic code. For extensive evidence that they had also solved the Japanese naval code well
before the attack on Pearl Harbor, see Stinnett 2000.
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Government and the Economy in the

United States Since World War 11

When World War IT ended in the late summer of 1945, the United
States entered a new era in its economic and political history. During the pre-
ceding sixteen years, the American people had endured twelve years of eco-
nomic depression, then four years of wartime economic privation and regimen-
tation. Those sixteen years had composed a seemingly endless era of national
emergency, to which governments at all levels, but most strikingly at the federal
level, had responded in unprecedented ways. Consequently, as the postwar era
began, the size, scope, and power of governments in the United States greatly
exceeded their magnitudes in the “good old days” before the onset on the De-
pression. Although some emergency measures had already been terminated or
soon would be, many persisted, sometimes under a new name or lodged in a
different agency. In countless ways, an era of permanent Big Government had
arrived.

Nowhere was the role of government magnified more than in international
affairs. The United States had traditionally pursued a relatively modest foreign
policy, complying for the most part with Washington and Jefferson’s advice to
steer clear of entangling alliances and especially of the endless quarrels among
the great European powers. The United States had gained overseas colonies
during the Spanish-American War and then fought a brutal war against Fili-
pino insurgents, and Woodrow Wilson’s intervention in World War I had con-
stituted a highly significant deviation from the country’s traditional foreign
policy. Nevertheless, on the eve of World War II the great majority of Ameri-
cans favored a policy of neutrality, peaceful commerce with all nations, and
avoidance of military interventions abroad. Engagement in the war, however,
shattered the old convictions and arrangements irreparably.

The United States emerged from World War II as the world’s richest and
most militarily powerful country, and its leaders immediately decided to fol-
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low a long-term policy of global military engagement in pursuit of perceived
“national security.” In 1947, President Harry S Truman declared what would
become known as the Truman Doctrine, an open-ended pledge to assist virtu-
ally any government threatened by Communists, whether from within or with-
out. To secure the U.S. position in Europe, the U.S. government devised the
Marshall Plan and entered into the North Atlantic Treaty, the first formal U.S.
alliance since the one with France during the American Revolution. In 1948 the
Berlin crisis; in 1949 the Communist victory in China, the Soviet nuclear test,
and the establishment of the North Atlantic Treaty Organization (NATO);
and in 1950 the outbreak of the Korean War—all tipped the balance perma-
nently in favor of a policy of active global containment and deterrence of the
USSR. Henceforth, for the next four decades, there would be no distinct peace-
time and wartime, but instead a continuing Cold War punctuated by episodes
of all-too—hot conflict in Korea, in Vietnam, and, on a smaller scale, in many
other places. The end of the Cold War did nothing to alter the broad contours
of U.S. foreign policy, which continued to favor global interventionism and,
most recently, has been broadened even further by the concept of preventive
war and the commitment to a “global war on terror,” accompanied by U.S.
invasions and occupations of Afghanistan and Iraq and much saber rattling
against those who are “not with us” (Higgs 2005b). Maintenance of the post-
war warfare state has had tremendous repercussions on all aspects of American
life—economic, political, social, and cultural (Sherry 1995; Leebaert 2002).

The postwar U.S. government, paralleling its vastly enlarged tasks as an
international power wielder, inherited from the New Deal and the wartime
command economy a panoply of greatly expanded activities at home, especial-
ly in managing the domestic economy. Formalizing acceptance of its newly
embraced role as permanent economic overseer, the government enacted the
Employment Act of 1946, which declared “that it is the continuing policy and
responsibility of the Federal Government to use all practicable means ... to
promote maximum employment, production, and purchasing power” (“Em-
ployment Act of 1946,” s14-15). Thus did the federal government undertake as a
permanent policy the prevention of macroeconomic malfunctions such as the
Great Depression. Henceforth, “doing something” would be official policy,
although the precise nature of the “something” would vary with political cir-
cumstances and calculations. The chosen action would often entail spending
huge sums of money, which the government would obtain by continuing to
operate the “mass tax” system created to secure funds during the war (Higgs
1987, 229—31; Twight 2002, 87-131) and by resorting to chronic borrowing of
enormous amounts.
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In the postwar era, the Constitution no longer served as it once had to
constrain the public’s hunger for the redistribution of income and wealth or
the politicians’ ambitions for power. As constitutional scholar Edward S. Cor-
win wrote, the country for the first time in U.S. history did not return to a
“peacetime Constitution” after the war. The Supreme Court’s decisions during
the war had embedded even deeper in the U.S. system of government the revo-
lutionary changes first validated during the late 1930s. Corwin noted that the
Court’s wartime pronouncements brought into greater prominence all of the
following:

(1) the attribution to Congress of a legislative power of indefinite scope;
(2) the attribution to the President of the power and duty to stimu-
late constantly the positive exercise of this indefinite power for en-
larged social objectives; (3) the right of Congress to delegate its powers
ad libitum to the President for the achievement of such enlarged social
objectives...; (4) the attribution to the President of a broad preroga-
tive in the meeting of “emergencies” defined by himself and in the cre-
ation of executive agencies to assist him; (5) a progressively expanding
replacement of the judicial process by the administrative process in the
enforcement of the law—sometimes even of constitutional law. (1947,

179).

Thus, in the postwar era, the traditional system of constitutional checks and
balances served far less to restrain the growth of government than it had during
the first century and a half of U.S. history.

These constitutional changes reflected dramatic ideological changes
brought about during the period of recurrent national emergencies (1914—4s).
Amid the storms of two world wars and a deep, lengthy depression, long-stand-
ing beliefs in individual responsibility and free markets had lost much ground.
In their stead, people had embraced a faith in the government’s capacity to pro-
vide security, not only against foreign threats but also against workaday eco-
nomic hazards, such as unemployment or low earnings during the working-age
years and insufficient income during old age. With the passage of time, Ameri-
cans would look to government for more and more sorts of security—protec-
tion from the risk of workplace accidents, from race or sex discrimination, from
the adverse side effects of drugs, from environmental pollution, and so on (see
Twight 2002; and for many details and intelligent discussion of the dominant,
security-obsessed ideology of the postwar era, see McClosky and Zaller 1984,
Page and Shapiro 1992).
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With the public clamoring for governmentally guaranteed security in all
areas of life and with neither the dominant ideology nor the Constitution serv-
ing to constrain the growth of government, the political system opened wide
to all those capable of organizing to express their special-interest demands.
More and more previously unorganized groups formed political organizations,
movements, and coalitions. Eventually almost every cause or group, except in-
dividual taxpayers and consumers in general, had a voice in the state capitals
and Washington, D.C., demanding largess, subsidies, privileges, insurance
coverage, bailouts, protections from competition, and other favors. Legislators
were happy to trade such favors for votes; politicians who declined to do so lost
out in the political competition to those who would. This system of interest-
group liberalism—known also as social democracy, democratic socialism, or
participatory fascism—naturally fostered a continuous growth of government
in many different dimensions.

THE WARFARE STATE

From 1950 to the late 1960s, the dominant Cold War ideology and a biparti-
san consensus on defense and foreign policy, focused on global containment of
communism and deterrence of a Soviet attack on the United States or its allies,
gave nearly unchallenged support to the unprecedented allocation of resources
to the “peacetime” military establishment (Neu 1987, 91—92, 100—101; Rock-
man 1987, 18, 28—29).! Though weakened under the strains of the Vietnam War
controversy and its political aftermath, both the ideology and the consensus
persisted, but was now subject to considerable fraternal squabbling, notably
in Congress (Ambrose 1985, 221—22 and passim). President Ronald Reagan’s
rhetorical hostility toward the Soviet Union’s “evil empire” and the hawkish
posture of his administration, especially during the first term, gave renewed
luster to the tarnished Cold War ideology and preserved its vitality until the
USSR left the scene.

The ideological climate was important, indeed essential, in maintaining
high levels of resource allocation for defense, but it was not sufficient. Ordinary
citizens, almost none of whom had any direct contact with Communists men-
acing the United States, easily came to suspect that maintaining the nation’s
security did not require such vast expenditures and that military interests,
especially the uniformed services and the big weapons contractors, were us-
ing bogus threats as a pretext for siphoning off the taxpayers’ money. Frequent
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newspaper and television reports of waste, fraud, mismanagement, and bribery
fostered the public’s tendency, absent a crisis, to doubt what the defense author-
ities said. The underlying Cold War ideology, however, created the potential for
political leaders periodically to arouse the public’s slumbering apprehensions.

Episodic crises offset the tendency of the background threat to lose its po-
tency in sustaining public support for high levels of military spending. Some
crises delivered themselves—for example, when the North Koreans crossed the
thirty-eighth parallel in 1950 and when the Soviets invaded Afghanistan at the
end of 1979—but ordinarily world events did not present such clear-cut cases,
and the national-security managers had to take matters into their own hands.

Accordingly, the authorities alerted the public to a series of ominous “gaps”
(Weiner 1990, 19—45). Just after World War II, U.S. leaders exaggerated Soviet
force levels and offensive capabilities (Kolodziej 1966, 77). Then came a bomber
gap in the mid-1950s and a missile gap between 1958 and 1961, followed within
a few years by an antimissile gap and a first-strike missile gap. All were revealed
in due course to have been false alarms. Meanwhile, the American people re-
ceived an almost wholly fictitious account of an incident in the Gulf of Tonkin
in 1964, after which Congress gave its blessing to what soon became a major
war (Page and Shapiro 1992, 227—28). Subsequent gaps were alleged with regard
to bombers (again), thermonuclear megatonnage, antisubmarine capabilities,
and missile throw weights. An influential group of Republican hawks, calling
themselves the Committee on the Present Danger, declared the 1970s to have
been a “decade of neglect” that opened a dangerous “window of vulnerability.”
According to Secretary of Defense Caspar Weinberger, an “enormous gap” had
“emerged since 1970 between the level of Soviet defense activities and our own,”
though fortunately the Reagan administration was “manag[ing] to close much
of this gap” (1987, 17). Economist Franklyn D. Holzman has argued that the
alleged defense spending gap of the 1970s was illusory, the product of faulty
methods of estimation whose adoption represented a “deliberate attempt [by
the Central Intelligence Agency, the Defense Intelligence Agency, and possibly
the administration] to mislead our policy makers and the public” (1992, 34).
Still, as the Cold War passed through its twilight years, government officials
warned that the country faced a Star Wars gap that could be closed only by
spending vast amounts of money.

Although not every gap scare led directly to a corresponding U.S. response,
the drumbeat succession of such episodes helped to sustain an atmosphere of
tension and insecurity that fostered the maintenance of an enormous ongoing
arms program. Claims about gaps placed the burden of argument on relatively
ill-informed opponents of military spending who were already vulnerable to
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charges of insufficiently robust patriotism or even worse transgressions. Dur-
ing the Cold War, the government adopted a rigorous cult of secrecy. Although
some secrecy served a legitimate military purpose, much of it merely protected
U.S. policy makers from the public whose interest they ostensibly served. As
one analyst observed, “[W]hat no one knows, no one can criticize” (Sapolsky
1987, 122). When the government released information, it did so in a way that
served its own interests and embarrassed its critics (Page and Shapiro 1992, 172~
284, 367—72).

When the national-security elite lacked persuasive strategic rationales to
present to the public, they could only draw on the pool of patriotism, but that
pool was not a bottomless reservoir, and without replenishment in a form that
the public could imbibe, it tended to run dry. As the balance of public opinion
became strongly negative, that dissatisfaction worked its way through political
processes, reaching both Congress and the administration, to affect the alloca-
tion of resources to the military establishment (Higgs and Kilduff 1993). Such
negative feedback occurred strongly during the latter stages of both the Korean
War and the Vietnam War. The drawn out, inconclusive character of the U.S.
occupation of Afghanistan and especially of Iraq has elicited a typical decay of
public support for continuation of these ill-fated adventures, but the George
W. Bush administration has chosen so far (as of December 2006) to pronounce
that all will be well if only the American people will “stay the course” (Higgs
2006b).

The biggest problem for the defense authorities has arisen from that inevi-
table duo, death and taxes—the most evident manifestations of the costs of ex-
tensive commitments of resources to military purposes. Of the two, death is the
more important. John Mueller fitted statistical models to public-opinion data
gathered during the Korean War and the Vietnam War and found that in both
cases “every time American casualties increased by a factor of 10, support for
the war dropped by about 15 percentage points” in the polls (1973, 60—61). R. B.
Smith reported public-opinion data showing that “complaints about taxes were
high during the two limited wars and increased as the wars progressed” (1971,
250). Discontent with U.S. engagement in the Asian wars fostered Dwight D.
Eisenhower’s electoral victory in 1952 and led to Lyndon B. Johnson’s decision
not to seek reelection in 1968.

Immediately after World War II, military spending fell sharply: in infla-
tion-adjusted dollars, it dropped by nearly 9o percent between fiscal years 1945
and 1948, after which it rebounded substantially, rising by almost so percent
during the next two years as the Truman administration sought to rebuild
the military establishment in order to back up its foreign policy of resisting
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and containing the USSR and its satellites on a global scale (see table 7.1). A
far greater change occurred, however, after the outbreak of the Korean War:
real defense outlays jumped by 220 percent between fiscal years 1950 and 1953.
The bulk of that increase, though, went not to fight the war in Korea, but to
strengthen overall U.S. forces and to deploy many of them around the world,
especially in western Europe and Japan. Although military spending shrank
somewhat after the 1953 armistice in Korea, it remained thereafter much great-
er—Dby some 200 percent—than during the late 1940s.

Atop the permanent Cold War plateau of military spending, three distinct
upsurges came and went. During the early years of the twenty-first century, a
fourth upsurge began whose peak, at the time of this writing, remains impossi-
ble to forecast, although the real dollar increase of nearly so percent during the
five years from fiscal 2001 to 2006 approaches the Carter-Reagan increase of
nearly 6o percent during the eleven fiscal years from 1978 to 1989. The upsurge
of the early 1950s was the biggest in either percentage terms or relative to the
size of the federal budget or the overall economy (see table 7.1). The Vietnam
War brought about an upsurge of 44 percent between fiscal years 1965 and 1968.
After each upsurge, spending fell back toward or even slightly below the level
of the Cold War plateau. In fiscal year 2001, a decade after the breakup of the
USSR, however, real military outlays were as great as they had been during the
height of the Cold War in the late 1950s and early 1960s, even though the Unit-
ed States no longer had any current or potential military rival in sight (Higgs
2001). U.S. invasions of Afghanistan in 2001 and Iraq in 2003, followed by
military occupation and ongoing combat operations against resistance forces in
those countries, have fostered greatly increased arms spending. Owing to the
upsurge after 2001, real national defense outlays in fiscal year 2007 will exceed
those of any other year since World War II.

The immense military spending during the sixty years after World War II
has fostered the operation of a new politicoeconomic arrangement, which as-
sumed its modern form during the early 1940s (see Higgs 1993), the military-in-
dustrial-congressional complex. Before leaving the presidency in 1961, Dwight
D. Eisenhower warned in his farewell speech to the American people against
“the military-industrial complex,” which he characterized as the “conjunction
of an immense military establishment and a large arms industry” and whose
influence, he feared, posed dangers to “our liberties or democratic processes”
(Eisenhower [1961] 1973, 653). Beginning in the 1960s and gaining impetus dur-
ing the 1970s and 1980s, congressional involvement in the details of the opera-
tions of this complex grew ever greater, as members of Congress sought to turn
military-industrial funding and operations to their own political advantage
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Table 7.1 National Defense Outlays, Fiscal Years 1945-2006

Fiscal Year National Defense Percent of Percent of All Net Percent of
Outlays Federal Budget Government GDP
(Billions of FY 2000 Budgets

Dollars)
1945 775 89.5 82.1 37.5
1946 406 77.3 65.2 19.2
1947 113 37.1 27.3 5.5
1948 87 30.6 19.9 3.5
1949 124 339 23.0 4.8
1950 130 32.2 21.8 5.0
1951 212 51.8 34.8 7.4
1952 397 68.1 50.5 13.2
1953 416 69.4 52.2 14.2
1954 382 69.5 50.0 13.1
1955 320 62.4 43.2 10.8
1056 298 60.2 41.0 10.0
1957 304 59.3 40.2 10.1
1958 300 56.8 38.3 10.2
1959 298 53.2 36.4 10.0
1960 300 52.2 35.1 9.3
1961 302 50.8 33.8 9.4
1962 316 49.0 329 9.2
1963 309 48.0 32.0 8.9
1964 315 46.2 30.8 8.5
1965 292 42.8 27.8 7.4
1966 323 43.2 28.4 7.7
1967 383 45.4 30.3 8.8
1968 420 46.0 31.3 9.4
1969 400 44.9 29.4 8.7

1970 375 41.8 27.0 8.1
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Fiscal Year National Defense Percent of Percent of All Net Percent of
Outlays Federal Budget Government GDP
(Billions of FY 2000 Budgets

Dollars)
1971 341 37.5 23.7 7.3
1972 310 34.3 21.7 6.7
1973 279 31.2 19.9 5.8
1974 267 29.5 18.7 5.5
1975 263 26.0 16.9 5.5
1976 253 24.1 15.7 5.2
1977 251 23.8 15.8 4.9
1978 251 22.8 15.4 4.7
1979 257 23.1 15.5 4.6
1980 267 22.7 15.4 4.9
1981 282 23.2 15.9 5.1
1982 307 24.8 16.9 5.7
1983 331 26.0 17.8 6.1
1984 334 26.7 18.1 5.9
1985 357 26.7 18.1 6.1
1986 381 27.6 18.4 6.2
1987 387 28.1 18.2 6.1
1988 393 27.3 17.6 5.8
1989 399 26.5 17.0 5.6
1990 383 23.9 15.3 5.2
1991 334 20.6 13.2 4.6
1992 354 21.6 13.7 4.8
1993 340 20.7 13.0 4.4
1994 323 19.3 12.1 4.0
1995 306 17.9 11.1 3.7
1996 289 17.0 10.5 3.5
1997 288 16.9 10.3 3.3
1998 283 16.2 9.9 3.1
1999 284 16.2 9.7 3.0

2000 295 16.5 9.8 3.0
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Fiscal Year National Defense Percent of Percent of All Net Percent of
Outlays Federal Budget Government GDP
(Billions of FY 2000 Budgets
Dollars)
2001 298 16.4 9.6 3.0
2002 329 17.3 10.3 3.4
2003 365 18.7 11.3 3.7
2004 397 19.9 12.0 3.9
2005 420 20.0 12.2 4.0
2006 443 19.8 12.3 4.1

SOURCE: U.S. Department of Defense, Office of the Under Secretary of Defense (Comptroller) 2006,
206-7, 216—17

(Higgs 1989, 31)—hence the congressional component of the military-industri-
al-congressional complex.

Besides funding gigantic military-industrial operations, the government
also funded for military purposes a huge part of the most advanced scientif-
ic and technological research and development in the postwar United States,
which led Eisenhower to warn also against the “danger that public policy could
itself become the captive of a scientific-technological elite” (Eisenhower [1961]
1973, 654; for data and an astute analysis, see Butos and McQuade 2006). To
some extent, all of Eisenhower’s fears proved justified, although historians and
other observers continue to debate the extent to which, and the precise man-
ner in which, the nation’s permanent military mobilization shaped its social,
political, technological, and economic institutions and conduct (Sherry 1995;
Friedberg 2000; Leebaert 2002; Higgs 2006a). No one can deny, however, the
vast repercussions of such militarily motivated enactments as the Interstate
Highway Act of 1956, which provided the basic plan for building the National
System of Interstate and Defense Highways (Patterson 1996, 274), and the Na-
tional Defense Education Act of 1958, which gave the federal government an-
other big foot in the door of higher education (Twight 2002, 143—54)—Dboth
following hard on the heel of the first big foot, the GI Bill of 1944, itself a con-
sequence of mass militarization.

Of all the government’s military measures, none loomed larger in its effect
on the American people’s personal liberties than the military draft, a system
of compulsory service employed during both world wars and extended repeat-
edly during the Cold War until the Nixon administration sponsored its ulti-
mate abandonment in 1973. Over the years, millions of young men suffered
involuntary induction into the military services, usually the army, and millions
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of others lived in fear that they might be snared and so often took otherwise
undesirable actions to reduce their risk of conscription, such as relocation to
foreign countries or extended enrollment in college or seminary. Hundreds of
thousands of draftees lost their lives in the U.S. wars of the twentieth century.
Although in most respects the government has grown more powerful and in-
trusive during the postwar era, the abolition of the draft constitutes a tremen-
dous advance of liberty.

THE WELFARE STATE

Despite the widespread belief that prior to the New Deal the United States had
a brutal laissez-faire economy, the roots of the modern welfare state stretch far
back in American history.? Local governments always provided a modicum of
relief for the destitute who had no one to help them. After the War Between the
States, the federal government extended its veterans’ pension system to cover
hundreds of thousands of former Union soldiers and their dependents. In the
early twentieth century, the states adopted workmen’s compensation systems
to insure workers against workplace injuries (Fishback and Kantor 2000), and
almost all states paid stipends to impoverished widows with young children.
These “mother’s pensions” merged into Aid to Dependent Children (later
called Aid to Families with Dependent Children, or simply “welfare”) when
the Social Security Act became law in 1935. That landmark federal statute also
provided government assistance to the blind and the aged poor; state admin-
istered unemployment insurance (subject to federal requirements); and old-
age and (after a 1939 amendment) survivors pensions. So, by the beginning of
the postwar era, the United States already had a fairly well-developed welfare
state, although at that time it served relatively few beneficiaries and cost rela-
tively little—not until 1960 did annual Social Security payments exceed $10
billion (see table 7.2). During the 1950s, 1960s, and 1970s, members of Congress
turned Social Security into a fabulous vote-buying scheme, repeatedly raising
the amounts of existing benefits, expanding the types of benefits (for example,
adding disability insurance in 1956), and easing the eligibility requirements for
receiving benefits. In addition, minimum wages and prescribed working condi-
tions, first provided by permanent federal law in 1938, fleshed out the postwar
welfare state. Much more important, the GI Bill enacted in 1944 provided a
variety of benefits—including educational stipends and loan guarantees for the
purchase of homes, farms, and businesses—to millions of World War II veter-
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ans and set an irresistible precedent for Congress.

The first fifteen years of the postwar era brought relatively few new wel-
fare-state measures, as the country seemed content for the most part to digest
the many legacies of the New Deal and the war, but with the succession of
the ambitious New Dealer Lyndon B. Johnson to the presidency in late 1963,
the drive to expand the welfare state became prominent 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 failures of the market system and ridiculed its defenders. The
public seemed prepared to support new measures to fight the “War on Poverty,”
establish “social justice,” and end racial discrimination—thus making a move
toward the Great Society (Matusow 1984; Higgs 1987, 246—51).

Congress loosed a legislative flood by passing the Civil Rights Act of 1964.
Among other things, this landmark statute set aside long-established rights of
private property and of free association in an attempt to quash racial discrimi-
nation. The ideal of a color-blind society died an early death, however, succeed-
ed within a few years by “affirmative action,” an array of official preferences for
members of designated racial and sex categories enforced by an energetic Equal
Employment Opportunity Commission and sympathetic federal judges (Glaz-
er 1975; Sowell 1984, 38—42). Eventually the antidiscrimination laws seriously
threatened even the basic rights of free speech, a free press, and the practice
of religion long guaranteed by the First Amendment (Bernstein 2003). In the
same spirit, the government also enacted the Equal Pay Act in 1963, ostensibly
guaranteeing women equal pay for equal work, and the Age Discrimination in
Employment Act in 1967, making a similar guarantee to older workers.

Congtess proceeded to pass a variety of statutes that injected the federal
government more deeply into education, job training, housing, and urban re-
development. 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 the stamps, and federal outlays for the program totaled $250 million;
in 1981, 22 million persons received the stamps, and federal outlays for the pro-
gram totaled s11 billion (Browning and Browning 1983, 128). The Community
Action Program aimed to mobilize the poor and to 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
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Table 7.2 Government Expenditures, Total and Selected Components,
Fiscal Years 1948—2005 (billions of current dollars)

Fiscal Total Defense and Federal Payments State and
Year Govt International to Individuals Local from Own
Sources
Social Other (except net
Security and interest)
Medicare

1948 44.0 13.7 0.5 8.5 14.0
1949 55.5 19.2 0.6 9.5 16.5
1950 62.0 18.4 0.7 12.9 19.2
1951 66.4 27.2 1.5 8.8 20.7
1952 90.1 48.8 2.0 8.9 22.2
1953 99.7 54.9 2.6 8.3 233
1954 96.7 50.9 3.3 9.3 25.5
1955 97.6 45.0 4.3 10.0 28.7
1956 102.2 44.9 5.4 9.8 31.1
1957 111.4 48.6 6.5 10.5 34.2
1958 120.8 50.2 8.0 12.9 37.7
1959 134.0 52.2 9.5 13.2 41.0
1960 135.8 51.1 11.4 12.8 42.6
1961 145.1 52.8 12.2 15.3 46.4
1962 157.9 58.0 14.0 14.9 49.8
1963 165.7 58.7 15.5 15.5 53.1
1964 177.7 59.7 16.2 16.0 57.7
1965 181.9 55.9 17.1 16.0 62.3
1966 204.2 63.7 20.3 16.8 68.3
1967 234.2 77.0 24.5 18.7 75.5
1968 263.5 87.2 28.4 21.4 83.9
1969 279.7 87.1 33.0 24.2 94.9
1970 298.3 86.0 36.4 28.4 101.0

1971 325.4 83.0 42.6 38.0 113.8
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Fiscal Total Defense and Federal Payments State and
Year Govt International to Individuals Local from Own
Sources
Social Other (except net
Security and interest)
Medicare
1972 354.1 84.0 47.7 45.3 121.0
1973 376.2 80.8 57.2 47.5 128.2
1974 416.5 85.1 65.7 54.7 146.0
1975 499.9 93.6 77.7 76.2 166.8
1976 556.8 96.1 89.6 91.0 182.6
1977 607.5 103.6 104.5 92.5 194.7
1978 670.6 112.0 116.7 95.0 209.7
1979 738.4 123.8 130.8 103.1 234.6
1980 853.5 146.7 151.0 127.5 265.6
1981 963.8 170.6 179.1 146.1 290.9
1982 1058.0 197.6 203.1 155.3 318.4
1983 1145.9 221.8 224.0 172.9 342.5
1984 1215.6 243.3 237.0 164.8 368.8
1985 1347.4 268.9 256.1 171.9 409.7
1986 1429.3 287.5 270.7 181.2 452.5
1987 1486.6 293.6 285.0 186.9 491.2
1988 1582.2 300.8 302.5 199.0 524.1
1989 1699.4 313.1 324.4 212.8 562.9
1990 1862.1 313.1 353.8 231.8 615.6
1991 1984.0 289.1 380.7 271.2 662.3
1992 2082.9 314.5 414.3 315.3 699.6
1993 2137.4 308.3 444.8 340.0 724.1
1994 2220.7 298.7 476.2 348.4 754.5
1995 2318.3 288.5 510.1 367.1 800.5
1996 2319.0 279.2 538.1 374.5 829.6
1997 2475.5 285.7 569.4 384.2 874.0
1998 2558.7 281.6 586.2 395.3 906.7
1999 2672.1 290.1 595.2 406.2 973.1
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Fiscal Total Defense and Federal Payments State and
Year Govt International to Individuals Local from Own
Sources
Social Other (except net
Security and interest)
Medicare
2000 2834.0 311.7 621.0 433.2 1049.8
2001 2986.9 321.4 666.1 462.0 1121.4
2002 3209.9 370.9 704.6 536.6 1184.8
2003 3410.5 426.1 743.3 588.1 1230.1
2004 3589.5 482.8 787.2 609.8 1274.9

sOURCE: U.s. Office of Management and Budget 2006, 314.

tale Mau-Mauing the Flak Catchers (1970). In 1965, misrepresenting its efforts
as part of the War on Poverty, Congress effected a huge and enduring federal
intrusion into basic public education—traditionally a local government mat-
ter—Dby enacting the Elementary and Secondary Education Act (see Twight
2002, 154—64).

In 1965, Congress added Medicare to the Social Security system, insuring
medical care for everyone older than sixty-five years of age. Simultaneously,
Medicaid, a cooperatively administered and financed (state and federal) pro-
gram, assured medical care for welfare recipients and the medically indigent.
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 Matusow has observed. “Medicare-Medicaid, then, primarily
transferred income from middle-class taxpayers to middle-class health-care
professions” (1984, 231-32).

The federal government’s health programs also turned out to be fiscal time
bombs. Between 1970 and 2005, Medicare outlays (excluding premiums paid
by beneficiaries) increased from 7.1 billion to $336.9 billion and federal Med-
icaid outlays from $2.7 billion to $181.7 billion. Like Social Security’s old-age
pensions, federal health programs grew at a rate that could not be sustained
indefinitely. All federal health programs together consumed 7.1 percent of total
federal outlays (equivalent to 1.4 percent of gross domestic product [GDP]) in
1970 and 24.7 percent of total federal outlays (equivalent to 5.0 percent of GDP)
in 2005 (U.S. Office of Management and Budget 2006, 317). Yet in the face of
that rapid growth and undeterred by massive federal deficits stretching as far
as the eye could see, Congress and President George W. Bush added in 2003
an enormously expensive prescription-drug benefit to the Medicare system, a
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benefit whose cost is certain to exceed even the already huge projected amounts
before long.

Other Great Society measures to protect people from their own incompe-
tenceor folly included the Cigarette Labelingand Advertising Act of 1965, the Fair
Packaging and Labeling Act of 1966, the Child Protection Act of 1966, the Na-
tional Trafficand Motor Vehicle Safety Act of 1966, the Flammable Fabrics Act of
1967, and the Consumer Credit Protection (Truth-in-Lending) Act of1968.

After Richard Nixon became president, highly significant measures con-
tinued to pour forth from the federal government, expanding the welfare state
even further. In this category belong such statutes as the Occupational Safety
and Health Act of 1970, the Consumer Product Safety Act of 1972, the Equal
Employment Opportunity Act of 1972, and the Employee Retirement Income
Security Act of 1974. (Many other new laws, greatly expanding the reach of
federal regulations, are mentioned in the next section.)

Although the growth of the scope of the welfare state slowed after the
mid-1970s, it did not stop, and the Reagan administration certainly did not
reverse it, as conservative Republican legend maintains. More recent statutes
along these lines include the Nutrition Labeling and Education Act of 1990,
the Americans with Disabilities Act of 1990, and the Civil Rights Act of 1991,
among many others. In any event, the existing welfare state has taken on such
vast dimensions that even if no new programs were added, the growing cost
of the existing programs cannot be sustained over the long term. Before long,
something will have to give.

In the mid-1940s, 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.” This protec-
tion, however, costs the public far more than the high taxes required to fund
its provision: “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” ([1945] 1993, 388—89). Just as de Jouvenel foresaw, after World
War II the demand for government protection in the United States rose to new
heights, while the corresponding loss of individual liberties proceeded apace.

REGULATIONS AND SUBSIDIES

Ever since the establishment of the British colonies in North America, govern-
ments here have regulated or subsidized certain economic and social activities
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in various ways and to various degrees, the details differing from place to place
and changing from time to time. In the nineteenth century, nearly all such reg-
ulation and subsidization took place at state and local levels, and governments
at those levels have continued to involve themselves actively right up to the
present day. Only in the late nineteenth century did the federal government be-
gin to intervene in important, enduring ways (aside from the de facto subsidies
associated with tariff protection and sometimes with military procurement).
Thereafter, during “normal” times the federal government gradually added to
the scope of its interventions. Moreover, each great crisis of the first half of the
twentieth century—the two world wars and the Great Depression—became
yet another occasion for abrupt government expansion and intervention. As a
result, by the beginning of the postwar era, federal regulators had entrenched
themselves in agriculture and food processing; banking and finance; corporate
and industrial organization and trade practices; airline, railroad, and highway
transportation; telecommunications and radio broadcasting; oil and gas pro-
duction and distribution; electricity transmission; coal mining; maritime ship-
ping; labor-management relations; pharmaceutical innovation and marketing;
international trade and finance; and many other areas of economic life. One
might have thought that the scope of regulation and subsidization in the late
1940s was more than sufficient in what was still described (incorrectly) as capi-
talism or a market economy, but evidently the politically potent actors thought
otherwise because despite a few significant reversals (most of them in the late
1970s and early 1980s), the scope of regulation and subsidization continued to
grow during the following half-century. Anyone who believes that the current
U.S. economic system is accurately described by the term capitalism or market
system needs to take a closer look at the current Code of Federal Regulations.
After the Korean War began, the federal government reinstituted many
of the same sorts of economic controls it had imposed during World War II—
controls over industrial production, wages, prices, credit, shipping, and the al-
location of raw materials—but this time the controls did not bind as tightly,
apply as comprehensively, or last as long as before. Most of them were permit-
ted to lapse when the war ended in 1953 or even before it ended (Williams 1954,
64—66; Higgs 1987, 244—46), although some, such as the Defense Production
Act of 1950, remained on the statute books as a framework for future mobiliza-
tions (and to facilitate continued subsidies to selected defense contractors).
During the decade coinciding with the presidential terms of Dwight D.
Eisenhower and John F. Kennedy, the United States enjoyed a respite from the
imposition of significant new federal regulations of economic activities. The
next decade, however, coinciding with the presidential terms of Lyndon B.
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Johnson and Richard M. Nixon, brought forth a deluge of new regulations
comparable only to the flood during the heyday of Franklin D. Roosevelt’s
New Deal. Certain elements of this outpouring—new regulations aimed at
stopping discrimination based on race, sex, age, or disability and at protecting
consumers and workers—have been noted already in the preceding section, but
many other elements are notable as well, chief among them being wage-and-
price controls and environmental regulations.

The new era of environmental regulation began with passage of the Na-
tional Environmental Policy Act in 1969—the authority for requiring the
preparation and approval of a detailed “environmental impact statement” for
federal construction projects or private projects subject to any form of federal
permission. The environmental-impact-statement process immediately became
a substantial source of delay, cost escalation, and exasperation for developers.
In 1970, President Nixon created the Environmental Protection Agency (EPA)
to set and enforce environmental standards, consolidating into a single agency
some fifteen different federal programs then dealing with air and water pollu-
tion, waste disposal, and radiation. The EPA acquired sharper teeth from the
enactment of the Clean Air Act Amendments of 1970 (and later amendments as
well); the Water Pollution Control Act of 1972 (and later amendments to it); the
Toxic Substances Control Act of 1976; and the Comprehensive Environmental
Response, Compensation, and Liability Act (often called the Superfund law) of
1980, among other statutes. The EPA quickly became one of the most intrusive
and controversial of all federal regulatory agencies, and it has remained so to
the present day. If big corporations have the Commerce Department and labor
unions have the Labor Department, then environmental organizations have
the EPA. None of these developments took place, of course, without great, on-
going, ideological, political, and legal debate and struggle.

Nixon, by his willingness to sign so many significant regulatory acts, dis-
played his political hallmark: though supposedly a conservative, he was, above
all, an opportunist. Nothing illustrates that opportunism better, however, than
his imposition of mandatory wage-price controls, a definite conservative anath-
ema, in August 1971. Twenty-five years later Herbert Stein, a member and later
chairman of Nixon’s Council of Economic Advisers, characterized the adop-
tion of Nixon’s New Economic Policy, whose centerpiece was the wage-price
controls, as utterly heedless of long-term considerations. Recalling the meet-
ings at which the plan was laid, Stein wrote: “Even after 25 years I am amazed
by how little we looked ahead during that exciting weekend at Camp David,
when we (the president, really) made those big decisions.” Everybody seems to
have assumed without discussion that after a ninety-day wage-and-price freeze,
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the government would somehow ease back to a regime of flexible prices. How-
ever, “[a]s it turned out, we were in the price and wage control business not for
90 days but for nearly 1,000. [Moreover,] [w]e were in the business of control-
ling energy prices for much longer” (Stein 1996; for a full account of this epi-
sode, see Stein 1984, 133—207).

If Nixon could not be bothered to look ahead, he surely had a keen view of,
if not an obsession with, the past. He believed he had lost the presidential elec-
tion in 1960 because Eisenhower’s administration failed to generate favorable
macroeconomic conditions on the eve of the election, and he was determined
not to repeat that mistake in 1972. His calculations and machinations proved
astute, no matter how wrongheaded they were with regard to serving the gen-
eral interest. The public, as always, reacted with great approval to the initial
imposition of wage-price controls, as indicated by favorable opinion polls, by
a soaring stock market, and most of all by Nixon’s landslide reelection. Al-
though Nixon ultimately suffered ignominy when he was driven from office
by hostile reaction to his Watergate gambit, his far more damaging economic
mismanagement, in contrast, never caused him any personal or political harm
whatsoever.

The wage-price controls passed through several phases of greater or lesser
stringency until finally, with relief all around, they were allowed to lapse in
the spring of 1974. While they remained in force, however, they gave rise to
significant distortions in the allocation of resources and hence to economic in-
efficiency. They also created congenial conditions for the adoption of unusually
bad monetary policies by the Federal Reserve System, which produced rates
of inflation not seen since the 1940s and not squeezed back to tolerable levels
until the early 1980s, after the failure of the Carter administration’s sham anti-
inflation program, the so-called wage-price guidelines (see Higgs 1979a, 1979b,
1980, 1981). Of course, the Nixon wage-price controls did not actually prevent
inflation—only changes in the underlying supply of or demand for money can
affect money’s true exchange value—but they did suppress the manifestation of
the actual inflation and produce the politically profitable appearance of tempo-
rary success.

The most important legacy of Nixon’s wage-price controls was the govern-
ment’s energy-price controls and allocations that persisted long after the com-
prehensive price controls expired. When the first energy crisis struck, the ad-
ministration was looking forward to disengagement from its no-longer-useful
price controls, but given the lingering presence of those controls, the Arab oil
embargo and the Organization of Petroleum Exporting Countries price hikes
of late 1973 and early 1974 quickly led in many areas to shortages that were
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rationed for the most part by the customers’ waiting in the infamous gas lines.
The inconvenience and uncertainty proved to be more than the public could
bear and, in William E. Simon’s words, “collective hysteria” arose. “The po-
litical heat was on both Congress and the executive to solve the problem over-
night” (Simon 1979, 54).

To deal with the crisis, the president created by executive order the Federal
Energy Office (which by statute later became the Federal Energy Administra-
tion and later still the Department of Energy) and named Simon to head it.
Overnight, Simon became the “energy czar,” authorized by Nixon “to decide
everything and to decide it rapidly.” The president equated the energy crisis to a
wartime situation and likened Simon’s job to that of Albert Speer, Hitler’s min-
ister of arms and munitions during World War II. Finding the government’s
energy allocation procedures tangled and ineffective, Simon and his assistants
worked frantically for months to channel existing supplies to the areas with
the most desperate shortages. Although some improvements were eventually
made and the gas lines shortened and began to disappear by the spring of 1974,
the whole arrangement remained fundamentally defective. Simon concluded:
“There is nothing like becoming an economic planner oneself to learn what is
desperately, stupidly wrong with such a system” (1979, 50, 55).

The energy situation did not improve as Congress passed ever more com-
plicated energy legislation in the mid-1970s. Another crisis inevitably struck,
and early in 1979 the gas lines reappeared. The Energy Department’s erratic
efforts to fix the problem only made it worse (Chapman 1980; Glasner 198s,
130—37). Only after Ronald Reagan assumed the presidency and scrapped all
oil-price controls was the mess permitted to clean itself up through market pro-
cesses. Even then, however, a complex system of price controls for natural gas
lingered for more than a decade until complete decontrol of wellhead gas prices
took effect at the beginning of 1993, terminating a forty-year experiment in the
federal regulation of natural-gas prices that had produced nothing but mar-
ket distortions and some wholly avoidable energy crises (see Bradley 1995 for
many historical details about and insightful analysis of the energy industries
and their regulation).

Passing along its own parallel track of perceived crises and government
response via the enactment of new and more stringent regulatory statutes, the
Food and Drug Administration (FDA) became steadily more powerful dur-
ing the postwar era, exercising regulatory control over goods that account for
approximately 25 percent of all consumer spending—processed foods, phar-
maceuticals, medical devices, and cosmetics, among other products. Created
in its modern form by a 1938 statute, the agency gained major new powers in
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the aftermath of the thalidomide tragedy by enactment of the so-called Kefau-
ver-Harris Amendments to the Food, Drug, and Cosmetic Act in 1962. These
amendments gave the agency much greater control over drug-testing proce-
dures, and its exercise of these powers slowed down the rate of pharmaceutical
innovation considerably and blocked the marketing of new drugs that might
have saved thousands of lives and alleviated the suffering of millions (see Gier-
inger 1985; Higgs 1994a, 1995, 2004). Despite the devastating results of its ac-
tions, the FDA continued to maintain a sterling public reputation, in no small
part because of its own ceaseless public-relations efforts, along with the courts’
deference to it and an ability to play congressional politics as well as anybody.
It also succeeded in gaining ever more power by lobbying for the enactment of
new legislation (for example, the Medical Device Amendments of 1976 and the
Safe Medical Devices Act of 1990) and by continually “pushing the envelope”
of its existing regulatory authority (Higgs 1995, 2—4). Even when it came under
attack by conservative members of Congress in the mid-1990s, the agency suc-
ceeded in shaping the resulting legislation—the FDA Modernization Act of
1997—so that the bureaucracy lost little, if any, of its essential power over the
many products and activities it regulates.

The FDA’s having to fend off powerful critics in the mid-1990s reminds us
that from time to time the victims of government regulation do rise up against
it, and occasionally they succeed in slaying a dragon. The most notable coun-
terattack occurred in the late 1970s and early 1980s, when a slew of deregulatory
statutes gained enactment. The upshot was the reduction or elimination of
several forms of economic regulation that had been in place since the 1930s or
even longer. In 1978, Congress passed the Airline Deregulation Act, providing
for the gradual deregulation of commercial airlines. In accordance with this
statute, the Civil Aeronautics Board ceased allocating domestic routes in 1981,
stopped regulating fares in 1983, and closed up shop entirely in 1985—an ex-
ceedingly rare occurrence in the world of regulation. Airline passengers gained
major benefits from the board’s disappearance, which opened up competition.
A cluster of statutes between 1976 and 1984 reduced the extent of the govern-
ment’s regulation of transportation by railroads, trucks, and buses, again with
major benefits to consumers. At the end of 1995, the Interstate Commerce
Commission, the oldest independent federal regulatory agency, dating to 1887,
was abolished and its remaining functions transferred to the Surface Transpor-
tation Board in the Department of Transportation. Financial institutions were
partially deregulated in 1980 and 1982, and telecommunications underwent
revolutionary changes when a federal court broke up the Bell Telephone System
in 1984. (For more information on this deregulatory episode, see Weidenbaum
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1986, 178—202.) After the mid-1980s, the deregulatory movement lost its mo-
mentum, and not much significant deregulation occurred during the next two
decades.

The limited and quickly terminated deregulatory episode was an aberra-
tion. Much more notable was the relentless, ongoing flood of regulations—
many of which purport to protect health, enhance safety, or prevent discrimi-
nation—that have poured forth every year on the strength of the multitude
of existing statutes authorizing agencies to impose such rules at all levels of
government. As late as the 1950s, the Federal Register, which publishes the offi-
cial announcements of each year’s new final and proposed rules, contained only
107,000 pages for the entire decade; then the ten-year total jumped to more
than 450,000 pages in the 1970s; it continued to rise each decade thereafter;
and in the early years of the twenty-first century it is running at a rate of more
than 731,000 pages per decade (Crews 2003, 11). Federal regulatory agencies
alone now issue more than four thousand new rules each year (Crews 2003, 12),
and state and local regulators add countless others. An old rule is hardly ever
removed from the books, so the aggregate mass of regulations in effect grows
ever more immense, as even a casual inspection of the Code of Federal Regula-
tions attests.

In countless ways, postwar governments have also actively engaged in dol-
ing out subsidies, some of them direct (for example, cash and in-kind services),
others indirect (for example, tariffs on imported, competing products). Agri-
cultural interests began to reap such subsidies early in the twentieth century
and acquired them whole hog during the latter half of the century. Defense
contractors also gained huge subsidies, often disguised as reimbursed costs in
their supply contracts for military goods and services. Once the federal gov-
ernment got into the business of extending college loans, millions of college
students every year became the beneficiaries of credit extended at below-market
rates of interest. Government loan guarantees likewise effectively subsidized
a multitude of business and household borrowers. The entire real-estate sec-
tor became pervaded by various forms of subsidized lending. Joseph P. Stiglitz
observed in 1989, “In the US today, approximately a quarter of all lending (to
the private sector) is either through a government agency or with government
guarantees. ... The magnitudes of the implicit subsidies and costs—both the
total value, and who receives how much—are hidden” (63). Inspection of the
government’s organization chart reveals many federal agencies that supply sub-
sidized credit (for example, the Maritime Administration, the Small Business
Administration, the Export-Import Bank, the Farm Credit System, the Rural
Utilities Service). Besides doling out subsidized credit and loan guarantees to
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privileged recipients, the postwar U.S. government has stood ready to bail out
firms deemed “too big to fail,” among them defense contractors (e.g., Lockheed
in 1974), industrial firms (e.g., Chrysler in 1979), banks (e.g., Continental Il-
linois Bank in 1984), and other financial institutions (e.g., Long-Term Capi-
tal Management in 1998), regardless of whether bad luck or bad management
brought them to the brink of bankruptcy. Because loan guarantees do not auto-
matically entail a government outlay, their extension ordinarily does not leave
any trace in conventional measures of the size and growth of government.

FISCAL DIMENSIONS OF THE GROWTH OF GOVERNMENT

Although a great deal of government growth has taken forms that do not leave
heavy footprints in government budgets—the bulk of the cost of regulations,
for example, takes the form of higher private costs, higher prices, and sacrificed
individual liberties—much of it has required increases in taxation, borrowing,
and expenditure. Table 7.2 provides data on certain dimensions of the fiscal
growth of government in the post—World War II era from 1948 to 2005s.

By the measures presented in the table, government grew enormously dur-
ing these fifty-eight years. Before considering just how much it grew, however,
we might well consider one or two adjustments. First, we might wish to adjust
the data for changes in the purchasing power of the dollar. Because of the gov-
ernment’s gross mismanagement of the money supply, the excessive creation
of money during this period caused a reduction of more than 85 percent in
the dollar’s purchasing power (alternatively, we can say that the overall price
level rose more than 6.88 times, according to the official chained price index
for GDP). Thus, merely to maintain the same level of real expenditure, gov-
ernments would have needed to spend 6.88 times more in 2005 than in 1948.
Second, we might also wish to adjust for changes in the population, which in-
creased by 102 percent during this period. Multiplying the dollar-depreciation
factor (6.88) and the population-growth factor (2.02), we find that government
in 2005 would have needed to increase its spending by approximately 13.9-fold
in order to maintain the 1948 level of real expenditure per capita. Let us use
this growth factor of 13.9 as our standard for assessing how much government
spending actually grew. The United States in 1948 was an economically ad-
vanced and relatively civilized country with actively engaged governments at
all levels, so the standard is a reasonable one. Although social scientists often
also adjust government spending for the growth of the national product, this
adjustment is highly problematic (see Higgs 1991), and I do not make it here
(the figures in table 7.1, column 4, show military spending adjusted for inflation
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and for growth of GDP).

Looking first at the growth of the total expenditures of all governments—
federal, state, and local—between 1948 and 2005, we see that the growth was
88-fold, or more than 6 times the amount necessary to maintain the 1948 level
of real expenditure per capita. The spending component associated with the na-
tion’s expansive global military activities (shown under the rubric “defense and
international” in the table), grew nearly 39 times, or by almost thrice enough
to maintain the standard. The greatest growth of all, however, occurred in the
welfare-state elements of the budget; these transfer payments are shown in the
table under the rubric “federal payments to individuals” but also include ex-
penditures, not shown separately, that compose a substantial part of the state
and local spending shown in the table’s farthest-right column). Federal Social
Security and Medicare expenditures expanded by a mind-boggling 1,704 times,
and “other” federal transfer payments expanded by 75 times. Although the fed-
eral government’s growth was in many respects the most remarkable, state and
local governments certainly plunged into the tax-and-spend fray with full force
as well. Spending at state and local levels (from their own revenue sources) in-
creased more than 97-fold, or by more than seven times beyond the amount
needed to maintain the 1948 standard of real spending per capita. This growth
would be even greater if the amounts financed by federal revenue sharing were
included, too.

Perhaps the most notable aspect of the postwar growth of government was
its relentlessness. In these fifty-eight years, only twice (in 1954 and 1955) did total
government spending decline, and then only because of a $10 billion cutback in
defense spending after the fighting ended in Korea (see table 7.2). From time to
time, defense spending fell slightly for a while, but not once did Social Security
and Medicare spending fall, and not once did state and local spending (from
their own sources) fall. Thus, besides relying on the certainty of death and tax-
es, postwar Americans also could expect that every year the welfare state would
spend more dollars. The so-called entitlement system, whereby governments fix
an eligibility formula and then make transfer payments to everyone who dem-
onstrates eligibility in accordance with that formula, has effectively placed the
growth of the welfare state on autopilot for a guaranteed steep ascent.

CONCLUSION

“The natural progress of things,” said Thomas Jefferson, “is for liberty to yield
and government to gain ground.” Yet, until the early twentieth century, the
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growth of government, especially the federal government, remained slow by
comparison with its growth afterward. The difference between the two eras
reflects in various degrees the political consequences of cumulative long-term
structural changes (urbanization, industrialization, improvements in trans-
portation and communication, and so forth), the enduring effects of great na-
tional emergencies (especially the world wars and the Great Depression), and
the political consequences of collectivist-leaning ideological changes that were
themselves fostered by the structural changes and the national crises (for more
extended discussion, see Higgs 1987 and 2005a). These fundamental changes
promoted the formation of political interest groups in growing abundance,
each seeking in some way to use the power of government to promote its mem-
bers” ends at the expense of the general community. The combination of ideo-
logical change and political maneuvering also brought about the abandonment
of constitutional doctrines that had long restrained the growth of government.
The upshot was that by the beginning of the postwar era nothing fundamental
remained to restrain the rapid growth of government except workaday politcal
wrangling, and the politicians proved resourceful in working around their dif-
ferences in order to provide something for everybody (everybody, that is, who
possessed political resources and was organized for effective political action).
Thus, government has taken the course that Jefferson perceived long ago as its
natural tendency. To be sure, the growth of government cannot continue for-
ever, if only because an ever-more-devouring predator ultimatly must destroy
its prey and therefore its means of sustenance. At present, however, there is no
end in sight.

For some, the foregoing account of the postwar growth of government and
the correlative shrinkage of private-property rights and economic liberties may
seem unbalanced. Where else, they might ask, can we find so much security
of private-property rights and such expansive economic liberties as we have in
the United States? Sure enough, in systematic studies of economic freedom the
United States in recent times always stands near the top in the ranking of the
world’s nation-states (see, for example, Gwartney and Lawson 2005). Even to-
day, people throughout much of the world look to this country as a safe haven
for their investments and bank deposits and as a relatively free labor market
in which workers can find ample opportunities for well-compensated employ-
ment. Nevertheless, there is no contradiction between these undeniable facts
and my account of the vast growth of government in the United States since
World War II. We must recognize that government has grown enormously in
all the economically advanced countries during this era (Higgs 2005a). There-
fore, despite the enormous growth of government here, this country’s economy
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remains, overall, relatively free of government burdens and restraints. None-
theless, a great deal has been lost over time. As a British admirer of the United
States has remarked recently, “If the Americans today remain the freest peo-
ple in the world, that is only because they started with so much more to lose”

(Gabb 2003).

NOTES

1. This section draws heavily on Higgs 1994b.
2. 'This section draws heavily on Higgs 1987, 246—56, and Higgs 1996.
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'The Ongoing Growth of

Government in the Economically

Advanced Countries

I maintain that in the economically advanced countries, govern-
ment continues to grow, as it has grown for more than a century, although
the growth now takes a somewhat different mix of forms than it did in earlier
times. Some leading analysts, in contrast, have concluded that the growth of
government has slowed or even stopped in the past twenty-five years. In this
chapter, I first show how those analysts have erred because of their excessive
reliance on conventional measures of the size and growth of government. I then
discuss the logic of the growth of government in the economically advanced
countries. Finally, I contrast my own interpretation with the interpretation
developed by Ludwig von Mises (and elaborated by Sanford Ikeda), which
concludes that a mixed economy is inherently unstable and must transform
itself into either laissez faire or complete socialism. In my own view, neither of
these two extreme forms of politicoeconomic organization is now realizable,
although the reasons for their unrealizability differ. As a feasible politicoeco-
nomic order, pure socialism is dead; so is laissez faire. In the real world of the
near and intermediate terms—at least for the next several decades—the likely
prospect is for moderate movements back and forth along the middle segment
of the spectrum occupied by different degrees of mixed economy, some more
severely hampered by government than others.

MISLEADING MEASURES OF THE GROWTH OF GOVERNMENT

Many of us who believe that governments continue to grow relentlessly, at least
in the economically advanced countries, have been criticized by analysts who
claim that in fact the growth of government has petered out or slowed substan-
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tially. Those who advance such claims perceive us to be needlessly alarmed, and
they fault us for a failure to acknowledge the decisive turn of events associated
with the so-called Reagan and Thatcher revolutions of the 1980s. Not to worry,
they exhort us; the statists are on the run, and a brave new world of market-
oriented liberalism shimmers on the horizon (Boaz 2003).

I maintain that the seemingly level-headed realists are the ones who have
failed to perceive correctly the ongoing growth of government.' A major rea-
son for their failure is their reliance on certain conventional measures of the
size and growth of government. Some of these measures have a built-in ten-
dency to exhibit deceleration even when a more compelling representation
indicates continued steady growth. In other cases, the conventional measures
simply miss the growth of government that has been diverted into channels
beyond the scope of their measurement. To some extent, governments have
been growing in important but unmeasured or poorly measured ways all along,
and they continue to grow in these ways, perhaps more menacingly than ever
before. Off-budget spending, for example, is a well-known resort of political
scoundrels, but it is only one example among many of how governments em-
ploy hard-to-measure means to achieve their usual ends, especially when tax
resistance or formal spending limits frustrate their chronic desire to tax and
spend at a greater rate.

GOVERNMENT’S SHARE OF GrROss DomEsTICc PRODUCT

The most common measure of the size of government is the amount of govern-
ment spending relative to gross domestic product (GDP). In Vito Tanzi and
Ludger Schuknecht’s recent monograph on the growth of government, for
example, the authors present much of their data in the form of government-
spending variables relative to GDP. A major theme of the book is: “Govern-
ment spending [measured in this way] increased rapidly until about 1980. Since
the early 1980s, it has been growing more slowly and in some instances has even
declined” (3).

To see what is wrong with this view, we must recognize first that a sure-fire
way to make nearly any economic magnitude appear small is to divide it by
GDP, because the latter, which purports to be the total value at market prices
of all final goods and services produced within a country in a year, is always an
enormous dollar (or euro or peso or other currency unit) amount. Government
spending of $2,855,200,000,000, as in the United States in fiscal year 2001,
seems to be an astronomical amount, but simply divide it by the value of con-
current GDP and, voila, it is a mere 28 percent—surely nothing to be alarmed
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about, especially in comparison with corresponding figures for many European
countries that exceed 50 percent.2

(It is worthwhile to note that GDP, a measure that includes a large com-
ponent for capital consumption allowances—13.3 percent of the total for the
United States in 2002—makes an inherently ill-suited aggregate for use as a
benchmark in assessing the size of government. Certainly, net national product
[NNP] or national income [NI] would be a more defensible aggregate. The dif-
ference is not trivial. Thus, again for the United States in 2002, for example, the
current receipts of all governments amounted to $2,875 billions, or 275 percent
of GDP, 31.8 percent of NNP, 34.4 percent of NL)’

The next thing to notice is that because government spending for currently
produced final goods and services is itself a component of GDP, the ratio of the
former to the latter is immediately compromised. Any addition to such govern-
ment spending increases the denominator as well as the numerator of the ratio.
Suppose that in year one the government spends s100 dollars for currently pro-
duced final goods and services, and the GDP in that year is $500. Now suppose
that in year two the government spends twice as much—that is, it increases the
amount of its purchases by 100 percent—but nothing else changes. In year two,
the government’s share of GDP will be 33.33 percent (or $200/$600), as com-
pared to 20 percent in year one. An analyst who focuses on the government’s
spending share then concludes that government has grown not by 100 percent,
as it plainly has, by construction, but only by 66.66 percent (that is, [(33.33/20)
—1] * 100). The greater the government’s initial share is, the greater the bias is in
moving from its absolute spending to the share concept to measure its growth.
If government had begun with spending of $100 out of a GDP of $200, then
doubled its amount of purchases, other things being unchanged, it would have
increased its spending share from 50 to 66.66 percent—a mere 33.33 percent rate
of growth.

The governments of many economically advanced countries have main-
tained a fairly steady “exhaustive” share of GDP during the final two decades
of the twentieth century (Tanzi and Schuknecht 2000, 25), but this steadiness
merely attests that a government’s purchases of currently produced final goods
and services grew as fast as the sum of nongovernmental purchases of final
goods and services during that same period of substantial economic expansion,
not that the government became quiescent or stuck in the mud. In the United
States, for example, the total government share of GDP was 22.1 percent in
1975 and 17.6 percent in 1999. Lest one think that the government ran out of
steam during that quarter-century, however, one ought to notice that the gov-
ernment increased its purchases of currently produced final goods and services
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from $361.1 billion in 1975 to $1,634.4 billion in 1999, which is to say, it increased
the annual rate of such spending by $1,273.3 billion during that period (U.S.
Council of Economic Advisers 2001, 274—75). To be sure, inflation accounts for
some of that increase, but even in constant (1996) dollars, the increase was from
$942.5 billion to $1,536.1 billion, or 63 percent (277)—hardly a retrenchment.
Population growth cannot justify the increased spending: the U.S. population
grew by just 26 percent during the period (315).

Of course, in recent decades the really gigantic increases in government
spending have taken the form of transfers (including subsidies), which are not
components of GDP and therefore do not give rise to the exact same numer-
ator-denominator bias that arises when government increases its purchases of
currently produced final goods and services (“exhaustive” spending). Transfer
spending also, however, is commonly placed for purposes of analysis in relation
to GDP, which then serves as a sort of “normalizer” or standard of comparison,
and whenever this ratio is used, some of the same problems identified earlier
arise again. Even if one grants that such benchmarking is appropriate, one still
might ask why the government’s transfer spending should be placed in a ratio
to GDP rather than, say, in a ratio to population or some other base. And if the
ratio to GDP remains constant, one might ask why such constancy should pre-
vail. That is, why should government’s transfer spending increase whenever the
economy’s output of final goods and services increases? Indeed, such constancy
would seem to signal a kind of relative growth of government in its own right,
inasmuch as people in a higher-income society presumably can get by more
readily without government assistance, and hence the ratio of transfers to GDP
might be expected as a rule to fall in a growing economy, rather than rise or
even remain constant.

However this matter is viewed, in reality the ratio has risen enormously in
all the economically advanced countries during the past several decades, and
it now stands at more than 20 percent on average for a group of seventeen im-
portant industrial countries studied by Tanzi and Schuknecht, up from less
than 10 percent as recently as 1960 (2000, 31)." Increasingly, transfer spending
is becoming recognized as the Godzilla that threatens to consume New York,
Tokyo, Berlin, and nearly every other city on the planet. A few countries, such
as Chile, have taken effective measures to deal with this looming threat to gov-
ernment fiscal viability, but so far most politicians in most countries have kept
their heads planted firmly in the sand, ignoring everything beyond the next
election, while their government’s transfer spending grows ever more bloated
and the severity of the adjustments that will have to be made in the future
grows ever greater.
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GOVERNMENT’S SHARE OF EMPLOYMENT

Government employment as a percentage of total employment also has served
as an index of a government’s size. This measure, too, however, has a built-in
bias toward suggesting that the rate at which government is growing is decel-
erating over time even when government increases its share of employment by,
say, one percentage point every year. Thus, for example, when government’s
employment share increases from 2 percent to 4 percent, the government grows
by 100 percent, but when the share increases from 20 percent to 22 percent,
gobbling up the same incremental proportion of total employment, the govern-
ment grows by just 10 percent.

In the group of seventeen advanced countries analyzed recently by Tanzi
and Schuknecht, the government’s average employment share increased from
5.2 percent in 1937 to 12.3 percent in 1960 to 18.4 percent in 1994 (2000, 26). The
rate of increase of this ratio declined during the final two decades of the twen-
tieth century in most countries, but one ought not to make too much of that
deceleration, for reasons already explained.

In the United States, increases in the amount of “contracting out” of gov-
ernment functions have led to a replacement of formal government employ-
ees by a growing “shadow army” of many millions of seemingly private em-
ployees—grantees, contractors, and consultants—who are doing what they
are doing only because the government arranges it and pays for it to be done
(Blumenthal 1979; Hanrahan 1983; Light 1999a, 1999b). According to Paul
Light’s estimate’s, the U.S. federal workforce as of 1996 was not the fewer than
2 million persons officially reported, but nearly 17 million persons, “and the
count does not even include the full-time equivalent employment of the people
who work on a part-time or temporary basis for Uncle Sam—for example, the
884,000 members of the military reserves”—though it does include some 4.7
million already counted as employees of state and local governments (1999a, 1).

In a recent update of his estimates, Light concludes that “the government’s
largely-hidden workforce created through contracts and grants has reached its
highest level since before the end of the Cold War.... [Flederal contracts and
grants generated just over 8 million jobs in 2002, up from just under 7 mil-
lion in 1999, and 7.5 million in 1990.... [G]Jovernment is now growing, almost
entirely in off-budget jobs that are invisible to the American public in federal
budget and headcount documents” (2003, 1—2). For 2002, Light estimates that
true total federal government employment, including the estimated 4,650,000
state and local employees engaged in federally mandated tasks, amounted to
16,765,000 persons. To this total, we must add the remaining 13,700,000 state
and local employees (calculated from data in U.S. Bureau of the Census, 2006,
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307), which gives us a grand total of 30,465,000 persons, or 22.3 percent of total
employment in the United States (calculated from total employment data at
387)—almost one out of every four employees in 2002 was getting paid directly
or indirectly by the governments at various levels.

Moreover, governments increasingly have established regulations that in
effect require bona fide private parties to work for the government. Tanzi and
Schuknecht take note of such “quasi-fiscal policies,” which they describe as
regulations that “become alternatives to taxing and spending” (2000, 203). In
this recognition, they follow in a long line of analysts stretching back at least
to Richard A. Posner in his capacity as the author of the oft-cited 1971 article
“Taxation by Regulation.”

The relevant class of regulations, though, is much wider than it is usu-
ally recognized to be in the standard literature of economics and public choice.
To be sure, all sorts of economic, environmental, health and safety, and social
regulations continue to spew out of Washington and Brussels, among many
other places (Grow 2003). In addition, the U.S. government especially requires
ever more uncompensated information collection and reporting by its subjects
in order to slake the Surveillance State’s insatiable craving for the minute de-
tails of everyone’s conduct (Bennett and Johnson 1979; Twight 1999). These Big
Brotherish demands are justified by the despicable slogan that only those with
something to hide will object, but in truth this vile rain falls on the righteous
and the wicked alike and, in any event, one would have to be pretty dimwitted
to expect the latter to report truthfully.

According to Clyde Wayne Crew’s recent summary of U.S. federal regula-
tion:

* The 2001 Federal Register contained 64,431 pages

* In 2001, 4,132 final rules were issued by agencies.

* Of the 4,509 regulations now in the works, 149 are “economically sig-
nificant” rules that will have at least $100 million in economic impact.
Those rules will impose at least $14.9 billion yearly in future off-budget
costs.

® The costs of meeting the demands of off-budget social regulations were
as high as $229 billion according to the Office of Management and
Budget. A more broadly constructed competing estimate that includes
economic regulatory costs and paperwork costs pegs regulatory expen-
ditures at $854 billion in 2001, or 46 percent of all [fiscal year 2001]
outlays. (2002, 1-2)
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The foregoing, shocking as it is, describes the regulatory burden being im-
posed at only the federal level of government. Simultaneously, the state and
local governments as well as various international bodies continue to pour out
endless streams of their own regulations, all of which entail resource costs and
sacrifices of citizens’ liberties.

Because the public has less awareness of the burdens imposed by these
regulations, many of which remain obscure and indirect in their operation and
effects, governments encounter less resistance to their ongoing imposition of
regulatory burdens than they encounter in their quest to collect greater revenue
from explicit taxes laid on incomes, sales transactions, and property values. So
far, there seems to be no political limit to the number of regulations that gov-
ernments can and will impose. Hence, we are fast approaching a condition in
which everything that is not forbidden is required, even as Americans, acting
for all the world like faux-patriotic zombies, continue to reassure themselves
incessantly that “it’s a free country.”

For present purposes, the point is that people occupied with regulatory
compliance are not truly privately employed. Instead, they are in effect stealth
government servants, working not for their own ends, but doing the bidding
of their political masters. In the present Western world, then, nearly all of us
are actually government employees, but rather than getting a government pay-
check for our efforts, most of us are required to pay the government for the
privilege of our own serfdom and to bear the risk of prosecution and imprison-
ment should our unpaid work on the government’s behalf prove unsatisfactory
to our merciless de facto “employer.”

THE Locic oF THE GROWTH OF GOVERNMENT IN THE
EconomMicALLY ADVANCED COUNTRIES

The growth of government has had many sources. In a sense, nothing less than
a comprehensive social, political, legal, and economic history can tell the story
fully. Within this vast empirical complexity, however, we can perceive patterns
and identify crucial types of changes that have promoted the rise of a Leviathan
state in many countries since the mid—nineteenth century, a time when govern-
ment was still (except during wartime) small by comparison with its subsequent
dimensions. By appreciating the major patterns, we can begin to understand
better not only why governments have grown historically, but also why they
continue to grow currently and most likely will continue to do so for a long
time to come in the economically advanced countries.

For understanding the dynamic process of the growth of government, I
find it useful to separate causal factors into two categories. One category in-
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cludes what I designate here as structural-ideological-political (SIP) changes;
the other category includes crisis-ideological-political (CIP) changes. To some
extent, these two classes of factors correspond to what John J. Wallis (1985) has
called “trend” and “trigger” events. Later, I will insist that these two classes of
factors are not independent, but interact with each other in important ways.

Sip CHANGES

In the nineteenth century, earlier in some countries than in others, a number of
interrelated changes began to accelerate. All had something to do with the pro-
cesses that have come to be known collectively as modernization; they included
industrialization, urbanization, the relative decline of agricultural output and
employment, and a variety of significant improvements in transportation and
communication. As these events proceeded, masses of people experienced tre-
mendous changes in their way of life. In response, they turned to their govern-
ments to seck assistance in order to gain from, or at least to minimize the losses
attendant upon, the social and economic transformations in which they found
themselves swept up.

The structural changes associated with modernization altered the per-
ceived costs and benefits of collective action for all sorts of latent special-inter-
est groups. For example, the gathering of large workforces in urban factories,
mills, and commercial facilities created greater potential for the successful or-
ganization of labor unions and working-class political parties. New means of
transportation and communication reduced the costs of organizing agrarian
protest movements and populist political parties. Urbanization created new
demands for government-provided infrastructure, such as paved streets, light-
ing, sewerage, and pure water supplies. All such events tended to alter the con-
figuration of political power, encouraging, enlarging, or strengthening certain
special-interest groups, while discouraging, diminishing, or weakening others.
At nearly every step, opposing factions clashed, sometimes violently.

Simultaneously, the structural transformations altered the perceived costs
and benefits of government responses to various demands. For example, it be-
came cheaper for governments to collect income taxes when more people re-
ceived their income in the form of pecuniary payments traceable in business
accounts, as opposed to unrecorded farm income in-kind. The modern welfare
state is often seen as originating in Imperial Germany in the 1880s, when the
Iron Chancellor Otto von Bismarck established compulsory accident, sickness,
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and old-age insurance for workers. Bismarck was no altruist. He intended his
social programs to divert workers from revolutionary socialism and to pur-
chase their loyalty to the Kaiser’s regime and, to a large extent, he seems to
have achieved his objectives. The lesson was not lost on governments elsewhere.
By 1914, similar programs had been enacted in most other western European
countries, and even the United States—a laggard in this regard—was mov-
ing in the same direction, albeit only at the state or local levels of government
and in federal programs restricted to war veterans and their dependents (Higgs
1996).

This development calls to mind another important aspect of SIP events—
namely, ideological change. From the mid—nineteenth century onward, collec-
tivist ideologies of various stripes, especially certain forms of socialism, gained
greater intellectual and popular followings, whereas traditional conservatism
and classical liberalism increasingly fell out of favor and, with a lag, suffered
losses in their political influence. By the early twentieth century, the intellectu-
al cutting edge in all of the economically advanced countries had become more
or less socialistic (or, in the United States, in greater part, “Progressive”), and
the masses also had become more favorably inclined toward support for various
socialist or Progressive schemes, from regulation of railway rates to munici-
pal operation of utilities to outright takeovers of industry on a national scale
(Hayek 1949; Higgs 1987, 113-16).

Political developments mirrored the changes in the economy and the
dominant ideology. Throughout the nineteenth century, democracy tended to
gain ground. The franchise was widened, and more popular parties, including
socialist parties and labor parties closely allied with the unions, gained greater
representation in legislative assemblies at all levels of government—more so,
however, in Europe than in the United States. Everywhere the trend toward
universal manhood suffrage and even women’s voting became seemingly ir-
resistible. People insisted on casting a ballot in periodic contests to select their
political leaders. Even Adolf Hitler came to power via the ballot box.

Whether structural, ideological, or political, the foregoing changes pro-
ceeded gradually. With the passage of time, various changes reached a thresh-
old at which the balance of forces tipped in favor of a new outcome with regard
to government action. Modernizing economic transformation, collectivist ide-
ological drift, and democratic political reconfiguration tended to bring about
a changing balance of forces that not always but as a rule favored increases in
the size, scope, and power of government. Such trends now have continued for
more than a century and a half in the economically advanced countries.
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CIP CHANGES

Superimposed on the gradually unfolding SIP transformations has been a series
of discrete crises, of which the most significant were wars and economic depres-
sions, especially the two world wars and the Great Depression. These crises also
tended to promote the growth of government, although in certain cases, such
as Germany and Japan after World War II, the consequences of the crisis took
a different form because of the wartime regimes’ defeat and these countries’
occupation by victorious powers intent on reshaping the vanquished societies’
basic politicoeconomic institutions.

War is the preeminent government undertaking, and great wars, such as
those of 1914-18 and 1939—4s, have elicited the fullest expression of government
power over economy and society. In World War I, all major belligerents ad-
opted some form of “war socialism” in order to mobilize resources and place
them under government control for the prosecution of the war (Mises [1919]
1983, 133—76; Higgs 1987, 123—58). Many measures figured prominently in the
warring governments’ economic management, including price, wage, and rent
controls; inflationary increases in the money stock; physical allocations of raw
materials and commodities; conscription of labor; industrial takeovers; ration-
ing of consumer goods and transportation services; financial and exchange
controls; vast increases in government spending and employment; and both
increases in tax rates and the imposition of new kinds of taxation (Porter 1994,
161-67).

After World War I, Mises called attention to “the stupidities of the eco-
nomic policy of the Central Powers during the war,” noting that “measures
and countermeasures crossed each other until the whole structure of economic
activity was in ruins” ([1919] 1983, 146), and similar problems plagued the war
socialism of other countries as well. And the war left institutional and ideologi-
cal legacies everywhere that promoted subsequent resort to similar measures,
not only in wartime but in peacetime crises as well. World War II, an even
bigger exercise in mass human slaughter and massive property destruction,
prompted similar measures and had similar results (Porter 1994, 167—69; Klau-
sen 1998). As Bruce Porter has written, “The mass state, the regulatory state, the
welfare state—in short, the collectivist state that reigns in Europe today—is an
offspring of the total warfare of the industrial age” (1994, 192). In the United
States, World War II left society permanently shackled to what Americans apt-
ly call “Big Government” (Higgs 1987, 196—236).

In addition, especially in the United States, the economic crisis of the
Great Depression elicited similar government responses and left similar lega-



The Ongoing Growth of Government in the Economically Advanced Countries | 181

cies of swollen state power and permanently lost liberties (Wallis 1985; Higgs
1987, 15995, 1996, 261—-63). Three decades later, the crisis events that crowded
into the troubled years from 1964 to 1974—turmoil that for Americans sprang
initially from U.S. involvement in the Vietnam War and from urgently con-
tested race relations—had similar, if somewhat less sweeping, consequences
(Shultz and Dam 1977; Matusow 1984; Higgs 1987, 24654, 1996, 264—65).

SIP-CIP INTERACTIONS

Analysts have not been blind to the operation of both SIP and CIP events in
bringing about government growth in the economically advanced countries,
but as a rule they have considered the two classes of factors as if they were
independent. They have often, if only implicitly, viewed the SIP factors as sys-
tematic and the CIP factors as stochastic; some analysts have gone so far as to
exclude wartime periods from their empirical analysis of long-term changes in
the size of government (for citations of examples, see Higgs 1987, 288 n. 3). To
proceed in this manner is a mistake because SIP and CIP events are interrelated
in important ways.

On the one hand, SIP events precondition how societies will respond to
the outbreak of crisis. During the process of gradual structural, ideological,
and political change, the various special-interest groups and ambitious political
actors maneuver to position themselves so that when the opportunity arises,
they will be better placed to realize their objectives. For a time, they may be
stymied by opposition, but they understand that in a crisis the ordinary checks
and balances of social and political life will be attenuated, and new possibilities
will arise. Therefore, they prepare themselves for that day, and on occasion they
may even take actions to precipitate the very crisis they long for—more than
one “burning of the Reichstag” has occurred in the past century.

This routine ideological and political activity creates a configuration of
forces that to some extent predetermines how crises will be dealt with and
therefore what consequences they will have for the operation of the society in
the period of postcrisis (altered) normality. Mises described an important in-
stance of this phenomenon when he discussed the causes and consequences of
wartime socialism during World War I:

War socialism was only the continuation at an accelerated tempo of the
state-socialist policy that had already been introduced long before the
war. From the beginning the intention prevailed in all socialist groups
of dropping none of the measures adopted during the war after the war
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but rather of advancing on the way toward the completion of socialism.
If one heard differently in public, and if government offices [sic], above
all, always spoke only of exceptional provisions for the duration of the
war, this had only the purpose of dissipating possible doubts about the
rapid tempo of socialization and about individual measures and of sti-
fling opposition to them. The slogan had already been found, however,
under which further socializing measures should sail; it was called #ran-
sitional economy.

The militarism of General Staff officers fell apart; other powers took the
transitional economy in hand. ([1919] 1983, 176)

Similar events took place in the United States, where socialist “liberals”
and Progressives viewed the war as their long-awaited opportunity to put in
place permanently many of the expanded government powers they favored,
which they and their political friends hoped to wield during and after the war
(Rothbard 1989).

If SIP events precondition how crises will be handled and what conse-
quences they will have, it is no less true that CIP events determine the character
and operation of the political economy during postcrisis periods of normality
and therefore condition the unfolding SIP events, sometimes for decades after
the crisis at hand. Countless examples of such interdependence might be given
(see Higgs 1987, 150—56, 189—93, and 225—34 for discussions of the “legacies, in-
stitutional and ideological,” of World War I, the Great Depression, and World
War Il in the United States). I continue to adhere to the general understanding
of such CIP-SIP interdependency that I described a number of years ago as fol-

lows:

The expansion of the scope of governmental power was path-depen-
dent; where the political economy was likely to go depended on where
it had been. Those who brought about the growth of government were
motivated and constrained at each moment by their beliefs about the
potentialities and dangers, the benefits and costs of alternative policies
under current consideration. Their beliefs derived in turn from past
events as they understood them. A genuine “return to normalcy” was
unlikely after a crisis had provoked an expansion of the scope of gov-
ernmental powers.
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The irreversibility obtained not only because of the “hard residues” of
crisis-spawned institutions (for example, administrative agencies and
legal precedents), few of which necessarily show up in conventional
measures of the size of government. More important, the underlying
behavioral structure could not revert to its prior condition because the
events of the crisis created new understandings of and new attitudes
toward governmental action; that is, each crisis altered the ideological
climate. Though the postcrisis economy and society might, at least for
a while, appear to have returned to their precrisis conditions, the ap-
pearance disguised the reality. In the minds and hearts of the people
who had passed through the crisis and experienced the expanded gov-
ernmental powers (that is, at the ultimate source of behavioral response
to future exigencies), the underlying structure had indeed changed.

(Higgs 1987, 58—59)

Thus, what appear to be “trends” are what they are at least in part because
of the “triggers” associated with great national emergencies. A complete under-
standing of the dynamic process of the growth of government requires not only
that analysts take both trends and triggers into account, but also that they give
careful consideration to the interactions between them.

MISES AND IKEDA ON THE INSTABILITY OF THE MIXED
ECONOMY

In several articles published during the 1920s and included in a collection titled
Critique of Interventionism ([1929] 1996), Ludwig von Mises argued that the
mixed economy (he called it “the hampered market order”), which by defini-
tion is subject to chronic and pervasive government intervention, is an unstable
form of political economy. During the following years, he returned from time
to time to the same theme, most notably perhaps in his magnum opus Human
Action (1966), in which part 6 is called “The Hampered Market Economy” and
includes ten chapters, the last of which deals with “the crisis of intervention-
ism.”
Mises maintained that with respect to the politicoeconomic order, no
“middle way” is possible: “There is no other choice: government either abstains
from limited interference with the market forces, or it assumes total control
over production and distribution. Either capitalism or socialism; there is no
middle of the road” ([1929] 1996, 9, see also 18, 27, 28, 54).

Mises’s argument for the “impossibility” of the mixed economy rests on
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three interrelated claims: (1) the government’s interventions in the free market
cannot achieve the aims that the interventionists seek; (2) because of the ad-
verse effects of the interventions, more interventions will be required, which
will produce even more adverse effects; and therefore (3) the government will
ultimately be driven to abandon the market system completely and to adopt
full-fledged socialism with its total government control of the means of produc-
tion—unless, on the contrary, the government has the wit to recognize that
socialism is unworkable and so instead gives up all its interventions and reverts
to a full-fledged free-market order ([1929] 1996, 54 and passim). In Human Ac-
tion, Mises added a fourth factor: “Interventionism aims at confiscating the
‘surplus’ of one part of the population and at giving it to the other part. Once
this surplus is exhausted by total confiscation, a further continuation of this
policy is impossible” (1966, 858).

In a probing and thorough reconsideration and elaboration of Mises’s
analysis of interventionism, Sanford Ikeda calls attention to “the paradox of in-
terventionism”—namely, that despite the mixed economy’s alleged instability,
“among existing politico-economic systems, the interventionist mixed econo-
my, all of its contradictions notwithstanding, is by far the most popular, wide-
spread, and persistent of them all” (1997, 46). Indeed, Mises himself explicitly
recognized this seeming paradox, remarking that “interventionist norms sur-
vived for hundreds of years, and since the decline of liberalism, the world is
ruled again by interventionism. All this is said to be sufficient proof that the
system is realizable and successful, and not at all illogical” ([1929] 1996, 21).

In response to his own recognition of the paradox, Mises declared: “The
fact that measures have been taken, and continue to be taken, does not prove
that they are suitable. It only proves that their sponsors did not recognize their
unsuitability” ([1929] 1996, 21). Mises proceeded to blame the “the empiricists”
for failing to apply economic theory properly and hence for failing to under-
stand what the actual consequences of various interventions had and had not
been. Whatever the analytical shortcomings of the Historical School and other
empiricists or of the sponsors of interventionist measures, however, Mises’s re-
sponse does not resolve the paradox. The point is not whether analysts or spon-
sors of interventionism did not see the failure of the middle way, but whether
that failure constitutes a fatal flaw that necessarily renders the system unstable
and thus guarantees its replacement by either all-out socialism or a free-market
order.

Ikeda provides a much more satisfactory resolution of the paradox. In his
view, “the key to resolving this paradox is to realize that to claim the mixed
economy is unstable is not the same thing as asserting that it is zransitory. ...
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By introducing contradictions into the system, interventions generate a process
that causes the mixed economy continually to adjust and to evolve into novel
and diverse forms over time” (1997, 215). Still, it need not become nonviable
quickly: “the roads between the minimal and maximal states can thus be very
long and winding, and state expansion very gradual” (215). Indeed, it turns out
that because socialism is unworkable in the long run (for reasons that Mises
and Hayek explained persuasively) and because, in Ikeda’s view, laissez faire is
also unstable (owing to “governmental error” and “shocks in ideological prefer-
ences” [216]), a/l politicoeconomic orders are unstable and the mixed economy
is the least unstable among them: “paradoxically, therefore, it appears that the
product of interventionism, the mixed economy, though unstable, is likely to be
more enduring than the pure forms of either collectivism or capitalism, offering
as it does a much wider range of (ultimately futile) adaptive forms than either of
its rival systems” (216). Hence, the first of Ikeda’s eight pattern predictions: “At
any given time, nearly all economic systems will be mixed economies” (216).

Much more might be said about the endogenous logic of interventionism
as explicated by Mises and elaborated by Ikeda, but because Tkeda has plowed
this ground so thoroughly, I make no attempt to do so here. Before leaving the
topic, however, I offer a few additional observations. In doing so, my intention
is to appraise not so much the structure of the arguments already advanced
as their applicability to the present-day reality of the economically advanced
countries.

First, in much of their writing on interventionism and even on socialism,
Mises, Hayek, and Tkeda assume good will on the part of the interventionists;
that is, they assume that the interventionists seek to promote the broad public
interest, not merely to achieve their personal ends or those of special-interest
groups. Thus, the recurrent assertion is made that the interventionist measures
cannot “achieve what their advocates expect of them” (Mises [1929] 1996, s,
see also 20, 28, 36), and there is an expressed need to explain “the failure of
[intelligent, well-intentioned, and public-spirited] public authorities to learn
from their mistakes” (Ikeda 1997, 49, see also 104, 11012, 121, 137; but compare
145—51 on “relaxing the assumption of benevolent public interest”). Although
one may defend this assumption as a methodological device not intended to be
descriptively accurate, I see only a minor purpose at best being served by pro-
ceeding with analysis on this basis. As Hayek compellingly argued, the worst
get on top in political life, and the “ruthless and unscrupulous” thrive in posi-
tions of government power (1944, 153; see also Bailey 1988). Although Hayek
was writing with socialism in mind, the same tendency prevails in the mixed

economy, though perhaps in slightly lesser degree (Higgs 1997). In addition,
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public affairs are rampant with rent seeking by one and all. Tkeda properly notes
that although “it is possible initially to abstract to a large extent from political
self-interest and exogenous ideological change in order to isolate analytically a
unique Austrian method of political economy ... completely removing these
two factors is ... neither possible nor desirable in a realistic theory of political
economy” (1997, 53)—that s, in a political economy genuinely applicable in the
interpretation of current public affairs.

The idea that well-intentioned authorities make mistakes is closely con-
nected to the concept of “failed policies” that has come to play such a frequent
part in popular criticism of government intervention in the market order.
As I have argued elsewhere (Higgs 1995), however, notwithstanding the fair-
mindedness of Austrian political economists with regard to the intervention-
ists they analyze, very few failed policies last long. The all-too-numerous seem-
ingly failed policies really fail to achieve only their ostensible objectives; but they
succeed in achieving their actual objectives. In brief, the world of government
affairs is the world of humbuggery; things are almost never what they are rep-
resented to be. All sides consider that they stand to gain by disguising their
self-serving programs with a public-spirited rationale, and invariably they do
so. Only rarely, however, is political talk anything but spin and counterspin,
and we will sooner find chastity in a brothel than truth or honest pursuit of the
public interest in a political setting (Higgs 2004, xv—xix). As analysts, we do
well never to lose sight of this pervasive smoke-and-mirrors aspect of politics.
Our task in this respect is to understand the operation, effects, and limits of the
humbuggery.

In much of their work on politicoeconomic systems, both Mises and
Hayek wrote as though the nature of the system itself were the object of choice.
Thus, for example, in the preface of Critique of Interventionism, Mises wrote:
“Nearly all writers on economic policy and nearly all statesmen and party lead-
ers are seeking an ideal system which, in their belief, is neither capitalistic nor
socialistic” ([1929] 1996, xi, emphasis added). Rarely, however, is the object of
political choice the system itself; as a rule, this stark choice presents itself only
in consequence of the violent revolutionary overthrow of a regime or its total
defeat in war (for example, in Russia in 1917, in Germany and Japan after World
War II, or in eastern Europe after the collapse of communism and the Soviet
Empire). In general, political choices pertain only to programs that make piece-
meal, ad hoc changes in the context of an existing politicoeconomic frame-
work, whatever its overall character may be. Of course, owing to many partial
changes, the overall character of a system may be transformed eventually, as it
was in the United States between 1885 and 1945. Even then, however, the result-
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ing system is an artifact—a product of human action, but not of human design.

This aspect of the workings of politics bears on the Austrian idea that the
mixed economy may reach a point at which, the public choosers having piled
intervention on intervention and the society having come to suffer all of the
resulting ill effects, “the recognition at some level of a systemic failure becomes
inevitable” (lkeda 1997, 123, emphasis in original). Although such a recognition
may occur—perhaps New Zealand in 1984 provides a case in point (see Sautet
2006, 575)—it is highly unlikely. Rather than recognizing that the system has
reached a point at which, “interventionism having lost its legitimacy, there is
no longer a middle ground” (Ikeda 1997, 137), the political decision makers are
much more likely to respond in the classic manner of Franklin Delano Roo-
sevelt, who proposed amid the Great Depression to try something and, if it
didn’t work, to try something else, rather than abandon the whole system of
interventionism. So long as an interventionist system retains any viability at all,
its kingpins will cling to it, as the history of nearly all times and places bears
witness. So long as the public will tolerate the countless burdens and insults
of interventionism—a toleration that hinges almost entirely on the dominant
ideology rather than on the system’s objective conduct and performance—then
the response to even severe systemic difficulties is likely to be more muddling
through, perhaps a moderation of the worst abuses, but not an overthrow of the
system or a drastic retrenchment within it. In short, as Robert Bradley (2003)
has observed, in the mixed economy even a crisis may lead only to “halfway
measures of a new form” (Ikeda’s pattern prediction number 2 [1997, 217] also
accords with this conclusion).

Finally, we must recognize the severe limitations of the Misesian model
of the dynamics of the mixed economy (even as expanded by Ikeda) that arise
from its inability to incorporate the effects of war on the course of the politico-
economic order. As Ikeda acknowledges, “perhaps the most important omis-
sion, especially from the standpoint of empirical observation, is the effect of
war and domestic conflict on the interventionist process. This means that the
rapid growth of government in the United States during the twentieth century
owing to war and similar national crises lies outside [the] scope” of the model
(1997, 226, emphasis in original). Directly and indirectly, however, war and
preparation for war have been by far the most significant wellsprings of govern-
ment growth during the past century. And they are again in the United States
at the present time, owing to the so-called war on terrorism and the boost it
has given to U.S. military intervention abroad, the police state at home, and
unbridled government spending across the board as all parties have joined in an
enormous logroll in Congress. A model of the dynamics of the mixed economy
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that excludes this aspect of the historical process, however useful it might be
for illuminating the endogenous forces at work, must be judged severely defi-
cient for purposes of aiding the interpretation of actual events (which Austrian
school analysts recognize as always being “complex” events immune to formu-
laic explanation).

DOUBLE-ENDED CONSTRAINT: THE ACTUAL DYNAMICS OF THE
MODERN GROWTH OF GOVERNMENT

In light of the foregoing discussion, I can be brief in presenting my own scheme
for understanding the past and likely future course of the growth of govern-
ment in the economically advanced countries. I maintain that in the shortand
intermediate terms—at least for the next few decades—reversion to laissez faire
or anything close to such a system is impossible, but a resort to full-fledged,
centrally planned socialism is scarcely more likely. As Jeffrey Rogers Hummel
has remarked, “Rather than being inherently unstable, interventionism is the
gravity well toward which both market and socialist societies sink” (2001, 530).
Mixed economy, social democracy, democratic socialism, participatory fas-
cism—whatever one’s preferred name for it—this system clearly has demon-
strated its superior survival power under present conditions against all feasible
alternatives. The politicoeconomic order of each of the economically advanced
countries will remain within the broad middle of the spectrum because this
order is effectively constrained at both ends from transforming itself into one of
the alternative, extreme systems.

Mises, Hayek, and Ikeda, among others, have correctly diagnosed the
ills of interventionism and explicated its characteristic mode of operation
and change. Such a system does generate tremendous burdens and opportu-
nity costs, and its absurdities do compound themselves over time. However,
the chief political decision makers have come to recognize that so long as pri-
vate enterprises are allowed to retain a modicum of room to maneuver, then
continued high levels of productivity and even some economic growth can be
expected. As Mises noted, the corruptibility of public officials helps to miti-
gate some of the most idiotic elements of interventionism, allowing a certain
amount of important business to get done despite taxes and regulations that,
if fully enforced, would preclude all progress. More important, however, “the
adaptability of the capitalist economy has negated many obstacles placed in the
way of entrepreneurial activity. We constantly observe that entrepreneurs are
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succeeding in supplying the markets with more and better products and ser-
vices despite all difficulties put in their way by law and administration” ([1929]
1996, 12—13, 14). This remark, so reminiscent of Adam Smith’s observation that
there is a lot of ruin in a nation, deserves much weight. So long as entrepreneurs
are not crushed utterly, they will prove astonishingly creative in finding ways to
satisfy market demands, whether the market be legal or “black,” and “interven-
tionism is seen as a tribute that must be paid to democracy in order to preserve
[the remnants of] the capitalistic system” (Mises [1929] 1996, 13).

In no event will public choosers opt for full-fledged socialism. The eco-
nomic disasters wreaked by central planning in the Soviet Union, China, and
other countries during the twentieth century have been taken to heart every-
where. No substantial support exists anywhere for the maintenance of such a
politicoeconomic system, and where its remnants remain, as they do in Russia,
China, Vietnam, and Cuba, they are gradually being phased out. The verdict
is in—socialism does not work—and the world has accepted it. People want a
system that can “deliver the goods” for a modern standard of living. Therefore,
the extreme collectivist end of the spectrum is no longer regarded as a viable
option.

Nor is the political dictatorship that accompanied economic central plan-
ning any longer a promising option. As noted earlier, all over the world, for
better or worse, people want to cast meaningful ballots to select their political
leaders. Democracy, ugly duckling that it is, bids fair eventually to become and
remain the only acceptable political system everywhere.

Laissez faire is unrealizable, too, but not because it cannot “deliver the
goods.” Indeed, it can deliver them in undreamed of abundance if it is allowed
to operate. Nevertheless, no population anywhere will allow it to operate. In
today’s world, no substantial group of people is prepared to accept the personal
responsibilities and to shoulder the personal risks inherent in genuine capital-
ism—which is, after all, as Joseph Schumpeter emphasized, a system of creative
destruction. Certainly throughout the economically advanced world, people
have come to demand that governments relieve them of nearly every personal
responsibility, from caring for their own health to preparing for retirement to
teaching their children about sex. In more ways than anyone can count, people
now expect the government to take care of them, in the classic phrase, from the
cradle to the grave. Thus, in the European Union, whose peoples exemplify this
syndrome at its worst, “the European social-welfare system is thriving despite a
decade long call for change,” even as “a report from the European Commission
shows Europe faces a looming crisis unless it enacts changes” (Grow 2003). Per-
sonal responsibility has become too painful for the citizens of the economically
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advanced countries even to contemplate. Locked in an ideology of dependency
on state provision and of belief in the capacity and rectitude of such provision,
they have no interest in living in a free society. (They forget or do not under-
stand that a government cannot provide even a semblance of the demanded
personal security unless it regulates and controls the people in countless ways
and taxes them heavily to pay for its many “services.”) Thus, the dominant ide-
ology of modern populations has rendered them uninterested in and incapable
of living in a full-fledged market system, and by their participation in modern
democratic political processes they can make sure that no such system ever
comes close to realization.

Thus constrained on both ends, the politicoeconomic systems of all the ec-
onomically advanced countries stand condemned to fluctuate within the great
middle of the spectrum. Should matters become too unbearably botched by
high taxes or by intervention compounding intervention, then small retrench-
ments are possible, but in no event will such retrenchments move the system
close to laissez faire, and, in every case, once the retrenchments have served
their purpose for a while, new pressures will be brought to bear on the system,
compounding once again the absurdities of the existing mixed economy. More
than a decade ago, Bruce Porter wrote that “a shrinkage of the American state
appears about as remote as a drying up of the oceans” (1994, 294). Nothing
has happened since then to change that prospect, and with good reason we
may express the same expectation for all of the other economically advanced
countries.

NOTES

1. For my earlier defenses of this thesis, some of which deal with matters not discussed
here, see Higgs 1983; 1987, esp. 20—34; 1991a, esp. 5—8; and 1991b, esp. 66—68.

2. U.S. ratio computed from figures reported in U.S. Office of Management and Budget
2002, 292—93; ratios for various European countries from Tanzi and Schuknecht 2000,
6-7.

3. Calculated from data in U.S. Bureau of Economic Analysis n.d., tables 1.9 and 3.1.

4. The group includes Australia, Austria, Belgium, Canada, France, Germany, Ireland,
Italy, Japan, the Netherlands, New Zealand, Norway, Spain, Sweden, Switzerland, the
United Kingdom, and the United States.
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