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Publisher’'s Note on Present Edition

Truth cannot be expected to adapt itself to the errant course of
party politics and government power. It cannot be seasond,
regional, or situational. It belongs to no one person, party, or
country, and does not submit to mgority vote. Truth liveson
whether or not we like it and welcome it.

When a person has no design but to speak the smple truth, he
may say agreat deal in afew words. Ludwig von Mises issues an
economic manifesto in afew pages. He does not discuss bureaus
or bureaucrats, but inexorable principles of human action. He
does not condemn bureaucracy as bad, undesirable, or inefficient.
It is the appropriate technique for the conduct of government
agencies such as the courts of law, police departments, and the
Internal Revenue Service. But in economic production and
distribution, the bureaucratic method is an abomination that
spells universal ruin and disaster. To transform the entire
apparatus of production and distribution into a gigantic bureau is
to establish a command system under an economic czar who, in
time, will also become the political czar.

The grand character of truth is its capability of enduring the
test of time. Thisis why the Mises treatise lives on in this edition
and will, undoubtedly, in many more to come.

Libertarian Press, Inc.
Grove City, PA
September, 1996



Prefaceto the 1962 Edition

There are two methods for the conduct of affairs within the frame
of human society, i.e., peaceful cooperation among men. Oneis
bureaucratic management; the other is profit management.

It iswell known that profit management is highly unpopular
in our age. People are anxious to substitute all-round planning by
acentral authority—i.e., socialism—for the supremacy of the
consumers as operative in the market economy. But at the same
time the same peopl e severely blame the shortcomings of
bureaucratism. They do not see that in clamoring for the
suppression of profit management they themselves are asking for
more and more bureaucracy, even for full bureaucratization of
every sphere of human affairs.

There are areas of man's activitiesin which there cannot be
any question of profit management and where bureaucratic
management must prevail. A police department cannot be
operated according to the methods resorted to in the conduct of a
gainful enterprise. A bakery serves a definite number of people—
its customers—in selling them piecemeal what it has produced; it
is the patronage of its customers that provides the socia
legitimacy—the profitability—of the bakery's business. A police
department cannot sell its “products”; its achievements, however
valuable, even indispensable as they may be, have no price on the
market and therefore cannot be contrasted with the total
expenditure made in the endeavors to bring them about.

This essay does ot condemn or blame bureaucracy. It triesto
point out what bureaucratic management of affairs means and in
what it differs from profit management. It further shows in which
field bureaucratic management is the only possible method for
the conduct of affairs. It finally aims at putting into relief the
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effects which the attempts of contemporary governments and
political parties to substitute government action for private
business have brought about and are bound to bring about in the
future.

The examination of these issues provides the insight required
for an adequate appraisal of the two systems of society's
economic organization—the market economy and socialism. It
discloses the meaning of Lenin's program “to organize the whole
national economy like the postal system,” to make the whole of
society “one office and one factory,” and to transform all citizens
“into hired employees of the state.”*

This essay was written and first published in 1944. It refersin
some points to conditions and persons of that period. The
outward appearance of conditions has changed in some ways and
some of the idols of 1944 have lost their halos. But the essential
characteristics of the political problems involved have not
changed. The great historical conflict between individualism and
collectivism is dividing mankind into two hostile camps as it did
eighteen years ago. Therefore the investigation of the contrast
between bureaucratic and business management is still of current
importance.

New York City
January 1962

1Cf. Lenin, Sate and Revolution (1917; in 1932 edition of International
Publishers, New Y ork), pages 44, 83, and 84.
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The main issue in present-day socia and political conflictsis
whether or not man should give away freedom, private initiative,
and individual responsibility and surrender to the guardianship of
a gigantic apparatus of compulsion and coercion, the socialist
state. Should authoritarian totalitarianism be substituted for
individualism and democracy? Should the citizen be transformed
into a subject, a subordinate in an al-embracing army of
conscripted labor, bound to obey unconditionally the orders of his
superiors? Should he be deprived of his most precious privilege
to choose means and ends and to shape his own life?

Our age has witnessed a triumphal advance of the socialist
cause. As much as half a century ago an eminent British
statesman, Sir William Harcourt, asserted: “We are all socialists
now.”? At that time this statement was premature as far as Great
Britain was concerned, but today it is amost literaly true for that
country, once the cradle of modern liberty. It is no less true with
regard to continental Europe. Americaaoneis till freeto
choose. And the decision of the American people will determine
the outcome for the whole of mankind.

The problems involved in the antagonism between socialism
and capitalism can be attacked from various viewpoints. At
present it seems asif an investigation of the expansion of
bureaucratic agencies is the most expedient avenue of approach.
An analysis of bureaucratism offers an excellent opportunity to
recognize the fundamental problems of the controversy.

2Cf. G. M. Trevelyan, A Shortened History of England (London, 1942), p.
510.
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Although the evolution of bureaucratism has been very rapid
in these last years, Americais still, compared with the rest of the
world, only superficialy afflicted. It shows only afew of the
characteristic features of bureaucratic management. A scrutiny of
bureaucratism in this country would be incomplete therefore if it
did not deal with some aspects and results of the movement
which became visible only in countries with an older bureaucratic
tradition. Such a study must analyze the experiences of the
classical countries of bureaucratism—France, Germany, and
Russia

However it is not the object of such occasional references to
European conditions to obscure the radical difference which
exists, with regard to bureaucratism, between the political and
social mentality of America and that of continental Europe. To
the American mind the notion of an Obrigkeit, a government the
authority of which is not derived from the people, was and is
unknown. It is even extremely difficult to explain to a man for
whom the writings of Milton and Paine, the Declaration of
Independence, the Constitution and the Gettysburg Address are
the fountain springs of political education, what this German term
Obrigkeit implies and what an ObrigkeitsStaat is. Perhaps the
two following quotations will help to elucidate the matter.

On January 15, 1838, the Prussian Minister of the Interior, G.
A. R. von Rochow, declared in reply to a petition of citizens of a
Prussian city: “It is not seemly for a subject to apply the yardstick
of hiswretched intellect to the acts of the Chief of the State and
to arrogate to himself, in haughty insolence, a public judgment
about their fairness.” This was in the days in which German
liberalism challenged absolutism, and public opinion vehemently
resented this piece of overbearing bureaucratic pretension.
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Half a century later German liberalism was stone dead. The
Kaiser's Sozialpolitik, the Statist system of government
interference with business and of aggressive nationalism, had
supplanted it. Nobody minded when the Rector of the Imperial
University of Strassburg quietly characterized the German system
of government thus: “Our officials. . . will never tolerate
anybody’s wresting the power from their hands, certainly not
parliamentary majorities whom we know how to deal within a
masterly way. No kind of rule is endured so easily or accepted so
gratefully as that of high- minded and highly educated civil
servants. The German State is a State of the supremacy of
officialdom—Iet us hope that it will remain so0.”®

Such aphorisms could not be enunciated by any
American. It could not happen here.

3Georg Friedrich Knapp in his Presidential Address, delivered on May 1, 1891.
This speech was published in many reprints. The words quoted are to be found
on p. 86 of the 1909 edition of Die Landarbeiter in Knechtschaft und Freiheit.
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INTRODUCTION

I. THE OPPROBRIOUS CONNOTATION OF THE TERM
BUREAUCRACY

The terms bureaucrat, bureaucratic, and bureaucracy are
clearly invectives. Nobody calls himself a bureaucrat or his own
methods of management bureaucratic. These words are always
applied with an opprobrious connotation. They dwaysinpy a
dgperaging aitidam of persons indlitutions; or proosolures Nobody doulisthet
buresucracy isthoroughly bed and thet it should nat exist in apafedt world.

The abusive implication of the termsin question is not limited
to America and other democratic countries. It is a universal
phenomenon. Even in Prussia, the paragon of authoritarian
government, nobody wanted to be called a bureaucrat. The
Prussian king swirklicher geheimer Ober-Regierungsrat was
proud of his dignity and of the power that it bestowed. His
conceit delighted in the reverence of his subordinates and of the
populace. He was imbued with the idea of his own importance
and infalibility. But he would have deemed it an impudent insult
if somebody had the effrontery to call him a bureaucrat. He was,
in his own opinion, not a bureaucrat but a civil servant, his
M ajesty's mandatory, a functionary of the State unswervingly
attending day and night to the welfare of the nation.

It is noteworthy that the “progressives” whom the critics of
bureaucracy make responsible for its spread do not venture to
defend the bureaucratic system. On the contrary, they join those
whom they in other respects scorn as “reactionaries’ in
condemning it. For, they maintain, these bureaucratic methods
are not at all essential for the utopia at which they themselves are
aiming. Bureaucracy, they say, is rather the unsatisfactory way in
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which the capitalist system tries to come to an arrangement with
the inexorable trend toward its own disappearance. The inevitable
final triumph of socialism will abolish not only capitalism but
bureaucratism also. In the happy world of tomorrow, in the
blessed paradise of al-round planning, there will no longer be
any bureaucrats. The common man will be paramount; the people
themselves will take care of al their affairs. Only narrow- minded
bourgeois can fall prey to the error that bureaucracy gives a
foretaste of what socialism has in store for mankind.

Thus everyone seems to agree that bureaucracy is an evil. But
it is no less true that nobody has ever tried to determine in
unambiguous language what bureaucracy really means. The word
is generally used loosely. Most people would be embarrassed if
somebody were to ask them for a precise definition and
explanation. How can they condemn bureaucracy and bureaucrats
if they do not even know what the terms mean?

2. THE AMERICAN CITIZEN'’S INDICTMENT OF
BUREAUCRATISM

An American, asked to specify his complaints about the
evils of progressing bureaucratization, might say something like
this:

“Our traditional American system of government was based
on the separation of the legidative, the executive, and the judicial
powers and on afair division of jurisdiction between the Union
and the States. The legidlators, the most important executives,
and many of the judges were chosen by election. Thus the people,
the voters, were supreme. Moreover, none of the three arms of
the government had the right to interfere with the private affairs
of the citizens. The law-abiding citizen was a free man.

“But now, for many years and especially since the appearance



Introduction 3

of the New Deal, powerful forces are on the point of substituting
for this old and well-tried democratic system the tyrannical rule
of an irresponsible and arbitrary bureaucracy. The bureaucrat
does not come into office by election of the voters but by
appointment of another bureaucrat. He has arrogated a good dedl
of the legislative power. Government commissions and bureaus
issue decrees and regulations undertaking the management and
direction of every aspect of the citizens' lives. Not only do they
regulate matters which hitherto have been left to the discretion of
the individua; they do not shrink from decreeing what is virtually
arepea of duly enacted laws. By means of this quasi-legidation
the bureaus usurp the power to decide many important matters
according to their own judgment of the merits of each case, that
is, quite arbitrarily. The rulings and judgments of the bureaus are
enforced by federal officials. The purported judicial review isin
fact illusory. Every day the bureaucrats assume more power;
pretty soon they will run the whole country.

“There cannot be any doubt that this bureaucratic system is
essentially anti- liberal, undemocratic, and un-American, that it is
contrary to the spirit and to the letter of the Constitution, and that it
isareplica of the totalitarian methods of Stalin and Hitler. It is
imbued with a fanatical hogtility to free enterprise and private
property. It paralyzes the conduct of business and lowers the
productivity of labor. By heedless spending it squanders the
nations wedlth. It isinefficient and wasteful. Although it styles
what it does planning, it has no definite plans and aims. It lacks
unity and uniformity; the various bureaus and agencies work at
cross-purposes. The outcome is a disintegration of the whole social
apparatus of production and distribution. Poverty and distress are
bound to follow.”
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This vehement indictment of bureaucracy is, by and large, an
adequate athough emotional description of present-day trendsin
American government. But it misses the point as it makes
bureaucracy and the bureaucrats responsible for an evolution the
causes of which must be sought for e sewhere. Bureaucracy is but
a consequence and a symptom of things and changes much more
deeply rooted.

The characterigtic feature of present-day policiesisthe trend
toward a substitution of government control for free enterprise.
Powerful political parties and pressure groups are fervently asking
for public control of al economic activities, for thorough
government planning, and for the nationalization of business. They
am at full government control of education and at the socialization
of the medical profession. Thereis no sphere of human activity that
they would not be prepared to subordinate to regimentation by the
authorities. In their eyes, state control isthe panaceafor al ills.

These enthusiastic advocates of government omnipotence are
very modest in the appraisal of the role they themsalves play in the
evolution toward totaitarianism. The trend toward socialism, they
contend, isinevitable. It is the necessary and unavoidable tendency
of higtorical evolution. With Karl Marx they maintain that socialism
is bound to come “with the inexorability of alaw of nature.” Private
ownership of the means of production, free enterprise, capitalism,
the profit system are doomed. The “wave of the future” carries men
toward the earthly paradise of full government control. The
champions of totaitarianism call themselves “progressives’
precisely because they pretend to have comprehended the meaning
of the portents. And they ridicule and disparage as “reactionaries’ all
those who try to resist the working of forces which—as they say—
no human effort is strong enough to stop.
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Because of these “progressive” policies new offices and
government agencies thrive like mushrooms. The bureaucrats
multiply and are anxious to restrict, step by step, the individual
citizenis freedom to act. Many citizens, i.e., those whom the
“progressives’ scorn as “reactionaries,” resent this encroachment
upon their affairs, and blame the incompetence and wastefulness of
the bureaucrats. But these opponents have hitherto been only a
minority. The proof is that, in the past eections, they werenot in a
position to poll amgority of the votes. The “progressives;” the
adamant foes of free enterprise and private initiative and fanatical
champions of totalitarian government control of business, defeated
them.

It isafact that the policy of the New Deal has been supported by
the voters. Nor isthere any doubt that this policy will be entirely
abandoned if the voters withdraw their favor from it. The United
Saesis ill ademocracy. The Condtitution is till intact. Elections
are dill free. The voters do not cast their balot under duress. It is
therefore not correct to say that the bureaucratic system carried its
victory by uncongtitutiona and undemocratic methods. The lawyers
may be right in questioning the legality of some minor points. But as
awhole the New Ded was backed by Congress. Congress made the
laws and gppropriated the money.

Of course, Americais faced with a phenomenon that the
framers of the Constitution did not foresee and could not foresee:
the voluntary abandonment of congressional rights. Congress has
In many instances surrendered the function of legidation to
government agencies and commissions, and it has relaxed its
budgetary control through the allocation of large appropriations
for expenditures, which the Administration has to determine in
detail. The right of Congress to delegate some of its powers
temporarily is not uncontested. In the case of the National
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Recovery Administration the Supreme Court declared it
unconstitutional. But delegations of power formulated in a more
cautious way are an amost regular practice. At any rate,
Congress, in acting this way, has hitherto not been at variance
with the declared will of the mgjority of the sovereign people.
On the other hand, we must realize that delegation of power is
the main instrument of modern dictatorship. It is by virtue of
delegation of power that Hitler and his Cabinet rule Germany. It
is by delegation of power that the British Left wants to establish
its dictatorship and to transform Great Britain into a socialist
commonwealth. It is obvious that delegation of power can be
used as a quasi-constitutional disguise for a dictatorship. But this
Is certainly not the case at present in this country. Congress has
undoubtedly still the legal right and the actual might to take back
all the power it has delegated. The voters still have the right and
the power to return senators and representatives who are radically
opposed to any abandonment of congressional powers. In the
United States bureaucracy is based on constitutional grounds.
Nor isit correct to deem as uncongtitutiond the progressng
concentration of jurisdictiona powersin the central government and
the resulting diminution of the importance of the States. Washington
has not openly usurped any condtitutiond powers of the States. The
equilibrium in the digtribution of powers between the Federa
Government and the States as established by the Condtitution has been
serioudy disturbed because the new powersthat the authorities
acquired for the mogt part accrued to the Union and not to the States.
Thisisnot the effect of snister machinations on the part of mysterious
Washington dliques, eager to curb the States and to establish
centraization. It isthe consegquence of the fact that the United Statesis
an economic unit with auniform monetary and credit system and with
free mobility of commodities, capital, and men among the Sates. In
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such a country government control of business must be centralized. It
would be out of the question to leaveit to the individud States. If each
State were free to control business according to its own plans, the unity
of the domestic market would disintegrate. State control of business
would be practicable only if every State werein a postion to separate
itsterritory from the rest of the nation by trade and migration barriers
and an autonomous monetary and credit policy. Asnobody serioudy
suggests bresking up the economic unity of the nation, it has been
necessary to entrust the control of businessto the Union. Itisin the
neture of a systlem of government control of busnessto am &t the
utmogt centrdizetion. The autonomy of the States as guaranteed by the
Condtitution isredizable only under asystem of free enterprise. In vating
for government control of businessthe votersimplicitly, dthough
unwittingly, are voting for more centrdization.

Those who criticize bureaucracy make the mistake of directing their
attacksagang a symptom only and not againg the seet of theevil. It
mekes no difference whether the innumerable decrees regimenting every
agpect of the ditizeriseconomic activitiesareissued directly by alaw, duly
passad by Congress, or by acommisson or government agency to which
power has been given by alaw and by the dlocation of money. What
people are redly complaining about is the fact thet the government has
embarked upon such totditarian policies, nat the technica procedures
goplied intheir establishment. It would meke little difference if Congress
had nat endowed these agencieswith quas-legidative functions and hed
reserved to itsdlf theright to issue dl decrees required for the conduct of
thar functions.

Once price contral isdedared atask of government, an indefinite
number of price aalings mugt be fixed and many of them mugt, with
changing condiitions, be dtered again and again. This power isvested in
the Office of Price Adminidration. But the sway of its bureaucratswould
not be impaired subgtantially if they were under the necessity of



8 Bureaucracy

gpproaching Congressfor legidating such calings Congresswould be
flooded by amultitude of billsthe content of which would extend beyond
the range of its competence. The members of Congresswould lack both
the time and the information to examine serioudy the proposa s daborated
by the various subdivisons of the OPA. No choice would be left to them
other than trusting the chief of the office and itsemployees and vating en
bloc for the hills or repeding the law giving the Adminigration the power
to contral prices. 1t would be out of the question for the members of
Congressto look into the metter with the same consci enti ousness and
scrupulousness they ordinarily goply in deliberating about policies
and laws.

Parliamentary procedures are an adequate method for deding with
the framing of laws needed by a community based on privete
ownership of the means of production, free enterprise, and consumers
sovereignty. They are essentidly ingppropriate for the conduct of
affairs under government omnipotence. The makers of the Condtitution
never dreamed of asystem of government under which the authorities
would have to determine the prices of pepper and of oranges, of
photographic cameras and of razor blades, of neckties and of paper
napkins. But if such acontingency had occurred to them, they surely
would have consdered asinggnificant the question whether such
regulations should beissued by Congress or by abureaucratic agency.
They would have easly understood that government control of
businessis ultimately incompatible with any form of condtitutiona and
democratic government.

Itisnot an accident that socidist countries are ruled in adictatoria
way. Totditarianism and government by the people areirreconcilable.
Thingsin Germany and Russawould not be different if Hitler and
Sain were to submit all their decrees to the decison of their
“parliaments” Under government control of business parliaments
cannot be anything e se than assemblies of ‘yes men.
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Neither isit judtifiable to find fault with the fact thet the offices of
the bureaucratic administrators are not elective. Election of executives
isreasonable only in the case of top executives. Here the voters have to
choose among candidates whose palitical character and convictions
they know. It would be absurd to use the same method for the
gppointment of ahost of unknown people. It makes sense if the citizens
vote for President, for Governor, or for Mayor. It would be nonsensicd
to let them vote for the hundreds and thousands of minor clerks. In such
elections the voters would have no choice but to endorse the list
proposed by their party. It makes no materid difference whether the
duly elected President or Governor nominates al his aides or
whether the voters vote for alist containing the names of dl those
men whom their preferred candidate has chosen as aides.

It is quite correct, as the opponents of the trend toward
totaitarianism say, that the bureaucrats are free to decide according to
their own discretion questions of vital importance for the individual
citizen'slife. It istrue that the officeholders are no longer the servants
of the citizenry but irresponsible and arbitrary masters and tyrants.
But thisis not the fault of bureaucracy. It is the outcome of the new
system of government which restricts the individual's freedom to
manage his own affairs and assgns more and more tasks to the
government. The culprit is not the bureaucrat but the political system.
And the sovereign peopleis till free to discard this system.

It is further true that bureaucracy isimbued with an implacable
hatred of private busness and free enterprise. But the supporters of
the system consider precisdly this the most laudable feature of their
attitude. Far from being ashamed of their anti-business policies, they
are proud of them. They aim at full control of business by the
government and see in every businessman who wantsto evade this
control a public enemy.
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Finaly it is true that the new policy, athough not uncongtitutional
from amerely formdistic viewpoint, is contrary to the spirit of the
Condtitution, that it is tantamount to an overthrow of al that was
precious to the older generations of Americans, thet it must result in
an abandonment of what people used to cdl democracy, and that it is
in this sense un-American. But this reproach too does not discredit the
“progressive” tendencies in the eyes of their supporters. They look at
the past with other eyes than their critics.. For them the hitory of dl
hitherto existing society is arecord of human degradation, misery,
and ruthless exploitation of the masses by ruling classes. What is
caled “individuaisi’ in the American language is, they say, “a
high- sounding term for money greed transfigured and parading asa
virtue.” The ideawas “to give afree hand to money-getters, sharp-
witted tricksters, stock manipulators and other bandits who lived by
raids on the national income.”* The American system is scorned as a
spurious “bill-of-rights democracy,” and the Russian system of Stain
is extravagantly praised as the only truly democratic one.

The main issue in present-day politica strugglesis whether
society should be organized on the basis of private ownership of the
means of production (capitalism, the market system) or on the basis
of public control of the means of production (socidism, communism,
planned economy). Capitalism means free enterprise, sovereignty of
the consumersin economic matters, and sovereignty of the votersin
political matters. Socialism means full government control of every
sphere of the individua's life and the unrestricted supremacy of the
government in its capacity as centra board of production

“W. E. Woodward, A New American History (New Y ork, 1938), p. 808. On the
jacket of thisbook we read: “Any right-thinking parent today, conversant with all the
facts, would probably find Benedict Arnold in genera far more satisfactory than
Lincoln asapatternfor hisson.” It is obviousthat those who hold such viewswill not
find any fault with the un-Americanism of bureaucracy.
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management. There is no compromise possible between these two
systems. Contrary to apopular falacy thereis no middie way, no
third system possible as a pattern of a permanent socia order> The
citizens must choose between capitalism and socidism or, as many
Americans say, between the American and the Russian way of life.

Whoever in this antagonism sides with capitalism must do it
frankly and directly. He must give postive support to private property
and free enterprise. It is vain to content onesdf with attacks on some
measures designed to pave the way for socidism. It isusdlessto fight
mere attendant phenomena and not the tendency toward
totditarianism assuch. It isidleto dwdl on acriticiam of
bureaucratism only.

3. THE “PROGRESSVES” VIEW OF BUREAUCRATISM

The “progressve” critics of bureaucratism direct thair attacks
primarily againg the bureaucratization of corporate big business. Ther
reasoning runs this way:

“In the past busness firms were comparaivey smdl. The
entrepreneur was in apodtion to survey dl parts of hisenterprise and to
make al important decisions persondly. He was the owner of dl the
capitd invested or a least of the greater part of it. He was himsdlf
vitaly interested in the success of his enterprise. He was therefore to
the best of his abilitiesintent on making his outfit as efficient as
possible and on avoiding waste.

“But with the inexorable trend toward economic concentration,
conditions changed radicaly. Today the scene is dominated by
corporate big busness. It is absentee ownership; the legd owners, the
stockholders, have no actud voice in the management. Thistask is left

®See below pp. 117-119.
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to professona adminidrators. The enterprises are 0 large that
functions and activities must be distributed among departments and
adminigtrative subdivisons. The conduct of affairs necessarily
becomesbureauicratic.

“The present-day champions of free enterprise are romanticslike
the eulogigts of the medievd arts and crafts. They are entirely mistaken
in attributing to mammoth corporations the qualities which once were
the excellence of amdl or mediumsze business. There cannot be any
guestion of breaking up the big aggregates into smdler units. On the
contrary, the tendency toward a further concentration of economic
power will prevail. Monopolized big businesswill conged into rigid
bureaucratism. Its managers, responsible to nobody, will becomea
hereditary aristocracy; the governments will become mere puppets of
an omnipotent business clique.

“Itisindigoensableto curb the power of thismanegerd digarchy by
government action. The complaints about government regimentation are
unfounded. Asthingsare, thereisonly the choice between theruleof an
imegponsible manageria bureaucracy and that of the netioris governmeant.”

Thegpologetic character of such ressoningisobvious Tothegenerd
aiticdsm of the goread of governmenta bureaucratiam the “progressives’ and
New Dedersreply thet bureaucracy isnat a dl limited to govemment. Itisa
universd phenomenon presant bath in busnessand in governmeatt. Its
broedest causeis “the tremendous size of the organization.™ Itisthereforean
inescgpableevil.

Thisbook will try to demondrate thet no profit-sesking enterprise, no
metter how large isliableto become bureauardic provided the hends of its
menageman are nat tied by goverment interference. The trend toward
buresuicratic rigidity isnot inherent inthe evalution of busness Itisan

6Ct. Marshdll E. Dimock and Howard K. Hyde, Bureaticracy and Trusteeshipin Large
Corporations TNEC MonographNo. 11, p. 36.
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outcome of government medding with business Itisareult of thepolides
desgned to dimingte the profit mative from itsralein the framework of
S0ciety'seconomic organization.

In theseintroductory remarkswewant to dwell only upon one paint of the
popular complants about the growing buresuiardization of busness
Bureaucratization, people say, iscaused by “thelack of competent, effective,
leedership”” What iswarniing is“creative leedership.”

To complan of ladk of leedershipis inthefidd of pdlitica afars the
charadeidic atitude of dl harbingersof dicatordhip. Inthar eyesthemain
defidency of demoaratic govemnment istha it is uneble to produce grest
Fuhrersand Duces

Inthefidd of busness crestive leedarship menifestsitsdf inthe
adjusment of production and digtribution to the changing conditions of
demand and supply and in the adaptation of technica improvementsto
practicd uses The great busnessman is he who produces more, better, and
chegper goods, who, asapionesr of progress, presents hisfelow menwith
commoadities and sarvices hitherto unknown to them or beyond their
means We may cal him aleader because hisinitiative and activity force
his competitors ather to emulate his achievements or to go out of busness
It is his indefatigable inventiveness and fondness for innovations thet
prevents dl busness units from degenerating into idle buresucratic routine.
He embodiesin his person the restless dynamism and progressvism
inherent in capitdism and free enterprise.

It would certainly be an exaggerdtion to say that such creetive leeders
arelacking in present-day America Many of the old heroes of American
busnessare dill dive and activein the conduct of ther affars It would be
addicate matter to express an opinion about the credtiveness of younger
men. Sometempord disanceis needed for acorrect gopreciaion of thar

"CF. Dimock and Hyde loc. dit., p. 44, and theartidesquoted by them.
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achievements. A true geniusis very rardy acknowledged as such by his
contemporaries.

Society cannot contribute anything to the breeding and growing of
ingenious men. A creative genius cannot be trained. There are no schoals
for crediveness. A geniusis precisdy aman who defiesdl schoolsand
rules, who deviates from the traditiond roads of routine and opens up new
peths through land ineccessible before. A geniusis dways ateacher, never
apupil; heisdways sf-meade. He does nat owe anything to the favor of
those in power. But, on the other hand, the government can bring about
conditionswhich pardyze the efforts of acregtive pirit and prevent him
from rendering ussful servicesto the community.

Thisisthe casetoday in thefidd of busness Let uslook a one
ingance only, theincome tax. In thepast an ingenious newcomer darted a
new project. It was amodest gart; he was poor, hisfundswere smdl and
mog of them borrowed. When initid success came, he did not increase his
consumption, but reinvested the much gregter part of the profits. Thus his
business grew quickly. He became aleader in hisline. Histhregtening
competition forced the old rich firms and the big corporationsto adjust
their management to the conditions brought about by hisintervention.
They could not disregard him and indulge in bureaucratic negligence.
They were under the necessity of being on their guard day and night
agang such dangerousinnovaors. If they could not find aman adleto
rival the newcomer for the management of their own affairs, they had to
merge their own businesswith hisand yidd to his leedership.

But today the income tax absorbs 80 or more per cent of sucha
newcomer’sinitid profits. He cannot accumulate capitd; he cannot
expand hisbusiness; his enterprise will never become big business. Heis
no match for the old vested interests. The old firms and corporations
dready own acondderable cgpitd. Income and corporation taxes
prevent them from accumulating more capita, while they prevent the
newcomer from accumulating any capital. He is doomed toremaina



Introduction 15

amdl busnessforever. The dreedy exiging enterprises are shdltered
againg the dangers from ingenious newcomers. They are not menaced
by their competition. They enjoy avirtud privilege asfar asthey content
themsalves with keeping their businessin the treditiond linesand in the
traditional size.® Their further development, of course, iscurtailed. The
continuous drain on tharr profits by taxes makesit impossble for them to
expand their business out of their own funds. Thus atendency toward
rigidity originates.

Indl countries dl tax laws are today written asif the main purpose
of taxes were to hinder the accumulation of new capitd and the
improvements which it could achieve. The same tendency manifests
itsdf in many other branches of public palicy. The “progressives” are
bedly off the mark when they complain about thelack of cregtive busness
leedership. Not the men are lacking but the indtitutions which would
permit them to utilize their gifts Modern palidies reault in tying the hands
of innovators no lessthan did the guild sysem of the Middle Ages

4. BUREAUCRATISM AND TOTALITARIANISM

It will beshownin thisbook that bureaucracy and bureaucratic
methods are very old and thet they mugt be present in the adminigtrative
goparatus of every government the sovereignty of which dretchesover a
large area. The Pharaohs of ancient Egypt and the emperors of Chinabuilt
ahuge bureaucratic machine and so did dl the other rulers Medievd
feuddism was an atempt to organize the government of large territories
without bureaucrats and buresucratic methods It falled utterly in these
endeavors. It resulted in acomplete disntegration of political unity andin

8Thisisnot an essay onthe social and economic consequences of taxation. Thusthereis
no need to deal with the effectsof theinheritancetaxes, theimpact of which hasaready
been perceptiblein this country for many years, whilethe above-described effects of the
incometax arearecent phenomenon.
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anarchy. Thefeudd lords, origindly officenolders only and as such subject
to the authority of the centrd government, became virtudly independent
princes, fighting one another dmogt continualy and defying the king, the
ocourts, and thelaws. From thefifteenth century on curbing the arrogance
of the vassdls waas the main task of the various European kings The
modern gateis built upon the ruins of feuddiam. It substituted buresucratic
management of public affairsfor the supremacy of amultitude of petty
princes and counts.

Far aheed inthisevalution were the kings of France. Alexisde
Tocqgueville has shown how the Bourbon kings unswervingly aimed a the
abalition of the autonomy of powerful vassals and of dligarchic groups of
aigocras. In thisregard the French Revolution only achieved whet the
absolute kingsthemsdlves had begun. It diminated the arbitrariness of the
kings it madethe law supremein thefidd of adminigtration and restricted
the scope of affars subject to the discretionary judgment of the
officenolders. It did not brush away bureaucratic management; it only
put it on alegd and conditutiona bads. France's nineteenth-century
adminidrative sysem was an atempt to tame the arbitrariness of the
bureaucrats as much as possible by law. It served asamodd for dl other
libera nations which—outsde of the redim of Anglo-Saxon Common
Lav—were anxious to meke law and legdity paramount in the conduct
of avil adminigretion.

Itisnot sufficiently known that the Prussan adminidretive system,
s0 much admired by al advocates of government omnipotence, in its
early beginningswas but an imitation of French inditutions. Frederick |1,
the “Great” King, imported from roya France not only the methods but
even the personnd for thelr execution. He handed over the
adminigtration of the excise duties and the customs to an imported Saff
of severd hundred French bureaucrats. He gppointed a Frenchman
Postmagter Genera and another Frenchman President of the Academy.
The eighteenth-century Prussians had even better groundsfor calling
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bureaucratism un-Prussan then the present-day Americansfor cdling it
un-American.

Thelegd technique of adminidretive activity in the countries of
Anglo- Saxon Common Law was very different from that of the
continental countries of Europe. Both the British and the Americans
were fully convinced that their sysem gave them amost effective
protection againg the encroachment of adminigrative arbitrariness.
However, the experience of the last decades has dearly evidenced thet no
legd precautions are Srong enough to ress atrerd supported by a
powerful ideology. The popular ideas of government interference with
business and of socidism have undermined the dams erected by twenty
generations of Anglo- Saxons againg the flood of arbitrary rule. Many
intellectuas and numerous voters organized in the pressure groups of
farming and of labor digparage the traditiond American system of
government as “plutocratic” and yearn for the adoption of the Russan
methods which do not accord theindividua any protection at al againgt
the discretionary power of the authorities.

Totditarianism is much more than mere bureauicrecy. It isthe
subordination of every individud’'swhoale life, work, and leisure, to the
ordersof thosein power and office. It isthe reduction of mantoacogin
an dl-embracing machine of compulson and coercion. It forcesthe
individud to renounce any activity of which the government does not
aoprove. It tolerates no expression of dissant. It isthe transformation of
society into adrictly disciplined labor-army—as the advocates of
socidism say—or into a penitentiary—as its opponents say. At any rateit
istheradica bregk from theway of lifeto which the cvilized nations
cunginthe pad. It isnot merely the return of mankind to the orientd
despotism under which, as Hegd observed, one man donewasfreeand
dl therest daves, for those Agaic kings did not interfere with the daily
routine of their subjects. To the individua farmers, cattle breeders, and
atisansafidd of activities was | €ft in the performance of which they
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were not troubled by the king and his satdllites. They enjoyed some
amount of autonomy within their own households and families Itis
different with modern socidism. It istotditarian in the drict sense of the
term. 1t holds the individud in tight rein from the womb to the tomb. At
evay indant of hislife the “comrade” is bound to obey implicitly the
ordersissued by the supreme authority. The Sateis both his guardian
and hisemployer. The State determines hiswork, his diet, and his
plessures. The Sate tdls him what to think and what to bdievein.

Bureaucracy isingrumenta in the execution of these plans. But
people are unfair in indicting the individua bureaucrat for the vices of the
sysem. Thefault is not with the men and women who fill the offices and
bureaus They are no lessthe victims of the new way of life than
anybody dse. The system isbad, not its subordinate handy men. A
government cannot do without bureaus and bureauicratic methods. And
asodd cooperation cannot work without a civil government, some
amount of bureaucracy isindispensable. What people resent is not
bureaucratism as such, but the intrusion of bureaucracy into al
spheres of human life and activity. The struggle against the
encroachments of bureaucracy is essentidly arevolt agangt
totditarian dictatorship. It isamisnomer to labd the fight for freedom
and democracy afight against bureaucracy.

Nonetheless there is some substance in the generd complaint
againg bureaucratic methods and procedures. For their faults are
indicative of the essentia defects of any socidist or totditarian
scheme. In thoroughly investigating the problem of bureaucracy we
must finaly discover why the sociaist utopias are entirely
impracticable and must, when put into practice, result not only in
impoverishment for al but in the disintegration of socid
cooperation—in chaos. Thusthe study of bureaucracy isagood
approach to astudy of both systems of socia organization, capitalism
and socidiam.
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5. THE ALTERNATIVE: PROFIT MANAGEMENT OR
BUREAUCRATIC MANAGEMENT

If we want to find out what bureaucracy really means we
must start with an analysis of the operation of the profit motive
within the framework of a capitalist society. The essential
features of capitalism are no less unknown than those of
bureaucracy. Spurious legends, popularized by demagogic
propaganda, have entirely misrepresented the capitalist system.
Capitalism has succeeded in raising the material well-being of the
masses in an unprecedented way. In the capitalist countries
population figures are now several times higher than they were at
the eve of the “industria revolution,” and every citizen of these
nations enjoys a standard of living much higher than that of the
well-to-do of earlier ages. Nevertheless a great part of public
opinion disparages free enterprise and private ownership of the
means of production as dismal institutions that are detrimental to
the immense majority of the nation and further only the selfish
classinterests of a small group of exploiters. Politicians whose
main achievement consisted in restricting agricultural output and
in attempts to put obstacles in the way of technical improvement
of methods of manufacturing discredit capitalism as an “economy
of scarcity’ and talk about the abundance that socialism will bring
about. The heads of labor unions, whose members drive their
own motor cars, are enthusiastic in exalting the conditions of the
ragged and barefooted Russian proletarians and in praising the
freedom that the workers enjoy in Russia where labor unions
have been suppressed and strikes are a criminal offense.

There is no need to enter into a detailed scrutiny of these
fables. Our intention is neither to praise nor to condemn. We
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want to know what the two systems in question are, how they
work, and how they serve the needs of the people.

In spite of all the vagueness in the use of the term bureaucracy
there seems to be unanimity with regard to the distinction
between two contrary methods of doing things: the private
citizens’ way and the way in which the offices of the government
and the municipalities are operated. Nobody denies that the
principles according to which a police department is operated
differ essentially and radically from the principles applied in the
conduct of a profit-seeking enterprise. It will therefore be
appropriate to begin with an investigation of the methods in use
in these two classes of ingtitutions and to compare them with
each other.

Bureaucracy, its merits and its demerits, its working and its
operation, can be understood only by contrasting it with the
operation of the profit motive as it functions in the capitalistic
market society.



I
PROFIT MANAGEMENT
1. THE OPERATION OF THE MARKET MECHANISM

Capitalism or market economy is that systemof social
cooperation and division of labor that is based on private
ownership of the means of production. The material factors of
production are owned by individua citizens, the capitalists and
the landowners. The plants and the farms are operated by the
entrepreneurs and the farmers, that is, by individuals or
associations of individuals who either themselves own the capital
and the soil or have borrowed or rented them from the owners.
Free enterprise is the characteristic feature of capitalism. The
objective of every enterpriser—whether businessman or farmer—
is to make profit.

The capitalists, the enterprisers, and the farmers are
instrumental in the conduct of economic affairs. They are at the
helm and steer the ship. But they are not free to shape its course.
They are not supreme, they are steersmen only, bound to obey
unconditionally the captain's orders. The captain is the consumer.

Neither the capitalists nor the entrepreneurs nor the farmers
determine what has to be produced. The consumers do that. The
producers do not produce for their own consumption but for the
market. They are intent on selling their products. If the
consumers do not buy the goods offered to them, the
businessman cannot recover the outlays made. He loses his
money. If he falls to adjust his procedure to the wishes of the
consumers he will very soon be removed from his eminent
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position at the helm. Other men who did better in satisfying the
demand of the consumers replace him.

The real bosses, in the capitalist system of market economy,
arethe consumers. They, by ther buying and by their abstention from
buying, decide who should own the capitd and run the plants. They
determine what should be produced and in what quantity and qudity.
Ther atitudes result ether in profit or inlossfor the enterpriser. They
mike poor men rich and rich men poor. They are no easy bosses They
arefull of whimsand fancies, changegble and unpredictable. They do not
care awhit for pagt merit. As soon as something is offered to them thet
they likebetter or thet is chegper, they desart their old purveyors. With
them nothing counts more than their own satisfaction. They bother
neither about the vested interests of capitaists nor about the fate of the
workerswho lose their jobsif as consumersthey no longer buy what
they used to buy.

What does it mean when we say thet theproduction of acertain
commodity A doesnot pay? It isindicative of the fact thet the consumers
are not willing to pay the producers of A enough to cover the prices of
the required factors of production, while a the sametime other producers
will find their incomes exceeding their costs of production. The demand
of the consumersisingrumentd in the dlocation of various factors of
production to the various branches of manufacturing consumers goods.
The consumers thus decide how much raw materia and labor should be
used for the manufacturing of A and how much for some other
merchandise. It istherefore nonsengcd to contrast production for profit
and production for use With the profit motive the enterpriser is
compdled to supply the consumers with those goods which they are
asking for most urgently. If the enterpriser were not forced to take the
profit motive as his guide, he could produce more of A, in Spite of the
fact thet the consumers prefer to get something dse. The profit motiveis
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precisdy the factor that forces the businessman to provide in the most
efficient way those commodities the consumers want to use.

Thus the capitalist system of production is an economic
democracy in which every penny gives aright to vote. The
consumers are the sovereign people. The capitalists, the
entrepreneurs, and the farmers are the people’s mandatories. If
they do not obey, if they fail to produce, at the lowest possible
cost, what the consumers are asking for, they lose their office.
Their task is service to the consumer. Profit and loss are the
instruments by means of which the consumers keep atight rein
on al business activities.

2. ECONOMIC CALCULATION

The preeminence of the capitdist sysem congdsinthefact thet it is
the only systlem of socid cooperation and divison of labor which makes
it possible to goply amethod of reckoning and computation in planning
new projects and gppraising the usefulness of the operation of those
plants, farms, and workshops dready working. The impracticability of dl
schemes of socidism and centrd planning isto be seeninthe
impossibility of any kind of economic calculation under conditionsin
which thereis no private ownership of the means of production and
consaquently no market prices for these factors

The problem to be solved in the conduct of economic affarsisthis
There are countless kinds of materia factors of production, and within
each classthey differ from one another both with regard to ther physca
properties and to the places a which they are available. Thereare
millions and millions of workers and they differ widdy with regard to
their ability to work. Technology provides us with informetion about
numberless possihilitiesin regard to what could be achieved by usng this
supply of natura resources, capita goods, and manpower for the
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production of consumers goods. Which of these potentia procedures
and plans are the mogt advantageous? \Which should be carried out
because they are gpt to contribute most to the satisfaction of the most
urgent needs? Which should be postponed or discarded because their
execution would divert factors of production from other projectsthe
execution of which would contribute more to the satisfaction of urgent
needs?

It isobviousthat these questions cannot be answered by some
cdculation in kind. One cannot make a variety of things enter into a
cdculusif there is no common denomingtor for them.

In the capitaist system dl designing and planning is based on the
market prices. Without them dl the projects and blueprints of the
engineerswould be amere academic pagtime. They would demondrate
what could be done and how. But they would not bein apostion to
determine whether the redization of a certain project would redly
increase materid well-being or whether it would not, by withdrawing
scarce factors of production from other lines, jeopardize the stisfaction
of more urgent needs, that is, of needs consdered more urgent by the
consumers. The guide of economic planning isthe market price. The
market prices aone can answer the question whether the execution of a
project P will yield more than it cogts, thet is, whether it will be more
useful than the execution of other conceivable plans which cannot be
redlized because the factors of production required are used for the
performance of project P.

It has been frequently objected that this orientation of economic
activity according to the profit motive, i.e,, according to the yardstick of
asurplusof yied over codts, leaves out of congderation the interests of
the nation as awhole and takes account only of the sdifish interests of
individuds, different from and often even contrary to the nationd
interests. Thisidealies a the bottom of dl totaitarian planning.
Government control of business, it is claimed by the advocates of
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authoritarian management, looks after the nation's well-being, while
free enterprise, driven by the sole am of making profits, jeopardizes
netiond interests.

The case is exemplified nowadays by citing the problem of
synthetic rubber. Germany, under the rule of Nazi socialism, has
devel oped the production of synthetic rubber, while Greet Britain
and the United States, under the supremacy of profit-seeking free
enterprise, did not care about the unprofitable manufacture of such
an expensive ersatz. Thus they neglected an important item of war
preparedness and exposed their independence to a serious danger.

Nothing can be more spurious than this reasoning. Nobody ever
asserted that the conduct of awar and preparing anatioris armed
forces for the emergency of awar are atask that could or should be
left to the activities of individud citizens. The defense of anatioris
security and civilization againgt aggression on the part both of
foreign foes and of domestic gangstersis the first duty of any
government. If al men were pleasant and virtuous, if no one coveted
what belongs to another, there would be no need for a government,
for armies and navies, for policemen, for courts, and prisons. It is
the government’s business to make the provisions for war. No
individua citizen and no group or class of citizensisto blame if the
government fails in these endeavors. The guilt rests dways with the
government and consequently, in a democracy, with the mgjority of
voters.

Germany armed for war. Asthe German Genera Staff knew that
it would be impossible for warring Germany to import natural
rubber, they decided to foster domestic production of synthetic
rubber. There is no need to inquire whether or not the British and
American military authorities were convinced that their countries,
even in case of anew World War, would be in apostion to rely
upon the rubber plantations of Malaya and the Dutch Indies. At any
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rate they did not consider it necessary to pile up domestic stocks of
natural rubber or to embark upon the production of synthetic rubber.
Some American and British businessmen examined the progress of
synthetic rubber production in Germany. But as the cost of the
synthetic product was considerably higher than that of the natural
product, they could not venture to imitate the example set by the
Germans. No entrepreneur can invest money in a project which does
not offer the prospect of profitability. It is precisdly this fact that
makes the consumers sovereign and forces the enterpriser to produce
what the consumers are most urgently asking for. The consumers, that
is, the American and the British public, were not ready to alow for
synthetic rubber prices which would have rendered its production
profitable. The cheapest way to provide rubber was for the
Anglo-Saxon countries to produce other merchandise, for instance,
motor cars and various machines, to sdll these things abroad, and to
import foreign natura rubber.

If it had been possible for the Governments of London and
Washington to foresee the events of December, 1941, and January
and February, 1942, they would have turned toward measures
securing a domestic production of synthetic rubber. It isimmeaterid
with regard to our problem which method they would have chosen for
financing this part of defense expenditure. They could subsidize the
plants concerned or they could raise, by means of tariffs, the domestic
price of rubber to such aleve that home production of synthetic
rubber would have become profitable. At any rate the people would
have been forced to pay for what was done.

If the government does not provide for a defense measure, no
capitaist or entrepreneur can fill the gap. To reproach some chemica
corporations for not having taken up production of synthetic rubber is
no more seng ble than to blame the motor industry for not,
immediately after Hitler's rise to power, converting its plantsinto
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plane factories. Or it would be as judtifigble to blame a scholar for
having wasted his time writing a book on American history or
philosophy instead of devoting al his efforts to training himself for
his future functions in the Expeditionary Force. If the government
falsinitstask of equipping the netion to repd an attack, no individua
citizen has any way open to remedy the evil but to criticize the
authorities in addressing the soverelgn—the voters—in speeches,
articles, and books®

Many doctors describe the waysin which their fellow citizens
spend their money as utterly foolish and opposed to their red needs.
People, they say, should change their diet, retrict their consumption of
intoxicating beverages and tobacco, and employ ther leisuretimein a
more reasonable manner. These doctors are probably right. But it is not
the task of government to improve the behavior of its “subjects.”
Nether isit the task of busnessmen. They are not the guardians of thelr
customers. If the public prefers hard to soft drinks, the entrepreneurs
haveto yied to these wishes. He who wants to reform his countrymen
must teke recourse to persuasion. This doneisthe democratic way of
bringing about changes. If aman falsin his endeavorsto convince
other people of the soundness of hisideas, he should blame hisown
disghilities. He should not ask for alaw, thet is, for compulsion and
coercion by the police.

The ultimate basi's of economic caculation isthe vauation of all
consumers goods on the part of dl the people. It istrue that these
consumers are fdlible and that their judgment is sometimes misguided.
We may assume that they would appraise the various commodities

®These observationsdo not imply any criticism of the prewar policiespursued by the
British and American authorities. Only aman who had knowledge of the military
eventsof 1941-43 many years beforethey occurred would have theright to blame
other peoplefor their lack of foresight. Governments are not omniscient, asthe planners
would haveusbedlieve.
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differently if they were better ingtructed. However, as human nature is,
we have no means of subgtituting the wisdom of an infalible authority
for people's shdlowness.

We do not assert that the market prices are to be consdered as
expressve of any perennid and absolute vdue. There are no such
things as absolute va ues, independent of the subjective preferences of
erring men. Judgments of vaue are the outcome of human
arbitrariness. They reflect dl the shortcomings and wesknesses of their
authors. However, the only dternative to the determination of market
prices by the choices of dl consumersisthe determination of vaues by
the judgment of some small groups of men, no lessliable to error and
frugration than the mgority, notwithstanding the fact thet they are
caled “authority.” No matter how the values of consumers goods are
determined, whether they are fixed by adictatorid decision or by the
choices of al consumers—the whole people—vaues are dways
relative, subjective, and human, never absolute, objective, and divine,

What mugt be redlized is that within amarket society organized on
the basis of free enterprise and private ownership of the means of
production the prices of consumers goods are faithfully and closdy
reflected in the prices of the various factors required for their
production. Thusit becomes feasble to discover by means of aprecise
cdculation which of the indefinite multitude of thinkable processes of
production are more advantageous and which less. “More
advantageous” meansin this connection: an employment of these
factors of production in such away that the production of the
consumers goods more urgently asked for by the consumersgetsa
priority over the production of commodities less urgently asked for by
the consumers. Economic caculation makesit possible for busnessto
adjugt production to the demands of the consumers. On the other hand,
under any variety of socidism, the centra board of production
management would not be in a pogtion to engage in economic



Profit Management 29

cdculation. Where there are no markets and consequently no market
pricesfor the factors of production, they cannot become dements of a
caculation.

For afull understanding of the problemsinvolved we mugt try to
grasp the nature and the origin of profit.

Within ahypothetical system without any change there would not be
any profitsand losses at dl. In such agationary world, in which
nothing new occurs and al economic conditions remain permanently
the same, the total sum that a manufacturer must spend for the factors
of production required would be equa to the price he getsfor the
product. The pricesto be paid for the materid factors of production,
the wages and interest for the capita invested, would absorb the
whole price of the product. Nothing would be |&ft for profit. It is
obvious that such a system would not have any need for entrepreneurs
and no economic function for profits. Asonly those things are
produced today which were produced yesterday, the day before
yesterday, last year, and ten years ago, and as the same routine will go
on forever, as no changes occur in the supply or demand ether of
consumers or of producers’ goods or in technica methods, asall
prices are dable, there is no room |eft for any entrepreneuria activity.

But the actua world isaworld of permanent change. Population
figures, tagtes, and wants, the supply of factors of production and
technological methods are in a ceasdess flux. In such a gtate of affairs
there is need for a continuous adjustment of production to the change
in conditions. Thisis where the entrepreneur comesin.

Those eager to make profits are dways looking for an
opportunity. As soon asthey discover that the relation of the prices of
the factors of production to the anticipated prices of the products seem
to offer such an opportunity, they step in. If their gppraisd of dl the
elements involved was correct, they make a profit. But immediately
the tendency toward a disappearance of such profits beginsto take
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effect. As an outcome of the new projects inaugurated, the prices of
the factors of production in question go up and, on the other hand,
those of the products begin to drop. Profits are a permanent
phenomenon only because there are dways changes in market
conditions and in methods of production. He who wants to make
profits must be always on the watch for new opportunities. And in
searching for profit, he adjusts production to the demands of the
consuming public.

We can view the whole market of materid factors of production
and of |abor as a public auction. The bidders are the entrepreneurs.
Their highest bids are limited by their expectation of the prices the
consumers will be ready to pay for the products. The co-bidders
competing with them, whom they must outbid if they are not to go
away empty-handed, are in the same situation. All these bidders are,
asit were, acting as mandatories of the consumers. But each of them
represents a different agpect of the consumers wants, either another
commodity or another way of producing the same commodity. The
competition among the various entrepreneurs is essentialy a
competition among the various possibilities open to individuals to
remove as far as possible their state of uneasiness by the acquisition
of consumers goods. The resolution of any man to buy a
refrigerator and to postpone the purchase of anew car isa
determining factor in the formation of the prices of cars and of
refrigerators. The competition between the entrepreneurs reflects
these prices of consumers goods in the formation of the prices of
the factors of production. The fact that the various wants of the
individual, which conflict because of the inexorable scarcity of the
factors of production, are represented on the market by various
competing entrepreneurs results in prices for these factors that make
economic calculation not only feasible but imperative. An
entrepreneur who does not caculate, or disregards the result of the
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caculation, would very soon go bankrupt and be removed from his
managerid function.

But within a socialist community in which thereis only one
manager there are neither prices of the factors of production nor
economic calculation. To the entrepreneur of capitalist society a
factor of production through its price sends out a warning: Dorit
touch me, | am earmarked for the satisfaction of another, more
urgent need. But under socialism these factors of production are
mute. They give no hint to the planner. Technology offershim a
great variety of possible solutions for the same problem. Each of
them requires the outlay of other kinds and quantities of various
factors of production. But asthe socidist manager cannaot reduce them to
acommon denominator, heis not in apogtion to find out which of them
isthe mogt advantageous.

It istrue that under socidism there would be neither discernible profits
nor discernible losses Where thereis no calculation, there is no means of
Qgetting an answer to the question whether the projects planned or carried
out were those best fitted to satisfy the most urgent needs; success and
failure remain unrecognized in the dark. The advocates of socidism are
badly mistaken in consdering the absence of discernible profit and loss
an excdlent paint. It is, on the contrary, the essentia vice of any sodidist
management. It is not an advantage to be ignorant of whether or not what
oneisdoing isasuitable means of attaining the ends sought. A socidist
management would be like aman forced to spend hislife blindfol ded.

It has been objected that the market sysem isa any rate quite
ingppropriate under the conditions brought about by agreat war. If the
market mechaniam were to be left done, it would be impossiblefor the
government to get dl the equipment needed. The scarce factors of
production required for the production of armaments would be wasted
for cvilian useswhich, inawar, areto be consdered aslessimportant,
even asluxury and wadte. Thusit was imperdive to resort to the system
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of government-established priorities and to creste the necessary
bureaucric goparaus.

Theerror of thisreasoning isthet it does not redlize that the necessity
for giving the government full power to determine for what kinds of
production the various raw materids should be used is not an outcome of
the war but of the methods applied in financing the war expenditure.

If the whole amount of money needed for the conduct of the
war had been collected by taxes and by borrowing from the
public, everybody would have been forced to restrict his
consumption drastically. With a money income (after taxes)
much lower than before, the consumers would have stopped
buying many goods they used to buy before the war. The
manufacturers, precisaly because they are driven by the profit motive,
would have discontinued producing such civilian goods and would
have shifted to the production of those goods which the government,
now by virtue of the inflow of taxes the biggest buyer on the market,
would be ready to buy.

However, agreet part of the war expenditure is financed by an
increase of currency in circulation and by borrowing from the
commercia banks. On the other hand, under price contral, it isillega
to raise commodity prices. With higher money incomes and with
unchanged commodity prices people would not only not have
restricted but have increased their buying of goods for their own
consumption. To avoid this, it was necessary to take recourse to
rationing and to government-imposed priorities. These measures were
needed because previous government interference that paralyzed the
operation of the market resulted in paradoxica and highly
unsatisfactory conditions. Not the insufficiency of the market
mechanism but the inadequacy of previous government meddling
with market phenomena made the priority system unavoidable. In this
asin many other ingtances the bureaucrats see in the failure of their
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preceding measures a proof that further inroads into the market
system are necessary.

3. MANAGEMENT UNDER THE PROHT SYSTEM

All business transactions are examined by shrewdly calculating
profit and loss. New projects are subject to a precise scrutiny of the
chances they offer. Every step toward their redization isreflected in
entries in the books and accounts. The profit-and-loss account shows
whether or not the whole business, or any of its parts, was profitable.
The figures of the ledger serve as aguide for the conduct of the whole
business and of each of its divisons. Branches which do not pay are
discontinued, those yielding profit are expanded. Therecannot beany
question of dinging to unprofitablelines of busnessif thereisno progpect of
rendering them profitable in anok-too-digant future

The daborate methods of modern bookkegping, accountancy, and
business datidtics provide the enterpriser with afathful imege of dl his
operdions Heisin apogtion to learn how successul or unsucoessul every
oneof histransactionswas. With the ad of these satements he can check
the adtivities of dl departments of his concarn no metter how largeit may be.
Thereis to be sure, some amount of discretion in determining the
digribution of overhead cogs But goart from this, thefiguresprovide a
fathful reflection of dl thet is going onin every branch or department. The
books and the bdance shedts are the conscience of busness They aedso
the busnessmaris compass

The devices of bookkegping and accountancy are o familiar tothe
busnessman that hefailsto obsarve what a marvd ousingrument they are. It
nesded agreat poet and writer to goprediate them at ther true value. Goethe
caled bookkegping by double-entry “one of thefinest inventions of the
humen mind.” By means of this he abserved, the businessman can a any
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timesir(\)/eythegmerd whole, without nesding to perplex himsdf with the
ddals

Goathe's characterizetion hit the core of the matter. The virtue of
commedd manegement liespredisdy inthefact thet it providesthe
manager with amethod of surveyingthewholeand dl its partswithout
baing enmeshed in detalsand trifles

The entrepreneur isin aposition to sgparate the calculation of each part
of hisbusinessin such away that he can deeminetherdetha it plays
within hiswhole enterprise. For the public every firm or corporationisan
undivided unity. But for the eye of its management it is compasad of various
sections, each of which isviewed as a separate entity and gppreciated
according to the share it contributes to the sucocess of thewhole enterprise
Withinthesystem of business calculation each section represents an
integral being, a hypothetical independent businessasit were. Itis
assumed that this section “owns” a definite part of the whole capita
employed in the enterprise, that it buys from other sections and sdlls
to them, that it hasits own expenses and its own revenues, that its
dedlings result either in a profit or aloss which isimputed to its own
conduct of affairs as separate from the results achieved by the other
sections. Thus the general manager of the whole enterprise can assign
to each section's management a great ded of independence. Thereis
no need for the generd manager to bother about the minor details of
each section's management. The managers of the various sections can
have afree hand in the administration of their sections’ “internal’
affars. The only directive that the general manager gives to the men
whom he entrusts with the management of the various sections,
departments, and branches is. Make as much profit as possble. And
an examination of the accounts shows him how successful or
unsuccessful they were in executing the directive.

Owilhelm Meister’s Apprenticeship, Book |, chap. X.
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In alarge-sca e enterprise many sections produce only parts or
haf-finished products which are not directly sold but are used by
other sections in manufacturing the final product. This fact does not
adter the conditions described. The generd manager compares the
costs incurred by the production of such parts and haf-finished
products with the prices he would have to pay for them if he had to
buy them from other plants. He is dways confronted by the question:
Does it pay to produce these thingsin our own workshops? Would it
not be more satisfactory to buy them from other plants specidizing in
their production?

Thus within the framework of a profit-seeking enterprise
responsibility can be divided. Every sub-manager is responsble for
the working of his department. It isto his credit if the accounts show a
profit, and it isto his disadvantage if they show aloss. His own sdfish
interests push him toward the utmost care and exertion in the
conduct of his sectioris affairs. If he incurs losses, he will be their
victim. He will be replaced by another man whom the general
manager expects to be more successful, or the whole section will
be discontinued. At any rate he will be discharged and lose his
job. If he succeeds in making profits, he will see hisincome
increased or at least he will not be in danger of losing it. Whether
or not a departmental manager is entitled to a share in the profit
of his department is not so important with regard to the personal
interest he takes in the results of his department’s dealings. His
fate is at any rate closely connected with that of his department.
In working for it, he works not only for his boss but aso for
himself.

It would be impracticable to restrict the discretion of such a
responsible sub-manager by too much interference with detail. If
he is efficient, such meddling would at best be superfluous, if not
harmful by tying his hards. If he is inefficient, it would not
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render his activities more successful. It would only provide him
with alame excuse that the faillure was caused by his superior’'s
inappropriate instructions. The only instruction required is self-
understood and does rot need to be especialy mentioned: seek

profit. Moreover, most of the details can and must be left to the
head of every department.

This system was instrumental in the evolution of modern
business. Large-scale production in great production aggregates
and the establishment of subsidiaries in distant parts of the
country and in foreign countries, the department stores, and the
chain stores are al built upon the principle of the subordinate
managers responsibility. This does not in any way limit the
resporsibility of the general manager. The subordinates are
responsible only to him. They do not free him from the duty of
finding the right man for every job.

If aNew York firm establishes branch shops or plants in Los
Angeles, in Buenos Aires, in Budapest, and in Calcutta, the chief
manager establishes the auxiliary s relation to the head office or
parentd company only in fairly generd terms. All minor questions
are to be within the range of the loca manager’s duties. The auditing
department of headquarters carefully inspects the branch'sfinancia
transactions and informs the generd manager as soon as any
irregularities gppear. Precautions are taken to prevent irreparable
wadte of the capita invested in the branch, a squandering of the whole
concern's good will and reputation and a collison between the
branch'spolicy and that of headquarters. But afree hand is|eft to the
loca management in every other regard. It is practicable to place
confidence in the chief of asubsidiary, a department, or a section
because his interests and those of the whole concern coincide. If he
were to gpend too much for current operations or to neglect an
opportunity for profitable transactions, he would imperil not only the
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concern's profits but his own position as well. Heis not amply a hired
clerk whose only duty is the conscientious accomplishment of an
assgned, definite task. He is a businessman himsdlf, ajunior partner
asit were of the entrepreneur, no matter what the contractua and
financia terms of his employment are. He must to the best of his
abilities contribute to the success of the firm with which heis
connected.

Because thisis S0, there is no danger in leaving important decisions
to his discretion. He will not waste money in the purchase of products
and services. He will not hireincompetent assstants and workers, he
will not discharge able collaborators in order to replace them by
incompetent persond friends or relatives. His conduct is subject to the
incorruptible judgment of an unbribable tribunal: the account of profit
and loss. In business thereis only one thing that matters: success. The
unsuccessful department manager is doomed no matter whether the
failure was caused by him or not, or whether it would have been
possible for him to attain a more satisfactory result. An unprofitable
branch of business—sooner or later—must be discontinued, and its
manager loses hisjob.

The sovereignty of the consumers and the democratic operation of
the market do not stop at the doors of a big business concern. They
permegte dl its departments and branches. Responsbility to the
consumer isthe lifeblood of business and enterprisein an
unhampered market society. The profit motive through the
instrumentality of which the entrepreneurs are driven to serve the
consumers to the best of their ability is at the same time the firgt
principle of any commercial and industria aggregate’'sinterna
organization. It joins together utmost centralization of the whole
concern with amost complete autonomy of the parts, it brings into
agreement full responghility of the central management with a high
degree of interest and incentive of the subordinate managers of
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sections, departments, and auxiliaries. It gives to the system of free
enterprise that versatility and adaptability which result inan
unswerving tendency toward improvement.

4. PERSONNEL MANAGEMENT UNDER AN UNHAMPERED
LABOR MARKET

The gt&ff of amodern large- scale enterprise sometimes includes
many hundreds of thousands of clerks and workers. They form a
highly differentiated body from the generd manager or president
down to the scrubwomen, messenger boys, and gpprentices. The
handling of such ahuge body raises many problems. However, they
can be solved.

No matter how big a concern may be, the central management
deals only with sections, departments, branches, and subsidiaries, the
role of which can be precisdly determined from the evidence provided
by the accounts and gatistics. Of course, the accounts do not always
demonstrate what may be wrong with a section. They show only that
something iswrong, that it does not pay, and must be either reformed
or discontinued. The sentences they pass are unappedable. They
reved each department’s cash vaue. And it is cash value done that
matters on the market. The consumers are merciless. They never buy
in order to benefit aless efficient producer and to protect him against
the consequences of hisfailure to manage better. They want to be
sarved as well as possible. And the working of the capitaist system
forces the entrepreneur to obey the ordersissued by the consumers.
He does not have the power to distribute bounties at the expense of
the consumers. He would waste his funds if he were to use his own
money for such a purpose. He smply cannot pay anybody more than
he can redize in sdling the product.
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The same relation that exists between the generd manager and his
immediate subordinates, the heads of the various sections, pervades
the whole business hierarchy. Every section head vaues his
immedi ate subordinates according to the same principle by which the
chief manager vaues him, and the foreman applies Smilar methodsin
appraisng his subordinates. The only difference is that under the
smpler conditions of the lower units no elaborate accountancy
schemes are required for the establishment of each man's cash vaue.
It does not matter whether piece wages or hourly wages are paid. In
the long run the worker can never get more than the consumer alows.

No man isinfdlible. It often happens that a superior errsin judging
a subordinate. One of the qudifications required for any higher
position is precisaly the ability to judge people correctly. He who fails
in this regard jeopardizes his chances of success. He hurts hisown
interests no less than those of the men whose efficiency he has
underrated. Things being so, there is no need to look for special
protection for the employees againg arbitrariness on the part of ther
employers or their employer’s mandatories. Arbitrarinessin dealing
with personnd is, under the unhampered profit system, an offense
that strikes home to its author.

Under an unhampered market economy the gppraisa of each
individud's effort is detached from any persona consderations and can
therefore be free both from bias and didike. The market passes
judgment on the products, not on the producers. The gppraisa of the
producer results automeaticaly from the gppraisd of his product. Each
co-operator is vaued according to the value of his contribution to the
process of production of goods and services Sdaries and wages do not
depend on arbitrary decisions. On the labor market every quantity and
qudity of work is prized to the amount the consumers are reedy to pay
for the products. It isnot afavor on the part of the employer to pay
wages and sdaries, it is abusiness transaction, the purchase of afactor
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of production. The price of labor isamarket phenomenon determined
by the consumers demands for goods and services. Virtudly every
employer isawaysin search of chegper labor and every employeein
search of ajob with higher remuneration.

The very fact that [abor is, under cgpitalism, acommodity and is
bought and sold as a commodity makes the wage earner free from any
persona dependence. Like the capitaids, the entrepreneurs, and the
farmers, the wage earner depends on the arbitrariness of the consumers.
But the consumers choices do not concern the persons engaged in
production; they concern things and not men. The employer isnotina
pogition to indulge in favoritism or in prgudice with regard to
personnd. Asfar as he does, the deed itsdlf brings about its own
pendty.

Itisthisfact, and not only condtitutions and bills of rights, that
make the recaivers of sdaries and wageswithin an unhampered
capitalist sysemfree men. They are sovereign in ther cgpacity as
consumers, and as producersthey are, likeal other citizens,
unconditionally subject to the law of the market. In sdling afactor of
production, namely, their toil and trouble, on the market a the market
price to everybody who isready to buy it, they do not jeopardize their
own standing. They do not owe their employer thanks and
subservience, they owe him adefinite quantity of labor of a definite
quality. The employer, on the other hand, is not in search of
sympathetic men whom he likes but efficient workers who are
worth the money he pays them.

This cool rationality and objectivity of capitalist relationsis,
of course, not realized to the same degree in the whole field of
business. The nearer a mari's function brings him to the
consumers, the more persona factors interfere. In the service
trades somerole is played by sympathies and antipathies;
relations are more “human.” Stubborn doctrinaires and adamant
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baiters of capitalism are prepared to call this an advantage. In fact
it curtails the businessmaris and his employees personal

freedom. A small shopkeeper, a barber, an innkeeper, and an
actor are not so free in expressing their political or religious
convictions as the owner of a cotton mill or aworker in a steel
plart.

But these facts do not invalidate the general characteristics of
the market system. It is a system which automatically values
every man according to the services he renders to the body of
sovereign consumers, i.e., to his fellow men.



[
BUREAUCRATIC MANAGEMENT
1. BUREAUCRACY UNDER DESPOTIC GOVERNMENT

The chieftain of asmall primitivetribeisasaruleina
position to concentrate in his hands all legidative, administrative,
and judiciary power. His will isthe law. He is both executive and
judge.

But it is different when the despot has succeeded in
expanding the size of hisrealm. As he lacks ubiquity, he must
delegate a part of his power to subordinates. They are, in their
districts, his deputies, acting in his name and under his auspices.
In fact they become local despots only nominally subject to the
mighty overlord who has appointed them. They rule their
provinces according to their own will; they become satraps. The
great king has the power to discharge them and to appoint a
successor. But that is no remedy either. The new governor aso
soon becomes an almost independent satrap. What some critics—
wrongly—assert with regard to representative democracy,
namely, that the people is sovereign only on election day, is
literally true with regard to sucha system of despotism; the king
is sovereign in the provinces only on the day he appoints a new
governor.

In what does the position of such a provincial governor differ
from that of the manager of a business branch? The manager of
the whole concern hands over an aggregate to the newly
appointed branch manager and gives him one directive only:
Make profits. This order, the observance of which is continuously
checked by the accounts, is sufficient to make the branch a
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subservient part of the whole concern ard to give to its manager’s
action the direction aimed at by the central manager. But if the
despot, for whom his own arbitrary decision is the only principle
of government, appoints a governor and saysto him: “Bemy
deputy in this province,” he makes the deputy’'s arbitrariness supremein
this province. He renounces, a least temporarily, his own power to the
benefit of the governor.

In order to avoid this outcome the king tries to limit the governor's
powers by issuing directives and ingtructions. Codes, decrees, and
datutes tell the governors of the provinces and their subordinates what
to do if such and such a problem arises. Their free discretion is now
limited; their first duty is now to comply with the regulations. It istrue
that their arbitrariness is now redtricted in so far as the regulations must
be applied. But at the same time the whole character of their
management changes. They are no longer eager to ded with each case
to the best of their abilities; they are no longer anxious to find the most
appropriate solution for every problem. Their main concernisto
comply with the rules and regulations, no matter whether they are
reasonable or contrary to what was intended. Thefirg virtue of an
adminigrator isto abide by the codes and decrees. Hebecomesa
bureaucrat.

2. BUREAUCRACY WITHIN A DEMOCRACY

The same thing is essentidly vaid for democratic government.

It isfrequently asserted that bureaucratic management is
incompatible with democratic government and indtitutions. Thisisa
fdlacy. Democracy implies the supremacy of the law. If it were
otherwise, the officeholders would be irresponsible and arbitrary
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despots and the judges incongtant and capricious cadis. The two pillars
of democratic government are the primacy of the law and the budget.**

Primacy of the law means that no judge or officeholder hasthe
right to interfere with any individua's affairs or conditions unless a
valid law requires or empowers him to do so. Nulla poena sine lege.
No punishment unless ordered by alaw. It is precisaly the inability
of the Nazis to understand the importance of this fundamental
principle that qualifies them as antidemocratic. In the totditarian
system of Hitler Germany the judge has to come to his decision
according to das gesunde Volksempfinden, i.e., in accordance with
the sound fedlings of the people. As the judge himsdlf hasto decide
what the sound fedlings of the people are, he is sovereign on his
bench like the chieftain of a primitive tribe.

Itisin fact an awkward thing if a scoundrel evades punishment
because alaw is defective. But it is the minor evil when compared
with judicia arbitrariness. If the legidators acknowledge that the
law is inadequate they can substitute a more satisfactory law for a
less satisfactory. They are the mandatories of the sovereign, the
people; they are, in this capacity, supreme and responsible to the
voters. If the voters disapprove of the methods applied by their
representatives, they will, at the next election, return other men who
know better how to adjust their actions to the will of the mgority. It
Is the same with the executive power. In thisfield too thereis only

“Thisisnot adefinition of democratic government but adescription
of the adminidtrative technique of democratic government. The
definition of democratic government is: A system of government under
which those ruled are in a position to determine, directly by plebiscite
or indirectly by dection, the exercise of the legidative and executive
power and the selection of the supreme executives.
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the aternative between the arbitrary rule of despotic officeholders
and the rule of the people enforced by the instrumentaity of law
abidance. It is a euphemism to call agovernment in which the rulers
are free to do whatever they themselves believe best serves the
commonweal awelfare Sate, and to contrast it with the state in
which the administration is bound by law and the citizens can make
good in acourt of law their rights againgt illegal encroachments of
the authorities. This so-called welfare state isin fact the tyranny of
therulers. (Incidentally we have to redlize that even a despotic
government cannot do without regulations and bureaucratic
directivesif it is not to degenerate into a chaotic regime of local
caciques and to disintegrate into a multitude of petty despotisms.)
The aim of the constitutional state also is public welfare. The
characteristic feature that distinguishes it from despotism is that
not the authorities but the duly elected people’s representatives
have to decide what best serves the commonweal. This system
alone makes the people sovereign and secures their right of self-
determination. Under this system the citizens are not only
sovereign on election day but no less so between elections.

The administration, in a democratic community, is not only
bound by law but by the budget. Democratic control is budgetary
control. The peopl€'s representatives have the keys of the
treasury. Not a penny must be spent without the consent of
parliament. It isillegal to use public funds for any expenditures
other than those for which parliament has allocated them.

Bureaucratic management means, under democracy,
management in strict accordance with the law and the budget. It
is not for the personnel of the administration and for the judges to
inquire what should be done for the public welfare and how the
public funds should be spent. Thisis the task of the sovereign, the
people, and their representatives. The courts, the various
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branches of the administration, the army, and the navy execute
what the law and the budget order them to do. Not they but the
sovereign is policy- making.

Most of the tyrants, despots, and dictators are sincerely
convinced that their rule is beneficial for the people, that theirsis
government for the people. There is no need to investigate
whether these claims of Messrs. Hitler, Stalin, and Franco are
well founded or not. At any rate their system is neither
government of the people nor by the people. It is not democratic
but authoritarian.

The assertion that bureaucratic management is an
indispensable instrument of democratic government is
paradoxical. Many will object. They are accustomed to consider
democratic government as the best system of government and
bureaucratic management as one of the great evils. How can
these two things, one good, the other bad, be linked together?

Moreover, Americais an old democracy and the talk about
the dangers of bureaucracy is a new phenomenon in this country.
Only in recent years have people become aware of the menace of
bureaucracy, and they consider bureaucracy not an instrument of
democratic government but, on the contrary, the worst enemy of
freedom and democracy.

To these objections we must answer again that bureaucracy in
itself is neither good nor bad. It is a method of management
which can be applied in different spheres of human activity.
There is afield, namely, the handling of the apparatus of
government, in which bureaucratic methods are required by
necessity. What many people nowadays consider an evil is not
bureaucracy as such, but the expansion of the sphere in which
bureaucratic management is applied. This expansion is the
unavoidable consequence of the progressive restriction of the
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individual citizenis freedom, of the inherent trend of present-day
economic and socia policies toward the substitution of
government control for private initiative. People blame
bureaucracy, but what they really have in mind are the endeavors
to make the state socialist and totalitarian.

There has aways been bureaucracy in America. The
administration of the customs and of the foreign service has
always been conducted according to bureaucratic principles.
What characterizes our time is the expansion of the sphere of
government interference with business and with many other items
of the citizenry's affairs. And this results in a substitution of
bureaucratic management for profit management.

3. THE ESSENTIAL FEATURES OF BUREAUCRATIC MAN-
AGEMENT

The lawyers, the philosophers, and the politicians look upon the
supremacy of the law from another angle than does this book. From
their point of view the main function of the law isto limit the power
of the authorities and the courts to inflict evils upon the individud
citizen and to restrict his freedom. If one assigns to the authorities the
power to imprison or even to kill people, one must restrict and clearly
circumscribe this power. Otherwise the officeholder or judge would
turninto an irresponsible despot. The law determines under what
conditions the judge should have the right and the duty to sentence
and the policeman to fire his gun. The law protects the people against
the arbitrariness of thosein office.

The viewpoint of this book is somewhat different. We are dedling
here with bureaucracy as a principle of administrative technique and
organization. This book looks upon the rules and regulations not merely
as meaaures for the protection of the people and for safeguarding the
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citizensrights and freedom but as measuresfor the execution of the will
of the supreme authority. The need to limit the discretion of subordinates
IS present in every organizetion. Any organization would disntegratein
the absence of such redtrictiors. Our task isto investigate the peculiar
characterigtics of bureaucratic management as distinguished from
commercid management.

Bureaucratic management is management bound to comply with
detailed rules and regulations fixed by the authority of a superior
body. The task of the bureaucrat isto perform what these rules and
regulations order him to do. His discretion to act according to his own
best conviction is serioudy restricted by them.

Business management or profit management is management
directed by the profit motive. The objective of business
management is to make a profit. As success or failure to attain this
end can be ascertained by accounting not only for the whole business
concern but dso for any of its parts, it is feasble to decentralize both
management and accountability without jeopardizing the unity of
operations and the attainment of their goa. Responsibility can be
divided. There is no need to limit the discretion of subordinates by
any rules or regulations other than that underlying al business
activities, namely, to render their operations profitable.

The objectives of public adminigtration cannot be measured in
money terms and cannot be checked by accountancy methods. Teke a
nationwide police system like the F.B.I. Thereis no yardstick
available that could establish whether the expenses incurred by one of
itsregiona or loca branches were not excessve. The expenditures of
apolice gation are not reimbursed by its successful management and
do not vary in proportion to the success atained. If the head of the
whole buresu were to leave his subordinate station chiefs a free hand
with regard to money expenditure, the result would be alarge
increase in cogts as every one of them would be zealous to improve
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the service of his branch as much as possible. It would become
impossible for the top executive to keegp the expenditures within the
appropriations alocated by the representatives of the people or within
any limits whatever. It is not because of punctiliousness that the
adminigtrative regulations fix how much can be spent by each loca
office for cleaning the premises, for furniture repairs, and for lighting
and hesting. Within a business concern such things can be left
without hesitation to the discretion of the responsible loca manager.
He will not spend more than necessary because it is, asit were, his
money; if he wastes the concern's money, he jeopardizes the branch's
profit and thereby indirectly hurts his own interests. But it is another
matter with the loca chief of a government agency. In spending more
money he can, very often at least, improve the result of his conduct of
affairs. Thrift must be imposed on him by regimentation.

In public adminigration there is no connection between revenue and
expenditure. The public srvices are spoending money only; the
inggnificant income derived from specid sources (for example, the sdle of
printed matter by the Government Printing Office) ismore or less
accdentd. The revenue derived from customs and taxesis nat “produced”
by the adminidrative gpparatus. Its source isthe law, nat the activities of
cusomsofficarsand tax collectors. It isnat the merit of acollector of
interna revenue that the resdents of hisdidrict arericher and pay higher
taxesthan those of another didrict. Thetime and effort required for the
adminidrative handling of an income tax return are nat in proportion to the
amount of the taxable income it concams

In public adminidration thereis no market price for achievements.
Thismakesit indigpensable to operate public offices according to
principles entirdy different from those gpplied under the profit motive.

Now we arein apogtion to provide adefinition of bureaucratic
management: Bureaucratic management isthe method gpplied in the
conduct of adminigrative affarsthe result of which hasno cash vdueon
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the market. Remember: we do not say that a successful handling of public
afarshasno vaue, but that it has no price on the market, thet itsvaue
cannot be redized in amarket transaction and conseguently cannot be
expressd in terms of money.

If we compare the conditions of two countries, say Atlantis
and Thule, we can establish many important statistical figures of
each of them: the size of the area and of the population, the birth
rate and the death rate, the number of illiterates, of crimes
committed, and many other demographical data. We can
determine the sum of the money income of all its citizens, the
money value of the yearly socia product, the money value of the
goods imported and exported, and many other economic data.
But we cannot assign any arithmetical value to the system of
government and administration. That does not mean that we deny
the importance or the vaue of good government. It means only thet no
yardgtick can measure these things. They are nat liable to an expresson
infigures.

It may wdl bethat the grestest thing in Atlantisisits good system of
government. It may bethat Atlantis owesits progoerity toits
condiitutiona and adminidrative inditutions. But we cannot compare
them with those of Thule in the same way as we can compare other
things, for instance, wage rates or milk prices.

Bureaucratic management is management of affairswhich cannot be
checked by economic caculation.

4. THE CRUX OF BUREAUCRATIC MANAGEMENT

The plain citizen compares the operaion of the buresus with the
working of the profit system, which is more familiar to him. Then he
discoversthat bureaucratic management is wasteful, inefficient, dow,
and rolled up in red tgpe. He Smply cannot understand how reasonable
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people dlow such amischievous system to endure. Why not adopt the
well-tried methods of private busness?

However, such criticams are not sensble. They misconstruethe
features peculiar to public adminigration. They arenot aware of the
fundamentd difference between government and profit-seeking private
enterprise. Whét they cal deficencies and faults of the management of
adminidrative agencies are necessary properties. A bureau isnot a profit-
seeking enterprise; it cannot make use of any economic caceulation; it has
to solve problems which are unknown to business management. It isout
of the quegtion to improve its management by reshgping it according to
the pattern of private business. It isamigaketo judgethe efficiency of a
government department by comparing it with the working of an
enterprise subject to the interplay of market factors.

There are, of course, in every country s public adminigtration
manifest shortcomings which drike the eye of every obsarver. People are
sometimes shocked by the degree of maadminidration. But if onetries
to go to ther roots, one often learns thet they are not smply the result of
culpable negligence or lack of competence. They sometimes turn out to
be the result of specid political and indtitutiona conditions or of an
atempt to come to an arrangement with a problem for which amore
satisfactory solution could not befound. A detailed scrutiny of dl the
difficultiesinvolved may convince an honest investigetor thet, given the
generd date of palitical forces, he himsalf would not have known how to
ded with the metter in aless objectionable way.

It isvan to advocate a bureaucratic reform through the gopointment
of businessmen as heads of various departments. The qudity of being an
entrepreneLrr is not inherent in the persondity of the entrepreneur; it is
inherent in the position which he occupiesin the framework of market
society. A former entrepreneur who is given charge of a government
bureau isin this cgpacity no longer a businessman but abureaucrat. His
objective can no longer be profit, but compliance with the rules and
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regulations. As head of abureau he may have the power to dter some
minor rules and some matters of internd procedure. But the setting of the
bureauis activitiesis determined by rules and regulaionswhich are
beyond his reach.

It isawidespread illuson thet the efficiency of government bureaus
could beimproved by management engineers and their methods of
scientific management. However, such plans sem from aradica
miscongruction of the objectives of civil government.

Like any kind of enginearing, management engineering too is
conditioned by the availability of amethod of calculation. Such amethod
exigs in profit-seeking business. Here the profit-and-loss gatement is
supreme. The problem of bureaucratic management is precisdly the
absence of such amethod of caculation.

Inthefidd of profit- seeking enterprise the objective of the
management enginear’s adtivitiesis dearly determined by the primacy of
the profit motive. Histask isto reduce costs without impairing the
market vaue of the result or to reduce costs more than the ensuing
reduction of the market vaue of the result or to raise the market vaue
of the result more than the required rise in cogts. But in the field of
government the result has no price on amarket. It can neither be bought
nor sold.

Let us condder three examples.

A police department has the job of protecting a defense plant againgt
sabotage. It assignsthirty patrolmen to this duty. The responsible
commissioner does not need the advice of an efficiency expert in order
to discover that he could save money by reducing the guard to only
twenty men. But the question is. Does this economy outweigh the
increase in risk? There are srious things a stake: nationd defense, the
morde of the armed forces and of civilians, repercussonsin thefield of
foreign affairs, the lives of many upright workers. All these valugble
things cannot be assessed in terms of money. The respongbility rests
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entirely with Congress alocating the gppropriations required and with
the executive branch of the Government. They cannot evade it by
leaving the decison to an irresponsible adviser.

One of the tasks of the Bureau of Internal Revenue is the fina
determination of taxes due. Its duty is the interpretation and
application of the law. Thisis not merely aclerical job; it isa
kind of judicia function. Any taxpayer objecting to the
Commissioner’s interpretation of the law is freeto bring suit in a
Federal court to recover the amount paid. Of what use can the
efficiency engineer with his time and motion studies be for the
conduct of these affairs? His stopwatch would be in the wrong
place in the office rooms of the bureau. It is obvious that—other
things being equal —a clerk who works more quickly is a more
desirable employee than another who is slower. But the main
problem is the quality of the performance. Only the experienced
senior clerks are in a position to appreciate duly the achievements
of their aides. Intellectual work cannot be measured and valued by
mechanical devices.

Let usfinaly consider an instance in which neither problems of
“higher” politics nor those of the correct application of the law are
involved. A bureau is in charge of buying al the supplies needed for
the technical conduct of office work. Thisis a comparatively smple
job. But it is by no means amechanica job. The best clerk is not he
who fills out the greatest number of ordersin an hour. The most
satisfactory performance is to buy the most gppropriate materias at
the cheapest price.

It istherefore, as far as the management of government is
concerned, not correct to assert that time study, motion study, and
other tools of scientific management “show with reasonable
accuracy how much time and effort are required for each of the
available methods’ and that they therefore “can show which of the



4 Bureaucracy

possible methods and procedures require the |east time and effort.”*?

All such things are quite useless because they cannot be coordinated
to the quality of the work done. Speed aone is not a measure of
intellectual work. Y ou cannot “measure’ a doctor according to the
time he employs in examining one case. And you cannot “measure’
ajudge according to the time he needs to adjudicate one case.

If a businessman manufactures some article destined for export
into foreign countries, he is eager to reduce the man hours spent for
the production of the various parts of the commodity in question.
But the license required for shipping this commodity abroad isnot a
part of the commodity. The government in issuing a license does not
contribute anything to the production, the marketing, and the
shipping of this commodity. Its bureau is not aworkshop turning out
one of the parts needed for the finishing of the product. What the
government aims at in making exports depend on the grant of a
license isrestraint of export trade. It wants to reduce the tota
volume of exports or the volume exported by undesirable exporters or
sold to undesirable buyers. The issuance of licensesis not the
objective but atechnica device for its attainment. From the point of
view of the government the licenses refused or not even applied for
are more important than those granted. It would therefore not beto
the purpose to take “the tota man hours spent per license’ as the
standard of the bureau's performance. It would be unsuitable to
perform “the operation of processing thelicenses. . . on an assembly
line basis™?

There are other differences. If in the course of a manufacturing
process a piece gets spoiled or logt, the result is a precisdly limited

123, M. Juran, Bureaucracy, a Challenge to Better Management (New Y ork, 1944),
p. 75.
133.M. duran, Loc. cit., pp. 34, 76.
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increase in production costs. But if alicense gpplicationislogt in the
bureau, serious damage may be inflicted upon acitizen. The law may
prevent the individual harmed from suing the bureau for
indemnification. But the political and mord liability of the
government to dedl with these gpplicationsin avery careful way
remains nonetheless.

The conduct of government affairsis as different from the
industria processes as is prosecuting, convicting, and sentencing a
murderer from the growing of corn or the manufacturing of shoes.
Government efficiency and indugtrid efficiency are entirely different
things. A factory’s management cannot be improved by taking a
police department for its model, and atax collector’s office cannot
become more efficient by adopting the methods of a motor-car plant.
Lenin was mistaken in holding up the government’s bureaus as a
pattern for industry. But those who want to make the management of
the bureaus equd to that of the factories are no less mistaken.

There are many things about government administration which
need to be reformed. Of course, dl human indtitutions must again and
again be adjusted anew to the change of conditions. But no reform
could transform a public office into a sort of private enterprise. A
government is not a profit-seeking enterprise. The conduct of its affairs
cannot be checked by profit-and-loss gatements. Its achievement cannot
be vaued in terms of money. Thisisfundamental for any trestment of
the problems of bureaucracy.

5. BUREAUCRATIC PERSONNEL MANAGEMENT

A bureaucrat differs from anontbureaucrat precisdy because heis
working in afidd in which it isimpossble to gppraise the result of a
maris effort in terms of money. The nation spends money for the upkeep
of the bureaus, for the payment of sdlaries and wages, and for the
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purchese of dl the equipment and materids needed. But whet it getsfor
the expenditure, the service rendered, cannot be gpprased in terms of
money, however important and vauable this“output” may be. Its
gopraisa depends on the discretion of the government.

It is true that the appraisal of the various commodities sold
and bought on the market depends no less on discretion, that is,
on the discretion of the consumers. But as the consumers are a
vast body of different people, an anonymous and amorphous
aggregation, the judgments they pass are congealed into an
impersonal phenomenon, the market price, and are thus severed
from their arbitrary origin. Moreover, they refer to commaodities
and services as such, not to their performers. The seller-buyer
nexus as well as the employer-employee relation, in profit-
seeking business are purely matter of fact and impersonal. Itisa
deal from which both parties derive an advantage. They mutually
contribute to each other’'s living. But it is different with a
bureaucratic organization. There the nexus between superior and
subordinate is personal. The subordinate depends on the
superior’s judgment of his personality, not of his work. Aslong
as the office clerk can rely on his chances of getting ajob with
private business, this dependence cannot become so oppressive as
to mark the clerk’s whole character. But it is different under the
present trend toward generd bureaucratization.

The American scene until afew years ago did not know the
bureaucrat as a particular type of human being. There were dways
bureaus and they were, by necessity, operated in a bureaucratic way.
But there was no numerous class of men who considered work in the
public offices their exclusve cdling. There was a continuous change of
personnel between government jobs and private jobs. Under civil
sarvice provisons public service became aregular career.
Appointments were based on examinations and no longer depended on
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the politica affiliation of the gpplicants. Many remained in public
bureaus for life. But they retained their persond independence because
they could dways consder areturn to private jobs.

It was different in continental Europe. There the bureaucrats have
long formed an integrated group. Only for afew eminent men wasa
return to nonofficid life practicaly open. The mgority weretied up
with the bureaus for life. They developed a character peculiar to their
permanent remova from the world of profit-seeking business. Their
intellectud horizon was the hierarchy and its rules and regulaions.
Ther fate was to depend entirely on the favor of their superiors. They
were subject to their sway not only when on duty. It was understood
that their private activities dso—and even those of their wives—had to
be appropriate to the dignity of their position and to a specia—
unwritten—code of conduct becoming to aSaatsbeanmter or
fonctionnaire. It was expected that they would endorse the politicd
viewpoint of the cabinet ministers who happened at thetimeto bein
office. At any rate their freedom to support a party of oppostion was
sengbly curtailed.

The emergence of alarge class of such men dependent on the
government became a serious menace to the maintenance of
condiitutiond indtitutions. Attempts were made to protect the individua
clerk againg arbitrariness on the part of his superiors. But the only
result achieved was that discipline wasrdaxed and that |loosenessin
the performance of the duties soread more and more.

Americaisanovice in thefidd of bureaucracy. It has much less
experience in this matter than the classical countries of bureaucracy,
France, Germany, Audtria, and Russig, acquired. In the United States
there dtill prevails aleaning toward an overvauation of the usefulness
of civil-service regulations. Such regulations require that the
applicants be a certain age, graduate from certain schools, and pass
certain examinations. For promotion to higher ranks and higher sdary
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a certain number of years spent in the lower ranks and the passing of
further examinations are required. It is obvious that al such
requirements refer to things more or less superficiad. Thereisno need
to point out that school attendance, examinations, and years spent in
the lower positions do not necessarily qudify a man for a higher job.
This machinery for sdlection sometimes bars the most competent men
from ajob and does not dways prevent the appointrment of an utter
incompetent. But the worgt effect produced is that the main concern
of the clerksisto comply with these and other formdities. They
forget that their job is to perform an assigned duty as well as possible.

In aproperly arranged civil-service system the promotion to
higher ranks depends primarily on seniority. The heads of the bureaus
are for the mogt part old men who know that after afew yearsthey
will be retired. Having spent the greater part of their livesin
subordinate positions, they have lost vigor and initiative. They shun
innovations and improvements. They look on every project for reform
as adisturbance of their quiet. Their rigid conservatism frustrates dl
endeavors of a cabinet minister to adjust the service to changed
conditions. They look down upon the cabinet minister as an
inexperienced layman. In al countries with a settled bureaucracy
people used to say: The cabinets come and go, but the bureaus
remain.

It would be amistake to ascribe the frustration of European
bureaucratism to intellectual and moral deficiencies of the
personnd. In al these countries there were many good families
whose scions chose the bureaucratic career because they were
honestly intent on serving their nation. The ideal of a bright poor
boy who wanted to attain a better station in life was to join the
staff of the administration. Many of the most gifted and lofty
members of the intelligentsia served in the bureaus. The prestige
and the social standing of the government clerks surpassed by far
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those of any other class of the population with the exception of
the army officers and the members of the oldest and wealthiest
aristocratic families.

Many civil servants published excellent treatises dealing with
the problems of administrative law and statistics. Some of them
were in their leisure hours brilliant writers or musicians. Others
entered the field of politics and became eminent party leaders. Of
course, the bulk of the bureaucrats were rather mediocre men.
But it cannot be doubted that a considerable number of able men
were to be found in the ranks of the government employees.

The failure of European bureaucracy was certainly not due to
incapacities of the personnel. It was an outcome of the
unavoidable weakness of any administration of public affairs.
The lack of standards which could, in an unquestionable way,
ascertain success or nonsuccess in the performance of an
official’s duties creates insoluble problems. It kills ambition,
destroys initiative and the incentive to do more than the minimum
required. It makes the bureaucrat ook at instructions, not at
material and real success.



BUREAUCRATIC MANAGEMENT OF
PUBLICLY OWNED ENTERPRISES

1. THEIMPRACTICABILITY OF GOVERNMENT ALL-
ROUND CONTROL

Socialism, that is, full government control of al economic
activities, is impracticable because a socialist community would
lack the indispensable intellectual instrument of economic
planning and designing: economic calculation. The very idea of
central planning by the state is self-contradictory. A socialist
central board of production management will be helplessin the
face of the problems to be solved. It will never know whether the
projects considered are advantageous or whether their
performance would not bring about a waste of the means
available. Socialism must result in complete chaos.

The recognition of this truth has for many years been
prevented by the taboos of Marxism. One of Marxismis main
contributions to the success of pro-socialist propaganda was to
outlaw the study of the economic problems of asocialist
commonwealth. Such studies were in the opinion of Karl Marx
and his sect the mark of an illusory “utopianism.” “Scientific”
socialism, as Marx and Engels called their own brand, must not
indulge in such useless investigations. The “scientific’ socialists
have to satisfy themselves with the insight that socialism is bound
to come and that it will transform the earth into a paradise. They
must not be so preposterous as to ask how the socialist system
will work.
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One of the most remarkable facts of the intellectual history of
the nineteenth and early twentieth centuriesis that this Marxian
Verboten was strictly obeyed. The few economists who dared to
defy it were disregarded and soon fel into oblivion. Only about
twenty-five years ago the spell was broken. The impossibility of
economic calculation under sociaism was demondirated in an
irrefutable way.

Of course, some stubborn Marxians raised objections. They could
not help admitting that the problem of economic calculation was the
most seriousissue of socidism and that it was a scandd thet the
socidigsin eighty years of fanatica propagandawasted their time on
trifles without divining in what the main problem consisted. But they
assured their darmed partisans that it would be easy to find a
satisfactory solution. Indeed, various socidist professors and writers
both in Russaand in the Western countries suggested schemes for an
economic calculation under socialism. These schemes proved utterly
spurious. It was not difficult for the economists to unmask their
falacies and contradictions. The socidigs failed completdly in their
desperate attempts to rgject the demondtration that no economic
caculation is feasible in any system of sociaism.*

It is obvious that a socidist management also would aim at
supplying the community with as many and as good commodities as
can be produced under the existing conditions of the supply of factors
of production and of technologica knowledge. A socidist
government too would be eager to use the available factors of
production for producing those goods that, according to its opinion,

14For amore searching treatment of thisprimordial problem see: Mises, Socialism,
an Economic and Sociological Analysis, trandated by Kahane (New Y ork, 1936), pp
113-122, 131- 142, 516-521; Mises, National oekonomie (Geneva, 1940), pp.
188-223, 634-645; Hayek, Collectivist Economic Planning (London, 1935); Hayek,
“Sociadist Calculation: The Competitive Solution” (Economica, VI, 125-149).
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are most urgently needed, and to forego the production of those goods
which it consdersless urgently needed. But the unfeasibility of
economic calculation will make it impossble to find out which
methods for the production of the goods needed are the most
economical ones.

The socidist governments of Russia and Germany are oparding in
aworld the greater part of which ll dingsto amearket economy. They
thusarein a position to use for their economic caculation the prices
esteblished abroad. Only because they can refer to these pricesare they
ableto cdculate, to kegp books and to make plans. It would be quite
different if every nation were to adopt sociaism. Then therewould beno
more pricesfor factors of production and economic cdculaion would be
impossble®®

2. PUBLIC ENTERPRISE WITHIN A MARKET ECONOMY

The sameisthe case with enterprises owned and operated by the
government or the municipdities of acountry in which the gregter part of
economic activity isunder the management of free enterprise. For them
too economic caculation offers no difficulties

We do nat need to ask whether or not it would be feesble to manege
such government, sate, and municipd enterprisesin the sameway as
private enterprise. For it isafact that asarulethe authoritiesareindined to
deviate from the profit syslem. They do not want to operate ther
enterprises from the viewpoint of the attainment of the greatest possble
profit. They congder the accomplishment of other tasks more important.
They are reedy to renounce prafit or at leest apart of profit or evento teke
alossfor the achievement of other ends

5 Mises, Omnipotent Government (New Haven, 1944), pp. 55-58.
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Whatever these other godsamed a may be, the result of sucha
palicy dways amountsto subgdizing some people to the burden of others
If a government-owned enterprise operates a aloss or with apart only of
the profit which it could attain if it were conducted soldly according to the
profit motive, the faling off affectsthe budget and thereby the taxpayers
If, for ingtance, a city-owned trangportation system charges the cusomers
0 low afarethat the cogts of the operation cannot be covered, the
taxpayers are virtudly subsdizing thoseriding thetrains

But we need nat, in abook deding with the problems of
bureaucracy, bother about these financid aspects. From our point of
view another outcome is to be considered.

As s00n as an undertaking is no longer operated under the profit
motive, other principles must be adopted for the conduct of its affairs.
The city authorities cannot smply ingtruct the manager: Do not bother
about a profit. They must give him more definite and precise orders.
What kind of orders could these be?

The champions of nationdized and municipaized enterprise are
prone to answer this question in arather naive manner: The public
enterprisgs duty isto render ussful servicesto the community. But the
problem is not so smple asthis. Every undertaking's soletask isto
render useful services. But what does thisterm mean? Whois, in the
case of public enterprise, to decide whether a serviceis useful? And
much more important: How do we find out whether the services
rendered are not too heavily paid for, i.e., whether the factors of
production absorbed by their performance are not withdrawn from
other lines of utilization in which they could render more vauable
services?

With private profit-seeking enterprise this problem is solved by the
atitudes of the public. The proof of the usefulness of the services
rendered isthat a sufficient number of citizensis ready to pay the price
asked for them. There cannot be any doubt about the fact that the
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customers consder the services rendered by the bakeries useful. They
are reedy to pay the price asked for bread. Under thisprice the
production of bread tends to expand until saturation is reeched, thet is,
until afurther expanson would withdraw factors of production from
branches of industry for whose products the demand of the consumers
iIsmoreintense. In taking the profit-motive as aguide, free enterprise
adjugtsits activities to the desires of the public. The profit-motive
pushes every entrepreneur to accomplish those services thet the
consumers deem the most urgent. The price sructure of the market tells
them how free they are to invest in every branch of production.

But if apublic enterpriseis to be operated without regard to
profits, the behavior of the public no longer provides a criterion of
its usefulness. If the government or the municipa authorities are
resolved to go on notwithstanding the fact that the operation costs
are not made up by the payments received from the customers,
where may a criterion be found of the usefulness of the services
rendered? How can we find out whether the deficit is not too big
with regard to these services? And how discover whether the deficit
could not be reduced without impairing the value of the services?

A private business is doomed if its operation brings losses only
and no way can be found to remedy this Situation. Its unprofitability
isthe proof of the fact that the consumers disdlow it. Thereis, with
private enterprise, no means of defying this verdict of the public and
of kegping on. The manager of a plant involving aloss may explain
and excuse the failure. But such gpologies are of no avall if they
cannot prevent the final abandonment of the unsuccessful project.

It is different with a public enterprise. Here the appearance of a
deficit is not considered a proof of failure. The manager is not
responsible for it. It isthe am of his boss, the government, to sall at
such alow price that aloss becomes unavoidable. But if the
government were to limit its interference with the fixing of the sdes
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prices and to leave everything else to the manager, it would give
him full power to draw on the treasury s funds.

It isimportant to realize that our problem has nothing at al to do
with the necessity of preventing the manager from the crimina
abuse of his power. We assume that the government or the
municipality has appointed an honest and efficient manager and that
the mora climate of the country or city and the organization of the
undertaking concerned offer a satisfactory protection against any
felonious misprison. Our problem is quite different. It semsfrom the
fact that every service can be improved by increasing expenditures.
However excellent ahospitd, subway system, or water works may be,
the manager dways knows how he could improve the service provided
the funds required are available. In no fidd of human wants can full
satifaction be reached in such away that no further improvement is
possible. The specidigs are intent upon improving the satisfaction of
needs only in their specid branches of activity. They do not and cannot
bother about the check which an expangion of the plant entrusted to
them would impaose upon other classes of need-satifaction. It is not the
task of the hospitd director to renounce some improvement of the
municipa hospitd lest it impede the improvemernt of the subway
system or vice versa It is precisdy the efficient and honest manager
who will try to make the services of his outfit as good as possible. But
as heis not restrained by any congderations of financid success, the
cogtsinvolved would place a heavy burden on the public funds. He
would become a sort of irrespong ble spender of the taxpayers money.
Asthisisout of the question, the government must give attention to
many details of the management. It must definein a precise way the
qudity and the quantity of the servicesto be rendered and the
commoditiesto be sold; it must issue detailed instructions concerning
the methods to be gpplied in the purchase of materid factors of
production and in hiring and rewarding labor. As the account of profit
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or lossis not to be congdered the criterion of the management’s success
or falure, the only means to make the manager respongble to the boss,
the treasury, isto limit his discretion by rules and regulations. If he
believesthat it is expedient to spend more than these ingructions dlow,
he must make an gpplication for aspecid dlotment of money. Inthis
case the decison rests with his boss, the government, or the
municipality. At any rate the manager is not a business executive but a
bureaucrat, that is an officer bound to abide by various ingructions. The
criterion of good management is not the approval of the customers
resulting in an excess of revenue over costs but the strict
obedience to a set of bureaucratic rules. The supreme rule of
management is subservience to such rules.

Of course, the government or the town council will be eager
to draft these rules and regulations in such a way that the services
rendered become as useful as they want them to be and the deficit
not higher than they want to have it. But this does not remove the
bureaucratic character of the conduct of affairs. The management
is under the necessity of abiding by a code of instructions. This
alone matters. The manager is not answerable if his actions are
correct from the point of view of this code. His main task cannot
be efficiency as such, but efficiency within the limits of
subservience to the regulations. His position is not that of an
executive in a profit-seeking enterprise but that of acivil servant,
for instance, the head of a police department.

The only dternative to profit-seeking business is bureaucratic
management. It would be utterly impracticable to delegate to any
individual or group of individuals the power to draw freely on
public funds. It is necessary to curb the power of the managers of
nationalized or municipalized systems by bureaucratic makeshifts
if they are not to be made irresponsible spenders of public money
and if their management is not to disorganize the whole budget.
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BUREAUCRATIC MANAGEMENT OF
PRIVATE ENTERPRISES

1. HOW GOVERNMENT INTERFERENCE AND THE
IMPAIRMENT OF THE PROFIT MOTIVE DRIVE BUSINESS
TOWARD BUREAUCRATIZATION

No private enterprise will ever fall prey to bureaucratic
methods of management if it is operated with the sole aim of
making profit. It has already been pointed out that under the
profit motive every industrial aggregate, no matter how big it
may be, isin a position to organize its whole business and each
part of it in such away that the spirit of capitalist acquisitiveness
permestes it from top to bottom.

But oursis an age of a general attack on the profit motive.
Public opinion condemns it as highly immoral and extremely
detrimental to the commonweal. Political parties and
governments are anxious to remove it and to put in its place what
they call the “service’ point of view and what isin fact
bureaucratic management.

We do not need to deal in detail with what the Nazis have
achieved in this regard. The Nazis have succeeded in entirely
eliminating the profit motive from the conduct of business. In
Nazi Germany there is no longer any question of free enterprise.
There are no more entrepreneurs. The former entrepreneurs have
been reduced to the status of Betriebsfuhrer (shop manager).
They are not free in their operation; they are bound to obey
unconditionally the orders issued by the Central Board of
Production Management, the Reichswirtschaftsministerium, and
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its subordinate district and branch offices. The government not
only determines the prices and interest rates to be paid and to be
asked, the height of wages and salaries, the amount to be
produced and the methods to be applied in production; it alots a
definite income to every shop manager, thus virtually
transforming him into a salaried civil servant. This system has,
but for the use of some terms, nothing in common with capitalism
and a market economy. It is simply socialism of the German
pattern, Zwangswirtschaft. It differs from the Russian pattern of
socialism, the system of outright nationalization of al plants,
only in technical matters. And it is, of course, like the Russian
system, a mode of socia organization that is purely authoritarian.
In the rest of the world things have not gone as far as that. In
the Anglo-Saxon countries there is still private enterprise. But the
genera tendency of our timeisto let the government interfere
with private business. And this interference in many instances
forces upon the private enterprise bureaucratic management.

2. INTERFERENCE WITH THE HEIGHT OF PROFIT

The government may apply various methods in order to
restrict the profits which an enterprise is free to earn. The most

frequent methods are:

1. The profits that a special class of undertakingsis free to
make are limited. A surplusis either to be handed over to the
authority (for instance, the city) or to be distributed as a bonus to
the employees or it must be eliminated by a reduction of the rates
or prices charged to the customers.

2. The authority is free to determine the prices or rates that
the erterprise is entitled to charge for the commodities sold or the
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services rendered. It uses this power for the prevention of what it
calls excessive profits.

3. The enterprise is not free to charge more for commodities
sold and services rendered than its actual costs plus an additional
amount determined by the authority elther as a percentage of the
cogsor asafixed fee.

4. The enterpriseis free to earn as much as market conditions
alow; but taxes absorb al profit or the greater part of it dbove a
certain amount.

What is common to dl these instances is the fact that the
enterprise is no longer interested in increasing its profits. It losesthe
incentive to lower cogts and to do itsjob as efficiently and as cheaply
as possible. But on the other hand dl the checks on improvementsin
the procedures and on attempts to reduce costs remain. Therisks
connected with the adoption of new cost saving devicesfall upon the
entrepreneur. The disagreements involved in ressting the demand of
the employees for higher wages and slaries are | eft to him.

Public opinion, biased by the spurious fables of the socidids, is
rash in blaming the entrepreneurs. It is, we are told, their immoraity
that resultsin the lowering of efficiency. If they were as conscientious
and devoted to the promotion of public wefare as the unsdfish civil
servants are, they would unswervingly aim to the best of their abilities
a an improvement in service dthough their selfish profit interests are
not involved. It istheir mean greed that jeopardizes the working of
enterprises under limited profit chances. Why should aman not do his
best even if he may not expect any persond advantage from the most
beneficid performance of his duties?

Nothing could be more nonsensica than to hold the bureaucrat up
in thisway asamodd for the entrepreneur. The bureaucrat is not free
to am at improvement. He is bound to obey rules and regulations
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established by a superior body. He has no right to embark upon
innovationsif his superiors do not approve of them. His duty and his
virtue is to be obedient.

Let ustake as an example the conditions of army life. Armies are
certainly the most ided and perfect bureaucratic organizations. In
most countries they are commanded by officers who are sincerely
dedicated to one god only: to make their own natioris armed forces
as efficient as possible. Neverthel ess the conduct of military affairs
is characterized by a stubborn hodtility to every attempt toward
improvement. It has been said that the general staffs are dways
preparing for the last war, never for the future war. Every new idea
aways meets with adamant opposition on the part of those in charge
of the management. The champions of progress have had most
unpleasant experiences. Thereis no need to ingst upon these facts,
they are familiar to everybody.

The reason for this unsatisfactory state of affairsis obvious.
Progress of any kind is aways at variance with the old and
established ideas and therefore with the codes inspired by them.
Every step of progressis a change involving heavy risks. Only afew
men, endowed with exceptiona and rare abilities, have the gift of
planning new things and of recognizing their blessings. Under
capitalism the innovator is free to embark upon an attempt to redize
his plansin spite of the unwillingness of the mgority to acknowledge
their merits. It isenough if he succeeds in persuading some
reasonable men to lend him funds to start with. Under a bureaucratic
system it is necessary to convince those a the top, asarule old men
accustomed to do thingsin prescribed ways, and no longer open to
new ideas. No progress and no reforms can be expected in a sate of
affarswhere the first step isto obtain the consent of the old men. The
pioneers of new methods are considered rebels and are tregted as
such. For a bureaucratic mind law abidance, i.e., clinging to the



Bureaucratic Management of Private Enterprises 71

customary and antiquated, isthefirst of dl virtues.

To say to the entrepreneur of an enterprise with limited profit
chances, “Behave as the conscientious bureauicrats do,” is tantamount to
telling him to shun any reform. Nobody can be a the sametimea
correct bureaucrat and an innovator. Progressis precisely that which
the rules and regulations did not foresee; it is necessarily outsde the
field of bureaucratic activities.

Thevirtue of the profit sysem isthat it puts on improvementsa
premium high enough to act as an incentive to take high risks. If this
premium is removed or serioudy curtailed, there cannot be any
question of progress.

Big business spends consderable sums on research because it is
eager to profit from new methods of production. Every entrepreneur is
aways on the search for improvement; he wantsto profit either from
lowering cogts or from perfecting his products. The public seesonly the
successful innovation. It does not redlize how many enterprises failed
because they erred in adopting new procedures.

It isvain to ask an entrepreneur to embark, in pite of the absence
of aprofit incentive, on dl the improvements which he would have put
to work if the expected profit were to enrich him. The free enterpriser
meakes his decison on close and careful examination of dl the prosand
cons and on aweighing of the chances of success and falure. He
balances possible gain againgt possible loss. Either loss or gain will
occur in hisown fortune. Thisis essentid. Baancing the risk of losing
one's own money againg the government’s or other people€'s chance for
profit means viewing the matter from a quite different angle.

But there is aso something much more important. A faulty
innovation must not only impair the capitd invested, it must no less
reduce future profits. The greater part of these profits would have
flowed, if earned, into the treasury. Now, their faling off affectsthe
government’srevenue. The government will not permit the enterpriser
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to risk what it consdersto be its own revenue. It will think thet it is not
judtified in leaving the enterpriser the right to expose to losswhat is
virtudly the government’s money. It will redtrict the entrepreneur’s
freedom to manage his “own” affairs, which practicaly are no longer
his own but the government’s

We are dready a the beginning of such policies. In the case of
cost-plus contracts the government tries to satidfy itsdlf not only as to
whether the cogts claimed by the contractor were actudly incurred, but
no lesswhether they are dlowable under the terms of the contract. It
takes every reduction in cogts incurred for granted, but it does not
acknowledge expenditures which, in the gpinion of its employees, the
bureaucras, are not necessary. The resulting Stuation isthis The
contractor gpends some money with the intention of reducing costs of
production. If he succeeds, the result is—under the cost plus a percentage
of cos method—that his profit is curtalled. If he does not succeed, the
government does not reimburse the outlays in question and he loses too.
Every atempt to change anything in the traditiona routine of production
hasto turn out bedly for him. The only way to avoid being pendized is
for him nat to change anything.

Inthefield of taxation the limitations placed on dariesarethe
darting point of anew deve opment. They affect, at present, only the
higher daries. But they will hardly stop here. Once the principleis
acoepted, that the Bureau of Interndl Revenue hastheright to dedlare
whether certain cogts, deductions, or losses arejudtified or not, the
powers of the enterpriser will aso be redtricted with regard to other items
of cogts. Then the management will be under the necessity of assuring
itsdlf, beforeit embarks upon any change, whether thetax authorities
approve of the required expenditure. The Collectors of Internd Revenue
will become the supreme autharities in matters of manufacturing.
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3. INTERFERENCE WITH THE CHOICE OF PERSONNEL

Every kind of government meddling with the busness of private
enterprise resultsin the same disastrous consequences. It pardyzes
initiative and breeds bureauicratiam. We cannot investigate dl the
methods applied. It will be enough to congder one epecialy obnoxious
ingance

Even in the nineteenth century, in the prime of European liberdiam,
private enterprise was never 0 free asit once wasin thiscountry. In
continental Europe every enterpriseand particularly every
corporation aways depended in many respects on the discretion
of government agencies. Bureaus had the power of inflicting
serious damage upon every firm. In order to avoid such
detriments it was necessary for the management to live on good
terms with those in power.

The most frequent procedure was to yield to the government’s
wishes concerning the composition of the board of directors.
Even in Great Britain a board of directors which did not include
several peers was considered not quite respectable. In continental
Europe and especialy in Eastern and Southern Europe the boards
were full of former cabinet ministers and generals, of politicians
and of cousins, brothers-in-law, schoolmates, and other friends of
such dignitaries. With these directors no commercia ability or
business experience was required.

The presence of such ignoramuses on the board of directors
was by and large innocuous. All they did was to collect their fees
and share in the profits. But there were other relatives and friends
of those in power who were not eligible for directorships. For
them there were salaried positions on the staff. These men were
much more a liability than an asset.
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With the increasing government interference with business it
became necessary to appoint executives whose main duty it was
to smooth away difficulties with the authorities. First it was only
one vice-president in charge of “affairs referring to government
administration.” Later the main requirement for the president and
for al vice-presidents was to be in good standing with the
government and the political parties. Finally no corporation could
afford the “luxury” of an executive unpopular with the
administration, the labor-unions, and the great political parties.
Former government officials, assistant secretaries, and councilors
of the various ministries were considered the most appropriate
choice for executive positions.

Such executives did not care awhit for the company'sprogperity. They
were accusomed to bureaucratic menagement and they accordingly dtered
the conduct of the corporaiorisbusiness Why bother about bringing out
better and chegper productsif one can rdy on support on the part of the
government? For them government contracts more effective tariff
protection, and other government favars were the main concern. And they
pad for such privileges by contributionsto party fundsand government
propaganda funds and by gppainting people sympethetic to the authorities.

It islong snce the g&ffs of the big German corparations were sdected
from the viewpoint of commerdd and technologicd ahility. BEx-membersof
smat and paliticdly rdiable sudents dubs often hed a better chance of
employment and advancement then effident experts

Amgican condiionsarevey differant. Asin every sohereof
bureaucracy, Americais “beckward’ in thefield of bureaucratization of
private enterprise ds0. It isan open question whether Secretary I ckeswas
right in saying: “Every big businessisabureaucracy.”® But if the Seoretary
of the Interior isright, or asfar asheisright, thisisnot an outcome of the

16TheNew York TimesMagazine, January 16, 1944, p. 9.
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evalution of private busness but of the growing government interference
with busness

4. UNLIMITED DEPENDENCE ON THE DISCRETION OF
GOVERNMENT BUREAUS

Every American busnessman who has hed the opportunity to become
acquainted with economic conditionsin Southern and Eagtern Europe
condensss hisobsarvationsinto two paints: The entregpreneurs of these
countries do nat bather about production efficency, and the governments
arein the hands of corrupt diques This characterization isby and large
correct. But it fails to mention that bath indudrid ineffidency and corruption
arethe consegquences of methods of government interference with
business as gpplied in these countries.

Under this system the government has unlimited power to ruin
every enterprise or to lavish favors upon it. The success or failure of
every business depends entirely upon the free discretion of thosein
office. If the businessman does not happen to be a citizen of a powerful
foreign nation whose diplomatic and consular agents grant him
protection, heis a the mercy of the adminigtration and the ruling party.
They can take away dl his property and imprison him. On the other
hand, they can make himrich.

The government determines the height of tariffs and freight rates. It
grants or deniesimport and export licenses. Every citizen or resdent is
bound to sdl dl his proceeds in foreign exchange to the government a
apricefixed by the government. On the other hand, the government is
the only sdler of foreign exchange; it is free to refuse ad libitum
applications for foreign exchange. In Europe where dmogt every kind
of production depends upon the importation of equipment, machinery,
raw materids, and haf-finished goods from abroad, such arefusd is
tantamount to acdosing of the factory. Thefina determination of taxes
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dueis practicaly left to the unlimited discretion of the authorities. The
government can use any pretext for the seizure of any plant or shop.
Parliament is a puppet in the hands of the rulers; the courts are packed.

In such an environment the entrepreneur must resort to two means:
diplomacy and bribery. He must use these methods not only with
regard to the ruling party, but no less with regard to the outlawed and
persecuted opposition groups which one day may seizetherens. Itisa
dangerous kind of double-deding; only men devoid of fear and
inhibitions can last in this rotten milieu. Businessmen who have grown
up under the conditions of amore libera age haveto leave and are
replaced by adventurers. West- European and American entrepreneurs,
used to an environment of legdity and correctness, are lost unless they
secure the services of native agents.

This system, of course, does not offer much incentive for
technological improvement. The entrepreneur considers
additional investment only if he can buy the machinery on credit
from aforeign firm. Being a debtor of a corporation of one of the
Western countries is deemed an advantage because one expects
that the diplomats concerned will interfere for the protection of
the creditor and thus help the debtor too. New branches of
production are inaugurated only if the government grants such a
premium that huge profits are to be hoped for.

It would be a mistake to place the blame for this corruption
on the system of government interference with business and
bureaucratism as such. It is bureaucratism degenerated into
racketeering in the hands of depraved politicians. Y et we must
realize that these countries would have avoided the evil if they
had not abandoned the system of free enterprise. Economic
postwar reconstruction must start in these countries with a radical
change in their policies.
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THE SOCIAL AND POLITICAL IMPLI-
CATIONS OF BUREAUCRATIZATION

1. THE PHILOSOPHY OF BUREAUCRATISM

The antagonism which the people had to encounter in earlier
struggles for freedom was ssmple and could be understood by
everybody. There were on the one side the tyrants and their
supporters, there were on the other side the advocates of popular
government. The political conflicts were struggles of various
groups for supremacy. The question was: Who should rule? We
or they? The few or the many? The despot or the aristocracy or
the people?

Today the fashionable philosophy of Statolatry has
obfuscated the issue. The political conflicts are no longer seen as
struggles between groups of men. They are considered a war
between two principles, the good and the bad. The good is
embodied in the great god State, the materialization of the eternal
idea of morality, and the bad in the “rugged individualism” of
sdlfish men.?’ In this antagonism the State is always right and the
individual always wrong. The State is the representative of the
commonweal, of justice, civilization, and superior wisdom. The
individual is a poor wretch, a vicious fool.

When a German says “der Staat” or when a Marxian says
“society,” they are overwhelmed by reverential awe. How can a

Ysuch isthe political interpretation of the issue. For the current economic
interpretation see below pp. 117-119.
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man be so entirely corrupt asto rise in rebellion against this
Supreme Being?

Louis X1V was very frank and sincere when he said: | am the
State. The modern etatist is modest. He says: | am the servant of the
State; but, he implies, the State is God. Y ou could revolt againgt a
Bourbon king, and the French did it. Thiswas, of course, a struggle
of man against man. But you cannot revolt against the god State and
againg his humble handy man, the bureaucrat.

Let us not question the sincerity of the well- intentioned
officeholder. He is fully imbued with the idea that it is his sacred
duty to fight for hisidol againgt the selfishness of the populace. He
IS, in his opinion, the champion of the eternal divine law. He does
not fed himsalf morally bound by the human laws which the
defenders of individualism have written into the statutes. Men
cannot dter the genuine laws of god, the State. The individual
citizen, in violating one of the laws of his country, isacrimina
deserving punishment. He has acted for his own selfish advantage.
But it is quite a different thing if an officeholder evadesthe duly
promulgated laws of the nation for the benefit of the “State.” In the
opinion of “reactionary” courts he may be technically guilty of a
contravention. But in a higher moral sense he was right. He has
broken human laws lest he violate a divine law.

Thisis the essence of the philosophy of bureaucratism. The
written laws are in the eyes of the officias barriers erected for the
protection of scoundrels againgt the fair claims of society. Why
should a criminal evade punishment only because the “State” in
prosecuting him has violated some frivolous formalities? Why
should aman pay lower taxes only because there is aloophole l€ft in
the tax law? Why should lawyers make a living advising people
how to profit from the imperfections of the written law? What is the
use of al these regtrictions imposed by the written law upon the
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government official's honest endeavors to make the people happy?
If only there were no congtitutions, bills of rights, laws, parliaments,
and courts! No newspapers and no attorneys! How fine the world
would beif the “State” were free to cure dl illd!

It is one step only from such a mentdity to the perfect
totaitarianism of Stalin and Hitler.

The answer to be given to these bureaucratic radicals is obvious.
The citizen may reply: Y ou may be excdlent and lofty men, much
better than we other citizens are. We do not question your
competence and your intelligence. But you are not the vicars of agod
caled “the State.” Y ou are servants of the law, the duly passed laws of
our nation It is not your business to criticize the law, till lessto
violateit. In violating the law you are perhaps worse than a good
many of the racketeers, no matter how good your intentions may be.
For you are appointed, sworn, and paid to enforce the law, not to
bresk it. The worst law is better than bureaucratic tyranny.

The main difference between a policeman and a kidnaper and
between atax collector and arobber isthat the policeman and the tax
collector obey and enforce the law, while the kidnaper and robber
violateit. Remove the law, and society will be destroyed by anarchy.
The State is the only indtitution entitled to apply coercion and
compulsion and to inflict harm upon individuas. This tremendous
power cannot be abandoned to the discretion of some men, however
competent and clever they may deem themselves. It is necessary to
restrict its gpplication. Thisisthe task of the laws.

The officeholders and the bureaucrats are not the State. They are
men selected for the application of the laws. One may call such
opinions orthodox and doctrinaire. They are indeed the expression of
old wisdom. But the dternative to the rule of law isthe rule of

despots.



80 Bureaucracy

2. BUREAUCRATIC COMPLACENCY

The officeholder’stask isto serve the public. His office has been
established—directly or indirectly—by alegidative act and by the
alocation of the means necessary for its support in the budget. He
executes the laws of his country.

In performing his duties he shows himsdlf auseful member of the
community, even if the laws which he hasto put into practice are
detrimentd to the commonwed. For it isnot hewho is respongble for
their inadequacy. The sovereign peopleisto blame, nat the faithful
executor of the peoples will. Asthe didillers are not reponsible for
people getting drunk, so the government’s clerks are not respongble for
the undesirable consequences of unwise laws.

On the ather hand, it is not the merit of the bureaucrats that many
benefits are derived from ther actions. That the police department’s work
isso efficient thet the citizens arefairly wel protected againgt murder,
robbery, and theft does not oblige the rest of the peopleto be more
grateful to the police officers than to any other fdlow citizensrendering
useful services The police officer and the fireman have no better damto
the public’s gratitude than the doctors, the railroad engineers, the welders,
the sailors, or the manufacturers of any useful commodity. Thetraffic
cop has no more cause for concat than the manufacturer of traffic lights
Itisnot his merit that his superiors assgned him to aduty in which he
daily and hourly prevents accidentd killing and thus saves many people's
lives

Itistrue that society could not do without the services rendered by
patrolmen, tax collectors, and derks of the courts. But it isno lesstrue
that everyone would suffer great damage if there were no scavengers,
chimney sweepers, dishwashers, and bug exterminetors. Withinthe
framework of socid cooperation every citizen depends on the services
rendered by dl hisfdlow citizens. The greet surgeon and the eminent
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musician would never have been able to concentrate dl their efforts upon
aurgery and music if the divison of labor had not freed them from the
necessity of taking care of many trifles the performance of which would
have prevented them from becoming perfect pecidists. The ambassador
and the lighthousekeeper have no better dam to the epithet pillar of
society than the Pullman porter and the charwoman. For, under the
division of labor, the Sructure of sodiety rests on the shouldersof dl men
and women.

Thereare, of course, men and women serving in an dtruisic and
entirdy detached way. Mankind would never have reeched the present
date of civilization without heroism and sdf- sacrifice on the part of an
dite Every gep foward on the way toward an improvement of mord
conditions has been an achievement of men who were reedy to sacrifice
their own wel-beng, ther hedlth, and their livesfor the stke of acause
thet they conddered just and beneficid. They did whet they conddered
thar duty without bothering whether they themsalveswould not be
victimized. These people did not work for the sske of reward, they served
their cause unto degth.

It was a purpossful confusion onthe part of the German
metgphysdans of datolary that they dothed dl men in the government
savice with the gloriole of such dtruidtic saf-sacrifice. From the writings
of the German etdigsthe dvil srvant emerges asasantly being, asort of
monk who forsook al earthly plessures and dl persona hgppinessin order
to srve, to thebext of hisahilities, God's lieutenant, once the Hohenzollern
king and today the Flhrer. The Saatdoeante does not work for pay
because no sdary however large could be consdered an adequate reward
for the invaluable and pricdess bendfits thet sodiety derivesfrom his sdif-
denying sacrifice. Society owes him not pay but maintenance adequate to
hisrank in the offidd hierarchy. Itisamisnomer to cal this mantenancea
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sday.'® Only liberdls, biased by the prejudices and errors of
commerddism, use such awrong term. If the Beamtengehalt (the civil
svat'ssaay) wereared sday, it would be only just and naturd to give
the holder of the most modest office an income higher than thet of
anybody outsde of the officid hierarchy. Every dvil sarvant is whenon
duty, amandatory of the State's soveraignty and infallibility. His
testimony in court counts more than thet of the layman.

All thiswas sheer nonsense. In dl countries most people joined the
daff of the government offices because the sdary and the penson
offered were higher than what they could expect to earn in other
occupations. They did not renounce anything in serving the
government. Civil service was for them the most profitable job they
could find.

Theincentive offered by the civil service in Europe consisted not
only inthelevd of the sdary and the penson; many goplicants, and not
the best ones, were attracted by the ease of the work and by the
security. As arule government jobs were less exigent than thosein
business. Besides, the gppointments were for life. An employee could
be dismissed only when akind of judicid trid had found him guilty of
heinous neglect of hisduties. In Germany, Russia, and France, every
year many thousands of boys whaose life plan was completdly fixed
entered the lowest grade of the system of secondary education. They
would take their degrees, they would get ajob in one of the many
departments, they would serve thirty or forty years, and then retire with
apenson. Life had no surprises and no sensations for them; everything
was plain and known beforehand.

The difference between the socid prestige of government jobsin
continental Europe and in Americamay beillustrated by an example.
In Europe socid and political discrimination againgt aminority group

18, Laband, Das Saatsrecht des Deutschen Reiches (5thed. Tibingen, 1911), 1, 500.
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took the form of barring such people from accessto al government
jobs, no matter how modest the postion and the sdary. In Germany, in
the Austro-Hungarian Empire, and in many other countries dl those
subordinate jobs that did not require specia abilities or training—like
atendants, ushers, herdds, beadles, gpparitors, messengers, janitors—
were legaly reserved for ex-soldiers who had voluntarily givenmore
years of active service in the armed forces than the minimum required
by the law. These jobs were consdered highly vaued rewards for
noncommissoned officers. In the eyes of the people, it wasaprivilege
to serve as an attendant in abureau. If in Germany there had been a
class of the socid status of the American Negro, such persons would
never have ventured to apply for one of these jobs. They would have
known that such an ambition was extravagant for them.

3. THE BUREAUCRAT ASA VOTER

The bureaucrat is not only a government employee. He is, under a
democratic congtitution, at the same time a voter and as such a part of
the sovereign, hisemployer. Heisin apeculiar position: heis both
employer and employee. And his pecuniary interest as employee
towers above hisinterest as employer, as he gets much more from the
public funds than he contributes to them.

This double relationship becomes more important as the people
on the government’s payroll increase. The bureaucrat as voter is more
eager to get arase than to keep the budget baanced. Hismain
concern isto swell the payroll.

The politica structure of Germany and France, in the last years
preceding the fall of their democratic congtitutions, wasto avery
great extent influenced by the fact that for a considerable part of the
electorate the state was the source of income. There were not only the
hosts of public employees, and those employed in the nationdized
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branches of business (e.g., railroad, post, telegraph, and telephone),
there were the recaivers of the unemployment dole and of socid
security benefits, aswell as the farmers and some other groups which
the government directly or indirectly subsidized. Their main concern
was to get more out of the public funds. They did not care for “idedl”
issues like liberty, justice, the supremacy of the law, and good
government. They asked for more money, that was al. No candidate
for parliament, provincia diets, or town councils could risk opposing
the gppetite of the public employeesfor araise. The various palitical
parties were eager to outdo one another in munificence. Inthe
nineteenth century the parliaments were intent on regtricting public
expenditures as much as possble But now thrift became despicable
Boundless spending was consdered awise palicy. Bath the party in power
and the oppogtion srovefor popularity by openhandedness To create new
officeswith new employesswas cdled a“pogtive’ palicy, and every atempt
to prevent squandering public fundswas digparaged as “negativiam.”

Representative democracy cannot subs s if agreat part of thevotersare
on the government pay rall. If the members of parliament no longer consider
themsdlves mandataries of the taxpayers but deputies of those recaiving
sdaries wages, subgdies, doles, and other bendfitsfrom the treeaury,
democracy isdonefor.

Thisisone of the antinomies inherent in present-day condtitutiond
isues It has made many people despair of the future of democracy. Asthey
became convinoed that the trend toward more government interference with
busness toward more offices with more employees, toward more dolesand
ubgdiesisinevitable, they could not hep loaing confidence in government
by the people.

4. THE BUREAUCRATIZATION OF THE MIND
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The modern trend toward government omnipotence and totditarianiam
would have been nipped in the bud if its advocates had not sucoseded in
indoctrinating youth with thar tenets and in preventing them from becoming
acquainted with the teechings of economics

Economicsisatheordtical science and as such does not tdl man what
vaues he should prefer and whet endshe should am &. It does not establish
ultimate ends Thisisnat the task of the thinking man but thet of the acting
man. Sdenceisaproduct of thought, action aproduct of will. Inthissense
wemay sy that economics asasdenceisneutrd with regard to the ultimete
endsof human endeavor.

But it isdifferent with regard to the means to be gpplied for the
atanment of given sodd ends. There economicsisthe only religble
guide of action. If men are eager to succeed in the pursuit of any socid
ends, they must adjust their conduct to the resullts of economic thinking.

The outstanding fact of theintelectud history of the last hundred
yearsisthe sruggle against economics. The advocates of government
omnipotence did not enter into adiscussion of the problemsinvolved.
They cdled the economists names, they cagt suspicion upon their
motives, and they ridiculed them and called down curses upon them.

Itis however, not the task of thisbook to ded with this
phenomenon. We have to limit oursalves to the description of therole
that bureauicracy played in this devel opment.

In most countries of the European continent the universitiesare
owned and operated by the government. They are subject to the control
of the Minigtry of Education as apolice Sation is subject to the head of
the police department. The teechersare civil servantslike patrolmen and
cusomsofficers. Nineteenth-century liberdism tried to limit theright of
the Minigtry of Education to interfere with the freedom of university
professors to teach what they consdered true and correct. But asthe
government gppointed the professors, it gppointed only trustworthy and
reliable men, thet is, men who shered the government’ s viewpoint and
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were reedy to digoarage economics and to teach the doctrine of
government omnipotence.

Asindl other fidds of bureaucratization, nineteenth-century
Germany wasfar ahead of other nations in this matter too. Nothing
cheracterizes the spirit of the German universties better than a passage of
an oraion that the physiologist Emil du Bois-Reymond ddlivered in
1870 in his double cgpacity as Rector of the University of Berlinand as
President of the Prussian Academy of Science: “We, the University of
Berlin, quartered opposite the King's paace, are, by the deed of our
foundation, the intdlectua bodyguard of the House of Hohenzollern.”
Theideathat such aroya henchman should profess views contrary to the
tenets of the government, his employer, was incomprehengble to the
Prussan mind. To maintain the theory that there are such things as
economic lawswas deemed akind of rebdlion. For if thereare
economic laws, then governments cannot be regarded as omnipotent,
astheir policies could only succeed when adjusted to the operation of
these laws. Thus the main concern of the German professors of the
socia sciences was to denounce the scandal ous heresy that thereisa
regularity in economic phenomena The teaching of economicswas
anathematized and wirtschaftliche Siaatsm ssenschaften (economic
agpects of palitica science) put inits place. The only qualities required
in an academic teacher of the socid sciences were disparagement of the
operation of the market systlem and enthusiastic support of government
control. Under the Kaiser radica Marxians who openly advocated a
revolutionary upheavd and the violent overthrow of the government
were not gppointed to full-time professorships; the Weimar Republic
virtualy abolished this discrimination.

Economics dedls with the operation of the whole system of socid
cooperation, with the interplay of dl its determinants, and with the
interdependence of the various branches of production. It cannot be
broken up into separate fields open to trestment by specidistswho
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neglect therest. It is smply nonsensicd to study money or |abor or
foreign trade with the same kind of specidization which higtorians
apply when dividing human higtory into various compartments. The
history of Sweden can be trested with dmost no reference to the history
of Peru. But you cannot ded with wage rates without dedling at the
same time with commodity prices, interest rates, and profits. Every
change occurring in one of the economic dements affects dl other
elements. Onewill never discover what adefinite policy or change
brings about if one limits hisinvestigation to a specid segment of the
whole system.

It is precisdy this interdependence that the government does not
want to see when it meddles in economic affairs. The government
pretends to be endowed with the mystical power to accord favors out of
an inexhaudtible horn of plenty. It isboth omniscient and omnipotent. It
can by amagic wand create happiness and abundance.

The truth is that the government cannot giveif it does not take from
somebody. A subsidy is never paid by the government out of itsown
funds; it is a the expense of the taxpayer that the state grants subsidies.
Inflation and credit expangon, the preferred methods of present day
government openhandedness, do not add anything to the amount of
resources available. They make some people more prasperous, but only
to the extent that they make others poorer. Interference with the market,
with commodity prices, wage rates, and interest rates as determined by
demand and supply, may in the short run etain the ends amed a by the
government. But in the long run such measures dways result in agate
of affairs which—from the viewpoint of the government—is more
unsatisfactory than the previous Sate they were intended to dter.

It isnot in the power of the government to make everybody more
progperous. It can raise the income of the farmers by forcibly redtricting
domestic agriculturd production. But the higher prices of farm
products are paid by the consumers, not by the sate. The counterpart of
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the farmers higher gandard of living isthe lowering of the sandard of
living of the rest of the nation. The government can protect the smdl
shops againgt the competition of department stores and chain stores.
But here again the consumersfoot the hbill. The ate can improve the
conditions of a part of the wage earners by dlegedly pro-labor
legidation or by giving afree hand to labor union pressure and
compulsion. But if this policy does not result in acorresponding risein
the prices of manufactures, thereby bringing real wage rates back to the
market levd, it brings about unemployment of aconsderable part of
those willing to earn wages.

A scrutiny of such policies from the viewpoint of economic theory
must necessarily show their futility. Thisiswhy economicsis tabooed by
the bureaucrats. But the governments encourage the speciaiss who limit
their observaionsto anarrow fied without bothering about the further
consaquences of apalicy. Thelabor economigt deds only with the
immediate results of pro-labor policies, the farm economist only with the
rise of agriculturd prices. They both view the problems only from the
angle of those pressure groups which areimmediately favored by the
measure in question and disregard its ultimate socid consequences. They
are not economidts, but expounders of government activitiesina
particular branch of the adminidration.

For under government interference with business the unity of
government policies has long snce disntegrated into badly coordinated
parts. Gone are the days when it was il possible to speek of a
government’s policy. Today in mogt countries each department follows
its own course, working againgt the endeavors of the other depatments.
The department of labor ams at higher wage rates and a lower living
cogts. But the same adminigtratioris department of agricultureamsa
higher food prices, and the department of commercetriestoraise
domestic commodity pricesby tariffs. Ore department fights againgt
monopoly, but other departments are eager to bring about—by tariffs,
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patents, and other means—the conditionsrequired for the building of
monopalistic restraint. And each department refersto the expert opinion
of those specidized in their respective fidds

Thus the sudents no longer receive an initiation into economics.
They learn incoherent and disconnected facts about various government
measures thwarting one another. Their doctor's theses and their graduate
research work dedl not with economics but with various topics of
economic history and various ingtances of government interference with
business Such detailed and well-documented Satigtical gudies of the
conditions of theimmediate past (mistakenly often |abeled sudies about
“present-day” conditions) are of great vaue for the future higtorian. They
are no lessimportant for the vocationd tasks of lawvyers and office
clerks. But they are certainly not a subgtitute for the lack of ingtruction
in economics. It is amazing that Stresemann’s doctoral thesisdedt with
the conditions of the bottled beer trade in Berlin. Under the conditions
of the German university curriculum this meant that he devoted a
condderable part of his universty work to the sudy of the marketing of
beer and of the drinking habits of the population. Thiswasthe
intellectua equipment thet the glorified German university sysem gave
to aman who later acted as the Reichi's chancellor in the mogt critical
years of German higory.

After the old professors who had got their chairsin the short
flowering of German liberalism had died, it became impossible to hear
anything about economics at the universities of the Reich. Therewere
no longer any German economigts, and the books of foreign
economists could not be found in the libraries of the university
seminars. The socid scientists did not follow the example of the
professors of theology who acquainted their sudents with the tenets
and dogmeas of other churches and sects and with the philosophy of
atheism because they were eager to refute the creeds they deemed
hereticd. All that the sudents of the socid sciences learned from ther
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teachers was that economicsis a purious science and that the so-cdled
economigds are, as Marx said, sycophantic gpologids of the unfair dass
interests of bourgeois exploiters, ready to sdll the people to big business
and finance capital.*® The graduates |eft the universities convinced
advocates of totditarianiam ether of the Nazi variety or of the Marxian
brand.

Conditionsin other countries were Smilar. The most eminent
establishment of French learning was the Ecole Normale Supérieurein
Paris, its graduates filled the most important postsin public
adminigration, politics and higher education. This school was
dominated by Marxians and other supporters of full government
control. In Russathe Imperid Government did not admittoa
university chair anybody suspected of the liberd idess of “Western”
economics. But, on the other hand, it gppointed many Marxians of the
“loyd” wing of Marxism, i.e., those who kept out of the way of the
revolutionary fanatics. Thus the Czars themsel ves contributed to the
later triumph of Marxiam.

European totditarianism is an upshot of bureaucracy' s preeminence
in the field of education. The universities paved the way for the
dictators.

Today both in Russaand in Germany the universities are the main
srongholds of the one-party system. Not only the socid sciences,
history, and philosophy, but &l other branches of knowledge, of art,
and of literature are regimented or, asthe Nazis say, gleichgeschaltet.
Even Sidney and Bestrice Webb, naive and uncriticd admirers of the
Soviets asthey are, were shocked when they discovered thet the
Journal for Marxist-Leninist Natural Sciencesstands “for party in
mathematics’ and “for the purity of Marxis-Leninist theory in surgery”

19¢f. Pohle, Die Gegenwartige Krise der deutschen Volkswirtschaftslenre (2d ed.
Leipzig, 1921).
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and that the Soviet Herald of Venereology and Dermatology aims at
congdering dl problemsthat it discusses from the point of view of
didectical materiaism. ?°

5.WHO SHOULD BE THE MASTER?

Under any system of the divison of labor aprinciple for the
coordination of the activities of the various specidistsis needed. The
specidid's effort would be aimless and contrary to purposeif he were
not to find aguide in the supremacy of the public. Of course,
production’'s only end isto serve the consumers.

Under amarket society the profit motive isthe directing principle.
Under government control it is regimentation. Thereisno third
posshility Ieft. To aman not driven by the impulse to make money on
the market some code must say what to do and how.

One of the most frequent objectionsraised againg the libera and
democratic system of capitdismisthat it sresses mainly the
individual'srights, to the neglect of his duties. People stand on their
rights and forget their obligations. However, from the socid viewpoint
the duties of the citizens are more important than their rights.

Thereisno need for usto dwell upon the palitica and
condtitutiona aspect of this antidemocratic critique. The rights of man
as codified in the various bills of rights are promulgated for the
protection of the individua againgt governmentd arbitrariness. But for
them dl people would be daves of despatic rulers.

In the economic sphere the right to acquire and to own property is
not aprivilege. It isthe principle that safeguards the best satisfaction of
the wants of the consumers. He who is eeger to earn, to acquiire, and to

205idney and Beatrice Webb, Soviet Communism: A New Civilization? (New York,
1936), 11, 1000,
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hold wedth is under the necessity of serving the consumers. The profit
motive is the means of making the public supreme. The better aman
succeeds in supplying the consumers, the greater become his earnings.
It isto everybody s advantage that the entrepreneur who produces good
shoes a the chegpest cost becomes rich; most people would suffer
somelossif alaw wereto limit hisright to get richer. Such alaw would
only favor hisless efficient competitors. It would not lower but raise
the price of shoes.

Profit is the reward for the best fulfillment of some voluntarily
assumed duties. It isthe instrument that makes the masses supreme.
The common man is the customer for whom the captains of industry
and dl thair ades are working.

It has been objected that thisis not true asfar asbig busnessis
concerned. The consumer has no ather choice than ether to patronize
the business or to forego the satisfaction of avitd need. Heisthus
forced to submit to any price asked by the entrepreneur. Big business
is no longer a supplier and purveyor but a magter. It is not under the
necessity of improving and cheapening its service.

Let us consider the case of arailroad connecting two cities not
connected by any other rail line. We may even ignore the fact that
other means of trangportation are in competition with the railroad:
busses, passenger cars, aeroplanes, and river boats. Under these
assumptions it is true that whoever wantsto travel is forced to
patronize the railroad. But this does not remove the company’s
interest in good and cheap service. Not al those who consider
traveling are forced to make the journey under any conditions. The
number of passengers both for pleasure and for business depends on
the efficiency of the service and on the rates charged. Some people
will travel in any case. Others will travel only if the qudity and
speed of the service and cheap rates make traveling attractive. It is
precisdly this second group whose patronage means for the
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company the difference between dull or even bad business and
profitable business. If thisistrue for arailroad under the extreme
assumptions made above, it is much more true for any other branch
of business.

All specidists, whether businessmen or professiona people, are
fully aware of their dependence on the consumers' directives. Daily
experience teaches them that, under capitalism, their main task isto
serve the consumers. Those specidists who lack an understanding of
the fundamental socia problems resent very deeply this “servitude”
and want to be freed. The revolt of narrow- minded expertsis one of
the powerful forces pushing toward general bureaucratization.

The architect must adjust his blueprints to the wishes of those
for whom he builds homes; or—in the case of apartment houses—of
the proprietors who want to own a building that suits the tastes of
the prospective tenants and can therefore be easily rented. Thereis
no need to find out whether the architect isright in believing that he
knows better whet afine house should look like than the foolish laymen
who lack good taste. He may foam with rage when heis forced to debase
hiswonderful projectsin order to please his cusomers. And he yearns
for anided date of afarsin which he could build homes that meet his
own atigtic gandards. He longs for agovernment housing office and
sees himsdlf in hisdaydreams a the top of this bureau. Then he will
congtruct dwellings according to his own fashion.

Thisarchitect would be highly offended if somebody wereto call
him awould-be dictator. My only am, he could retort, isto make people
happy by providing them with finer houses, these people are too ignorant
to know what would best promoate their own well-being; the expert,
under the auspices of the government, must take care of them; there
should be alaw againg ugly buildings But, let us ask, who istodecide
which kind of architecturd style hasto be consdered good and which
bad? Our architect will answer: Of course, |, the expert. He boldly
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disregardsthefact thet thereis, even among the architects, very
condderable dissent with regard to Sylesand artidtic vaues.

We do not want to sress the point thet this architect, even under a
bureaucratic dictatorship and precisdy under such atotditarianism, will
not be free to build according to his own idess. He will have to comply
with thetagtes of hisbureaucratic superiors, and they themsdveswill be
ubject to the whims of the supreme dictator. In Nazi Germany the
architects are not free ether. They have to accommodate themsdvesto
the plans of the frustrated artist Hitler.

Sill moreimportant isthis. Thereare, inthefidd of estheticsasin dl
other fidds of human endeavor, no abosolute criteria of what is beautiful
and what isnat. If aman forces hisfelow dtizensto submit to hisown
dandards of vaue, he does not make them any happier. They themsdves
aone can decide what makes them happy and what they like. Y ou do not
increase the hgppiness of aman eager to atend a performance of Abie’s
Irish Rose by forcing him to attend a perfect performance of Hamlet
ingtead. Y ou may deride his poor taste. But he doneis supremein
matters of his own satisfaction.

The dictatoria nutrition expert wants to feed hisfelow citizens
according to his own ideas about perfect dimentation. He wantsto
dedl with men asthe cattle breeder dealswith his cows. He falsto
redize that nutrition is not an end in itsalf but the means for the
attainment of other ends. The farmer does not feed his cow in order to
make it happy but in order to attain some end which the well-fed cow
should serve. There are various schemes for feeding cows. Which one
of them he chooses depends on whether he wants to get as much milk
as possible or as much mest as possible or something else. Every
dictator plansto rear, raise, feed, and train his felow men asthe
breeder does his cattle. Hisam is not to make the people happy but to
bring them into a condition which renders him, the dictator, happy.
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He wants to domesticate them, to give them cattle Satus. The cattle
breeder dso is abenevolent despot.

The question is: Who should be the master? Should man be free
to choose his own road toward what he thinks will make him happy?
Or should adictator use hisfellow men as pawnsin his endeavorsto
make himsdlf, the dictator, happier?

We may admit that some experts areright in telling us that most
people behave foolishly in their pursuit of happiness. But you cannot
make a man happier by putting him under guardianship. The experts
of the various government agencies are certainly fine men. But they
are not right in becoming indignant whenever the legidature frustrates
their carefully elaborated designs. What is the use of representative
government, they ask; it merely thwarts our good intentions. But the
only question is. Who should run the country? The voters or the
bureaucrats?

Every haf-wit can use awhip and force other people to obey. But
it requires brains and diligence to serve the public. Only afew people
succeed in producing shoes better and cheaper than their
competitors. The inefficient expert will always aim at
bureaLcratic supremacy. He is fully aware of the fact that he
cannot succeed within a competitive system. For him all-round
bureaucratization is a refuge. Equipped with the power of an
office he will enforce his rulings with the aid of the police.

At the bottom of all this fanatical advocacy of planning and
socialism there is often nothing else than the intimate
consciousness of one’s own inferiority and inefficiency. The man
who is aware of hisinability to stand competition scorns “this
mad competitive system.” He who is unfit to serve his fellow
citizens wants to rule them.



VI

THE PSYCHOLOGICAL CONSE-
QUENCESOF BUREAUCRATIZATION

1. THE GERMAN YOUTH MOVEMENT

High Brows turn up their noses at Horatio Alger’s philosophy.

Y et Alger succeeded better than anybody dse in stressing the most
characteristic point of capitalist society. Capitalism is a system under
which everybody has the chance of acquiring wedth; it gives
everybody unlimited opportunity. Not everybody, of course, is
favored by good luck. Very few become millionaires. But everybody
knows that strenuous effort and nothing less than strenuous effort
pays. All roads are open to the smart youngster. He is optimigtic in the
awareness of his own strength. He has sdlf-confidence and is full of
hope. And as he grows older and redlizes that many of his plans have
been frustrated, he has no cause for despair. His children will start the
race again and he does not see any reason why they should not
succeed where he himsdf falled. Lifeis worth living because it isfull
of promise.

All thiswas literdly true of America In old Europe there il
survived many checks inherited from the ancien regime Even in the
prime of liberalism, aristocracy and officiadom were struggling for
the maintenance of ther privileges. But in Americathere were no
such remnants of the Dark Ages. It wasin this sense a young country,
and it was a free country. Here were neither industria codes nor
guilds. Thomas Alva Edison and Henry Ford did not have to
overcome any obstacles erected by shortsghted governmentsand a
narrow-minded public opinion.
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Under such conditions the rising generation are driven by the
spirit of the pioneer. They are born into a progressing society, and they
redizethat it istheir task to contribute something to the improvement of
humen effairs. They will change the world, shgpe it according to ther
own idess. They have no time to wagte; tomorrow istheirs and they must
prepare for the grest thingsthet are waiting for them. They do not talk
about their being young and about the rights of youth; they act asyoung
people mugt act. They do not boast about ther own “dynamisn’; they are
dynamic and there is no need for them to emphasize this qudity. They do
not challenge the older generation with arrogant talk. They want to beet it
by their deeds

But it isquite adifferent thing under therigng tide of
bureauicratization. Government jols offer no opportunity for the display
of persond taents and gifts. Regimentation spdllsthe doom of initicive.
The young man has no illusons about hisfuture. He knowswhat isin
gorefor him. Hewill get ajob with one of the innumerable bureaus, he
will be but a cog in a huge machine the working of whichismore or less
mechanicd. The routine of abureaucratic technique will cripple hismind
and tie hishands. He will enjoy security. But this security will be rather
of the kind that the convict enjoys within the prison walls. He will never
be free to make decisions and to shape his own fate. He will forever bea
mean taken care of by other people. He will never beared man relying
on hisown grength. He shudders at the sight of the huge office buildings
in which hewill bury himsdf,

In the decade preceding the Firg World War Germany, the country
most advanced on the path toward bureaucratic regimentation, witnessed
the gppearance of a phenomenon hitherto unheard of: the youth
movement. Turbulent gangs of untidy boys and girls roamed the country,
making much noise and shirking their school lessons. In bombadtic
words they announced the gospel of agolden age. All preceding
generaions, they emphasized, were Smply idiatic; their incgpacity has
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converted the earth into a hell. But the rising generation is no longer
willing to endure gerontocracy, the supremacy of impotent and imbecile
senility. Henceforth the brilliant youths will rule. They will destroy
everything that is old and usdess, they will rgect dl that was dear to
ther parents, they will subgtitute new red and substantiad values and
ideologiesfor the antiquated and false ones of capitdist and bourgeois
civilization, and they will build anew society of giants and supermen.

Theinflated verbiage of these adolescents was only a poor disguise
for their lack of any ideas and of any definite program. They had
nothing to say but this We are young and therefore chosen; we are
ingenious because we are young; we are the carriers of the future; we
arethe deadly foes of the rotten bourgeois and Philistines. And if
somebody was not afraid to ask them what their plans were, they knew
only one answer: Our leeders will solve dl problems.

It has dways been the task of the new generation to provoke
changes. But the characterigtic fegture of the youth movement was that
they had neither new ideas nor plans. They called their action the youth
movement precisdy because they lacked any program which they
could use to give anameto thelr endeavors. In fact they espoused
entirely the program of their parents. They did not oppose the trend
toward government omnipotence and bureauicretization. Ther
revolutionary radicalism was nothing but the impudence of the years
between boyhood and manhood; it was a phenomenon of a protracted
puberty. It was void of any ideologica content.

The chiefs of the youth movement were mentally unbalanced
neurctics. Many of them were affected by amorbid sexudity; they
were either profligate or homaosexud. None of them excdlled in any
fidd of activity or contributed anything to human progress. Their
names are long since forgotten; the only trace they left were some
books and poems preaching sexud perversity. But the bulk of their
followers were quite different. They had oneam only: to get ajob as
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soon as possible with the government. Those who were not killed in the
warsand revolutions are today pedantic and timid bureaucratsin the
innumerable offices of the German Zwangswirtschaft. They are
obedient and faithful daves of Hitler. But they will be no less
obedient and faithful handy men of Hitler's successor, whether heisa
German nationdlist or a puppet of Stdin.

From Germany the youth movement spread to other countries.
Itdian Fascism masked itsdf as a youth movement. Its party song,
“Glovinezza,” is ahymn of youth. Its buffoon Duce boasted il in his
late fifties of his youthful vigor and was anxious to concea his age
like a coquettish lady. But the only concern of the rank-and-file
Fascist was to get a government job. In the time of the Ethiopian war
the present writer asked some graduate students of one of the grest
[talian universities for an explanation of their hodtility to France and
Great Britain. The answer was amazing: “Italy,” they said, “does not
offer enough opportunity for itsintelligentsa. We want to conquer
British and French coloniesin order to get in the adminigtration of
these territories the jobs which are now in the hands of British and
French bureaucrats.”

The youth movement was an expresson of the uneasiness that
young people fdt in face of the gloomy prospects that the genera
trend toward regimentation offered them. But it was a counterfeit
rebellion doomed to failure because it did not dare to fight serioudy
againg the growing menace of government al-round control and
totalitarianism. The tumultuous would- be rioters were impotent
because they were under the spell of the totditarian superdtitions.
They indulged in seditious babble and chanted inflammeatory songs,
but they wanted firgt of al government jobs.

Today the youth movement is dead in the countries most
advanced on the way toward totditarianism. In Russia, in Germany,
and in Italy the children and the adolescents are firmly integrated into
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the dl-embracing apparatus of state control. Children from the
tenderest age are members of the palitica organizations. From the
cradleto the grave dl citizens are subject to the machine of the one-
party system, bound to obey without asking questions. No “private”’
associations or gatherings are permitted. The official gpparatus does
not tolerate any competition. The officid ideology does not tolerate
any dissenters. Such isthe redlity of the bureaucratic utopia.

2. THE FATE OF THE RISING GENERATION WITHIN A
BUREAUCRATIC ENVIRONMENT

The youth movement was an impotent and abortive revolt of
youth againgt the menace of bureaucratization. It was doomed
becauseit did not attack the seed of the evil, the trend toward
socidization. It was in fact nothing but a confused expression of
unessiness, without any clear ideas and definite plans. The revolting
adolescents were so completely under the spell of socidist ideas thet
they smply did not know what they wanted.

It is evident that youth isthe first victim of the trend toward
bureaucratization. The young men are deprived of any opportunity to
shape their own fate. For them there is no chance left. They arein fact
“logt generations” for they lack the most precious right of every risng
generation, the right to contribute something new to the old inventory
of civilization. The dogan, Mankind has reached the stage of
maturity, is their undoing. What are young people to whom nothing is
left to change and to improve? Whose only prospect isto start at the
lowest rung of the bureaucratic ladder and to climb dowly in drict
observance of the rules formulated by older superiors? Seen from
their viewpoint bureaucratization means subjection of the young to
the domination of the old. This amounts to areturn to a sort of caste
sysem.
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Among al nations and civilizations—in the ages preceding the
rise of modern liberdism and its offspring, capitalism—society was
based on status. The nation was divided into castes. There were
privileged castes such as kings and noblemen, and underprivileged
castes such as sarfs and daves. A man was born into a definite
caste, remained in it throughout his whole life and bequesthed his
caste status to his children. He who was born into one of the lower
castes was forever deprived of the right to attain one of the stations
of life reserved to the privileged. Liberalism and capitalism
abolished dl such discrimination and made all people equal under
the law. Now virtually everybody was free to compete for every
place in the community.

Marxism provides a different interpretation of liberalisnmis
achievements. The main dogma of Karl Marx is the doctrine of the
irreconcilable conflict of economic classes. Capitalist society is
divided into classes the interests of which are antagonistic. Thus
the class struggle is inevitable. 1t will disappear only in the future
clasdess society of socialism.

The most remarkable fact about this doctrine is that it has
never been explicitly expounded. In the Communist Manifesto the
instances used for the exemplification of class struggles are taken
from the conflict between castes. Then Marx adds that the modern
bourgeois society has established new classes. But he never said
what a classis and what he had in mind in speaking of classes and
class antagonisms and in coordinating classes to castes. All his
writings center around these never-defined terms. Although
indefatigable in publishing books and articles full of sophisticated
definitions and scholastic hairsplitting, Marx never attempted to
explain in unambiguous language what the characteristic mark of
an economic class is. When he died, thirty-five years after the
publication of the Communist Manifesto, he left the manuscript of
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the third volume of his main treatise, Capital, unfinished. And,
very significantly, the manuscript breaks off just at the point at
which the explanation of this fundamental notion of his entire
philosophy was to be given. Neither Marx nor any ore of the host
of Marxian writers could tell us what a socia classis, much less
whether such socia classesreally play in the socia structure the
role assgned to them in the doctrine. Of course, from the logical
viewpoint it is permissible to classfy things according to any trait
chosen. The question is only whether a classfication on the ground of
the traits selected is useful for further investigation and for the
clarification and amplification of our knowledge. The question is
therefore not whether the Marxian classesredly exist, but whether
they redly have the importance attached to them by Marx. Marx
failed to provide a precise definition of the concept social class that
he had used in dl hiswritings in aloose and uncertain way, because a
clear definition would have unmasked its futility and its valuelessness
for degling with economic and socia problems and the absurdity of
coordinating it to socid castes.

The characteridtic feature of acasteisitsrigidity. The socid
classes, as Marx exemplified them in calling the capitdids, the
entrepreneurs, and the wage earners distinct classes, are characterized
by their flexibility. Thereis a perpetud change in the composition of
the various classes. Where today are the scions of those who in the
days of Marx were entrepreneurs? And where were the ancestors of
the contemporary entrepreneursin the days of Marx? Accessto the
various stations of modern capitalist society is open to everyone. We
may cal the United States senators a class without violating logica
principles. But it would be a mistake to coordinate them to a
hereditary aristocratic caste, notwithstanding the fact that some
senators may be descendants of senators of earlier days.
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The point has dready been stressed that the anonymous forces
operating on the market are continuousdy determining anew who
should be entrepreneur and who should be capitdist. The consumers
vote, asit were, for those who are to occupy the exated postionsin
the setting of the nation's economic structure.

Now under socidism there are neither entrepreneurs nor
capitdids. In this sense, namdly, that what Marx caled adass will no
longer exigt, hewasright to cal socidiam a dasdess society. But thisis
of no avall. Therewill be other differencesin socid functions which we
can cdl dasseswith surely no lessjudtification than thet of Marx. There
will be those who issue orders and those who are bound to obey these
orders unconditiondly; there will be those who make plans and those
whosejob it isto execute these plans.

The only thing that countsis the fact thet under capitaism everybody
isthe architect of hisown fortune. A boy eager to improve hisown lot
must rely on his own strength and effort. The vote of the consumers
passes judgment without respect to persons. The achievements of the
candidate, not his person, are vaued. Work well done and sarvices well
rendered are the only meansto succeed.

Under socidism, on the contrary, the beginner must please those
dready sdttled. They do not liketoo efficient-newcomers. (Nether do
old, established entrepreneurs like such men; but, under the supremacy of
the consumers, they cannot prevent their competition.) Inthe
bureaucratic machine of socidism the way toward promotion is not
achievement but the favor of the superiors. The youth depends entirely
on the kind digpogition of the old men. Therisng generdion isa the
mercy of the aged.

Itisusdessto deny thisfact. There are no Marxian dasseswithina
socidig society. But thereis an irreconcilable conflict between those
who arein favor with Stalin and Hitler and those who are not. And it is
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smply human for adictator to prefer those who share his opinionsand
praise hiswork to those who do nat.

It wasin vain that the Itdian Fastists made ahymn to youth their
party song and that the Audtrian socidigs taught the children to Sing:
“We are young and thisisfine” It is not fine to be a young man under
bureaucratic management. The only right that young people enjoy under
thissysem isto be docile, submissve, and obedient. Thereisno room
for unruly innovators who have their own idess.

Thisismorethan acrigs of the youth. Itisacrigsof progressand
civilization. Mankind is doomed when the youths are deprived of the
opportunity to remodd society according to their own fashion.

3. AUTHORITARIAN GUARDIANSHIP AND PROGRESS

Paternd government by an order of |ofty and wise men, by any dite
of noble bureaucrats, can dlam avery eminent champion, Plao.

Pladsidea and perfect dateisto beruled by unsdfish
philosophers. They are unbribable judges and impartid adminigtrators,
drictly abiding by the eternd immutable laws of justice. For thisisthe
characteristic mark of Platd's philosophy: it does not pay any attention to
the evolution of socid and economic conditions and to changesin human
ideas concerning ends and means. There exiss the perennid pettern of
the good date, and every deviation of actud conditions from this moded
cannot be anything esethan corruption and degradation. The problem is
amply to establish the perfect society and then to keegp it from any
dteration, as change must be tantamount to deterioration. Socid and
economic inditutions are rigid. The notion of progressin knowledge, in
technologica procedures, in busness methods, and in socid organization
isforegnto Pladsmind. And dl later utopians who shaped the
blueprints of their earthly paradises according to Platds examplein the
sameway bdieved in theimmutability of human affars.
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Patdsided of dite rule has been converted into fact by the Catholic
Church. The Roman Church, under the Tridentine organization asit
emerged from the Counter Reformation, is a perfect bureaucracy. It has
successfully solved the most ddlicate problem of every nondemocratic
government, the selection of the top executives. To every boy accessto
the highest dignities of the Church isvirtudly open. Thelocd priestis
anxious to smooth the way to education for the mogt intdligent youths of
his parish; they are trained in the Bishop's seminary; once ordained, their
further carear degpendsentirdy upon thar character, thar zed, and their
intdlect. There are among the prdates many saons of noble and wedthy
families But they do nat owetheair officeto their ancestry. They haveto
compete, on dmog equd terms, with the sons of poor peasants workers,
and safs The princes of the Cathalic Church, the abbots and the teechers of
thetheologica universties areabody of eminent men. Even inthe most
advancad countriesthey areworthy rivds of the mogt brilliant scholars
philosophers sdentigs, and Satesmen.

It isto thismarvdousingance that the authors of dl modern soadist
utopias refer as an example. The caseis manifest with two forerunners of
presant-day soddiam: Count Henri de Saint-Simon and Augugte Comte.
But it was essrtidly the same with mogt other sodidist authors, dthough for
obvious reesonsthey did nat point to the Church asamodd. No precedent
of aperfect hierarchy could be found other then that presented by
Cathdlidam.

However, the reference to the Roman Church isfdladious. Theredm of
Chrigianity which the Pope and the ather Bishops adminider isnot subject
to any change Itisbuilt upon aperennid and immutable doctrine The creed
isfixed forever. Thereisno progress and no evaution. Thereisonly
obedienceto the law and the dogma. The methods of sdlection adopted by
the Church arevary dfident in the government of abody dingingtoan
undisputed, unchangeeble st of rulesand regulaions They arepafectin
the chaice of the guardians of an eterndl treesure of doctrine.
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But the case of human sodety and avil government isdifferet. It isthe
Mot precious privilege of man to srive ceasdesdy for improvement and to
fight by improved methods againg the obstad esthat neture opposesto his
lifeand wefare Thisinnateimpulse has trandformed the descendants of
crude cave dwdlersinto the somewheat dvilized men of our age But
meankind hes nat yet reached agate of perfection beyond which no further
progressispossble Theforcesthat brought about our present dvilizetion
arenot deed. If not tied by arigid sysem of socid organization, they will
go on and bring further improvement. The sdective principle according
to which the Catholic Church choosesits future chiefsis unswerving
devation to the creed and its dogmeas. It does not look for innovators and
reformers, for pioneers of new ideas radicdly opposed to the old ones.
Thisiswhat the gopointment of the future top executives by the dld and
well-tried present rulers can safeguard. No bureaucratic system can
achieve anything d<e. But it is precisdy this adamant consarvatiam that
meakes bureaucratic methods utterly inadequate for theconduct of socid
and economic affairs.

Bureaucratization is necessaxily rigid because it involvesthe
obsarvation of established rules and practices. But in socid liferigidity
amountsto petrification and death. It isavery sgnificant fact thet
dability and security are the most cherished dogans of present-day
‘reformers.” If primitive men had adopted the principle of gability, they
would never have gained security; they would long Snce have been
wiped out by beasts of prey and microbes.

German Marxians coined the dictum: If socidismisagaingt human
neture, then human nature must be changed. They did not redize thet if
maris nature is changed, he ceasesto beamean. Inan dl-round
bureaucratic system neither the bureaucrats nor their subjects would any
longer be red human beings.
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4. THE SELECTION OF THE DICTATOR

All champions of sdvation through the rule of noble despots blithely
assume that there cannot be any doulbt about the question of who this
lofty ruler or dass of rulers should be and that dl men will voluntarily
yield to the supremacy of this superhumean dictator or aristocracy. They
do not redize that many men and groups of men could daim primecy for
themsdlves. If the decision between various candidetesis not left to
mgority vote, no principle of sdection remansother than civil war. The
aternative to the democratic principle of sdlection through popular
election is the saizure of power by ruthless adventurers.

In the second century after Christ the Roman Empire was ruled
according to a sublime elaboration of the Fiihrer principle. The
Emperor was the most able and eminent man. He did not bequesath his
dignity to amember of hisfamily, but he chose as successor the man
whom he considered best fitted for the office. This system gave the
Empire a succession of four great monarchs: Trgan, Hadrian,
Antoninus Pius, and Marcus Aurdius. But then followed the era of
the Pragtorians, continuous civil war, anarchy, and rapid decay. The
rule of the worst was subgtituted for the rule of the best. Ambitious
generds, supported by mercenaries, seized power and ruled until
another adventurer defeated them. Treachery, rebellion, and murder
became the selective principle. Historians blame Marcus Aurdlius, the
last of the good emperors. He was guilty, they say, because he
abandoned the practice of his predecessors and, instead of choosing
the most suitable man, ingtalled his incompetent son Commodus.
However, a system that can be wrecked by the fault of only one man
isabad system, even if the fault were less pardonable and
undergtandable than that of afather overrating the character and
capacity of his offspring. The truth isthat such a Fihrer system must
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necessarily result in permanent civil war as soon asthere are severd
candidates for the supreme office.

All present-day dictators came into office through violence. They
later had to defend their supremacy against the aspirations of rivas.
Political language has coined a specid term to refer to such actions:
they are called purges. The successors of these dictators will riseto
power through the same methods and will gpply the same crudty and
ruthlessness in maintaining it. The ultimate basis of an dl-round
bureaucratic system is violence. The security thet it dlegedly givesis
the turmoail of endless civil war.

5. THEVANISHING OF THE CRITICAL SENSE

The socidigts assert that capitalism is degrading, that it is
incompatible with mari's dignity, that it weakens man'sintdllectud
abilities and spoils his mord integrity. Under capitalism, they say,
everybody must regard his fellow men as competitors. Man'sinnate
ingtincts of benevolence and companionship are thus converted into
hatred and a ruthless striving for persona success at the expense of dl
other people. But socidism will restore the virtues of human nature.
Amicableness, fraternity, and comradeship will be the characterigtic
features of future man. What is needed first isto eliminate thisworst
of dl evils, competition.

However, competition can never be diminated. As there will
aways be positions which men vaue more highly than other
positions, people will strive for them and try to outdtrip their rivals. It
isimmateriad whether we call this emulation rivary or competition.
At any rate, in some way or other it must be decided whether or not a
man ought to get the job heis gpplying for. The question is only what
kind of competition should exist.
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The cepitdist variety of competition is to outdo other people on
the market through offering better and chegper goods. The
bureaucratic variety condggts in intrigues at the “courts’ of thosein
power.

Therewasagood ded of flattery, adulation, servility, and
cringing a the courts of al despotic rulers. But there had aways been
some men at least who were not afraid to tell atyrant thetruth. It is
different in our day. Politicians and writers outdo one another in the
adulation of the sovereign, the “common man.” They do not venture
to impair their popularity by the expression of unpopular idess. The
courtiers of Louis X1V never went as far as some people go today in
praising the Flhrers and their supporters, the masses. It seems that our
contemporaries have logt al common sense and sdlf-criticiam.

At aCommunigt Party Congress awriter named Avdyenko
addressed Stdin in these terms. “Centuries shal dgpse and the
communist generations of the futurewill deem usthe happiest of dl
mortas that have inhabited this planet throughout the ages, because we
have seen Stdin the leader genius, Sdin the Sage, the smiling, the
kindly, the supremely smple. When | met Stdin, even at adistance, |
throbbed with his forcefulness, his magnetism, and his greginess. |
wanted to sing, to shriek, to how! from happiness and exdltation.”** A
bureaucrat addressing his superior on whom his promotion dependsis
less poetic but no less crawling.

When a the Diamond Jubilee of Emperor Francis Joseph a
datistician attributed to the Emperor's credit thet after sixty years of his
reign the country had many thousands of miles of railroads, while & its
beg nning there were much fewer, the public (and probably the
Emperor himself) smply laughed at this piece of toadyism. But nobody

LA s quoted by W. H. Chamberlin, Collectivism, a False Utopia(New Y ork, 1937), p.
43.
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laughed when the Soviet Government in the World's Fairs of Parisand
New Y ork flamboyantly boasted of the fact that while the Russa of the
Czarsused no tractors at dl, aquarter of acentury later it had aready
imitated this new American invention.

Nobody ever bdieved tha the paternd absolutiam of Marie Thérese
and her grandson Franciswas justified by the fact that Mozart, Haydn,
Beethoven, and Schubert composed immorta music. But the
symphony of a contemporary Russian composer who probably will be
forgotten after afew yearsis clamed as a proof of the eminence of
Soviet totditarianism.

The question is whether the system of bureaucratic control or
the system of economic freedom is more efficient. This question
can be answered only by economic reasoning. The mere assertion
of the fact that the cigarettes manufactured by the French
Government’s tobacco monopoly were not so bad as to induce the
French to give up smoking is not an argument in favor of government
operation of industry. Neither isthe fact thet the cigarettes
manufactured by the Greek Government’s monopoly were the delight
of smokers. It is not a merit of the Greek bureaucrats that the climatic
and physical conditions of their country make the tobacco grown by
the peasants delicate and fragrant.

Every German took it for granted that the very essence and nature
of things make it imperative that universities, railroads, telegraphs,
and telephones be operated by the government. For a Russian the idea
that aman could live without a passport, duly issued and
authenticated by the police, aways seemed paradoxical. Under the
conditions that developed in the last thirty years the citizens of
continental Europe became mere gppurtenances of their identification
papers. In many countries it was risky to go out for awalk without
these documents. In most European countries a man has not been free
to stay overnight in any place without immediately reporting to the
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local police department his deeping place and every change of
address?

It is possible that some good may be derived from such
regimentation. Of course, it isnot of much usein fighting crime and
prosecuting criminas. A murderer in hiding will not shrink from
violating the law requiring a report of any change of address? In
defending their system the bureaucrats become melodramatic. They
ask the public how poor abandoned children could find their
unscrupulous parents again. They do not mention that a smart
detective might be able to find them. Moreover, the fact that there are
some scoundrels cannot be considered a sufficient reason for
restricting the freedom of the immense mgority of decent people.

A profit-seeking enterprise is supported by the voluntary
patronage of the public. It cannot subsist if customers do not pour in.
But the bureaus forcibly acquire their “patrons.” That an officeis
approached by many people is not proof of its satisfying an urgent
need of the people. It only shows that it interferes with matters that
are important to the life of everyone.

The fading of the critical sense is a serious menace to the
preservation of our civilization. It makes it easy for quacks to fool
the people. It isremarkable that the educated strata are more gullible
than the less educated. The most enthusiastic supporters of

%2 Thusthefiles of the police departments of many European cities provide full
information for the last hundred or even hundred and fifty years concerning every
resident’ sor visitor’ ssojourn and al hischanges of address. A pricelessand well-
exploited source of knowledgeindeed for biographers.

23]t seems curiousto Americans that in many European trialsthe jury was asked to
answer two questionslikethis: Firgt, isthe defendant guilty of having murdered the
victim? Secondly, isthe defendant guilty of not having duly reported his change of
address?
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Marxism, Nazism, and Fascism were the intellectuals, not the boors.
The intellectuas were never keen enough to see the manifest
contradictions of their creeds. It did not in the least impair the
popularity of Fascism that Mussolini in the same speech praised the
Italians as the representatives of the oldest Western civilization and
as the youngest among the civilized nations. No German nationalist
minded it when dark-haired Hitler, corpulent Goering, and lame
Goebbels were praised as the shining representatives of the tal,
dim, far-haired, heroic Aryan master race. Isit not amazing that
many millions of non-Russians are firmly convinced that the Soviet
regime is democratic, even more democratic than America?

This absence of criticism makes it possible to tell people that
they will be free men in a system of al-round regimentation. People
imagine aregime in which al means are owned by the state and the
government is the sole employer as aredm of freedom. They never
take into account the possibility that the amighty government of
their utopia could aim at ends of which they themselves entirely
disapprove. They always tacitly assume that the dictator will do
exactly what they themsalves want him to do.
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ISTHERE ANY REMEDY
AVAILABLE?

1. PAST FAILURES

We must acknowledge the fact that hitherto all endeavorsto
stop the further advance of bureaucratization and socialization
have been in vain. In the twenty-seven years that have passed
since President Wilson led Americainto the war to make the
world safe for democracy, democracy has lost more and more
ground. Despotism triumphs in most of the European countries.
Even America has adopted policies which, some decades ago, it
disparaged as “Prussian.” Mankind is manifestly moving toward
totalitarianism. The rising generation yearns for full government
control of every sphere of life.

Learned lawyers have published excellent treatises depicting
the progressive substitution of administrative arbitrariness for the
rule of law.?* They have told the story of how the undermining of
self-government makes all the rights of the individual citizen
disappear and results in a hyperdespotism of the oriental style.
But the socialists do not care a whit for freedom and private
initiative.

Neither have satirical books been more successful than the
ponderous tomes of the lawyers. Some of the most eminent

241t may suffice to quote two of the most brilliant books of this class: The New
Despotism by Lord Hewart of Bury, Lord Chief Justice of England (New
York, 1929), and Our Wonderland of Bureaucracy by James M. Beck, former
Solicitor General of the United States (New Y ork, 1932). It is noteworthy that
the latter book was published before the inauguration of the New Deal.
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writers of the nineteenth century—Bal zac, Dickens, Gogol, de
Maupassant, Courteline—have struck devastating blows against
bureaucratism. Aldous Huxley was even courageous enough to
make sociaismis dreamed paradise the target of his sardonic irony.
The public was ddighted. But his readers rushed nonetheless to gpply
for jobs with the government.

Some people like to make fun of especidly extravagant festures
of bureaucracy. It isindeed curious that the government of the world’s
most powerful and richest nation runs an office—the Bureau of Home
Economics of the United States Department of Agriculture—one of
the tasks of which isto design trousers “for the very smdl child who
ISjust learning to dress himsalf.” But for many of our contemporaries
there is nothing ridiculous in this. They aim a a mode of government
under which the production of hose, underwear, and dl other useful
things should be atask of the authorities.

All learned criticisms and witty satires are of no avail because
they do not hit the core of the problem. Bureaucratization isonly a
particular feature of socidization. The main matter is. Capitalism or
Socidism? Which?

The supporters of socialism contend that capitalism is an unfair
system of exploitation, that it is extremely detrimentd to the welfare
of the masses and that it results in misery, degradation, and
progressive pauperization of the immense mgority. On the other
hand, they depict their socidist utopiaas a promised land of milk and
honey in which everybody will be happy and rich. Are they right or
are they wrong? Thisisthe question.

2. ECONOMICSVERSUS PLANNING AND
TOTALITARIANISM
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Thisis entirely an economic problem. It cannot be decided
without entering into a full scrutiny of economics. The spurious
catchwords and falacious doctrines of the advocates of government
control, socialism, communism, planning, and totalitarianism cannot
be unmasked except by economic reasoning. Whether one likes it or
naot, it isafact that the main issues of present-day politicsare purdy
economic and cannot be understood without a grasp of economic
theory. Only aman conversant with the main problems of economicsis
in apogition to form an independent opinion on the problems involved.
All the others are merdly repeeting whet they have picked up by the
way. They are an easy prey to demagogic swindlers and idiotic quacks.
Their gullibility isthe most serious menace to the preservation of
democracy and to Western civilization.

Thefirg duty of acitizen of ademocratic community isto educate
himsdf and to acquire the knowledge needed for dealing with civic
afars. The franchiseis not aprivilege but aduty and amord
respongbility. The voter isvirtualy an officeholder; his officeisthe
supreme one and implies the highest obligation. A citizen fully
absorbed by his scientific work in other fidds or by hiscdling asan
artis may plead extenuating circumstances when failing in this task of
sdf-indruction. Perhgps such men are right in pretending thet they have
more important tasks to fulfill. But dl the other intelligent men are not
only frivolous but mischievous in neglecting to educate and ingtruct
themsdlves for the best performance of their duties as sovereign voters.

The main propagandatrick of the supporters of the dlegedly
“progressve” policy of government contral isto blame capitaism for
dl that is unsatisfactory in present-day conditions and to extol the
blessngs which socidism hasin store for mankind. They have never
attempted to prove thair fdlacious dogmas or il lessto refute the
objections raised by the economigts. All they did wasto cdl their
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adversaries names and to cast suspicion upon their motives. And,
unfortunately, the average citizen cannot see through these Sratagems.

Congder, for ingtance, the problem of mass unemployment
prolonged year after year. The“progressive” interpretsit as an evil
inherent in cgpitdism. The naive public is reedy to swalow this
explanation. People do not redlize that in an unhampered labor marke,
manipulated neither by labor-union pressure nor by government-fixed
minimum wage rates, unemployment affects only small groupsfor a
short time. Under free cgpitalism unemployment is a comparatively
unimportant temporary phenomenon; there prevails a permanent
tendency for unemployment to disappear. Economic changes may
bring about new unemployment. But at the wage rates established in a
free labor market everyone eager to earn wages findly getsajob.
Unemployment as a mass phenomenon is the outcome of alegedly
“pro-labor” palicies of the governments and of |abor union pressureand
compulsion.

Thisexplanation is by no means peculiar to those economists
whom the “progressives’ cdl “reactionaries.” Karl Marx himsdf was
fully convinced that labor unions cannot succeed in raisng wage rates
for al workers. The Marxian doctrinares for many yearsfirmly
opposed al endeavorsto fix minimum wage rates. They deemed such
measures contrary to the interests of the great mgjority of wage earners.

Itisanilluson to believe that government spending can create jobs
for the unemployed, that is, for those who cannot get jobs on account of
the labor unions’ or the government’s palicies. If the government’s
gpending is financed by noninflationary methods, thet is, either by
taxing the citizens or by borrowing from the public, it abolishes onthe
one hand as many jobs asit crestes on the other. If it isfinanced by
inflation, thet is, ether by an increase of money and bank notesin
circulation or by borrowing from the commercia banks, it reduces
unemployment only if money wages lag behind the rise of commodity
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prices, that is, if and so far as real wage rates drop. Thereisbut one
way toward an increase of red wage ratesfor dl those eeger to earn
wages. the progressve accumulation of new capital and the
improvement of technical methodsof production which the new capita
brings about. The true interests of |abor coincide with those of business.

The gpproach to agrasp of economic problems doesnot consst in
an indiscriminate assmilaion of more or |ess disconnected facts and
figures. It conggtsrather in a careful andysis and examination of
conditions by reasonable reflection. What is needed above dl is
common sense and logica darity. Go right to the bottom of thingsis
the main rule. Do not acquiesce in superficid explanationsand
solutions. Use your power of thinking and your critical abilities.

It would be a serious blunder to believe that this recommendation
of economic Sudiesams at a subgtitution of another brand of
propaganda for the propaganda of the various governmentsand parties.
Propagandais one of the worst evils of bureaucracy and socidism.
Propagandais dways the propaganda of lies, falacies, and
superdtitions. Truth does not need any propaganda; it holdsits own.
The characterigtic mark of truth isthat it is the correct representation of
redity, i.e, of agate of affarsthet isand works whether or not
anybody recognizes it. The recognition and pronouncement of truth is
as such acondemnation of everything that is untrue. It carries on by the
merefact of being true.

Therefore | et the fase prophets go on. Do not try to imitate their
policies. Do not try asthey do to slence and to outlaw dissenters. The
liarsmust be afraid of truth and are therefore driven to suppressits
pronouncement. But the advocates of truth put their hopes upon their
own rightness. Veracity does not fear the liars. It can stand ther
competition. The propagandists may continue to spreed their fables and
to indoctrinate youth. They will fal lamentably.
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Lenin and Hitler knew very well why they abolished freedom of
thought, speech, and the press, and why they closed the frontiers of
their countries to any import of ideas from abroad. Ther syslems could
not survive without concentration camps, censors, and hangmen. Their
main ingrumernts are the G.P.U. and the Gestgpo.

The British champions of sociaization and bureauicretization are no
less fully aware than the Bolsheviks and the Nazis of the fact that under
freedom of speech and thought they will never achieve their ends.
Professor Harold Laski is frank enough to declare that arestriction
of Parliament’s powers is necessary to safeguard the trangition to
socialism.? Sir Stafford Cripps, the favorite candidate of the self-
styled liberas for Prime Minister, has advised a “Planning and
Enabling Act” which, once passed by Parliament, could not be
discussed, till less repedled again. By virtue of this act, which
should be very generd and leave dl “details” to the Cabinet, the
Government would be endowed with irrevocable powers. Its orders
and decrees should never be considered by Parliament; neither
should there be arecourse to the Courts of Justice. All offices should
be manned by “staunch party members,” by “persons of known
Socialist views.”*® The British “Council of Clergy and Ministers for
Common Ownership” declares in a pamphlet to which the Bishop of
Bradford wrote the foreword that the establishment of real and
permanent socialism requires “that al the fundamental opposition
must be liquidated, i.e., rendered paliticaly inactive by

25_aski, Democracy in Crisis (London, 1933) p. 87. For amasterful refutation of
Laski’ s antidemocratic ideas cf. Rappard, The Crisis of Democracy (Chicago,
1938), pp. 213-216.

28Ct. the brilliant article of James Truslow Adams, “Planners See Where Planning
Leads” in Barron'sNational Business and Financial Weekly of January 31, 1944)
p. 3.
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disfranchisement, and, if necessary, by imprisonment.”?’ Professor

Joan Robinson of Cambridge University, second only to Lord
Keynes himsdf in the leadership of the Keynesian schoal, is no less
intolerant in her zedl to redlize socialism. In her opinion*“the notion
of freedom is adippery one.” It is“only when there is no serious
enemy, without or within, that full freedom of speech can be safdy
dlowed.” Mrs. Robinson is not only afraid of independent churches,
universities, learned societies, and publishing houses, but no less of
independent theaters and philharmonic societies. All such
ingtitutions, she contends, should be allowed to exist only “provided
the regime is sufficiently secure to risk criticism.”® And another
distinguished advocate of British collectivism, J. G. Crowther, does
not shrink from praising the blessings of inquisition.>® What a pity the
Stuarts did not live to witness the triumph of their principles!

Thus the most eminent advocates of socidism implicitly admit
that their tenets and plans cannot stand the criticism of economic
science and are doomed under aregime of freedom.

But as happily there are ill some free countries left there is il
some hope for aresurrection of truth.

3. THE PLAIN CITIZEN VERSUS THE PROFESSIONAL
PROPAGANDIST OF BUREAUCRATIZATION

' | bid.

28 Joan Robinson, Private Enterprise or Public Control (Handbooks for Discussion
Groups, published for the Association for Education in Citizenship by the English
Universities PressLtd.), pp. 13-14. It isstrange that in the Preface to this bookl et the
Association declares“weadvocate democracy” and points out that its objectiveisto
train the citizens“in respect for the equal rightsand freedoms of others.”

293, G. Crowther, Social Relationsof Science (Macmillan, 1941), pp. 331, 333.
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The am of the popularization of economic studiesis not to make
every man an economist. Theideaisto equip the citizen for his civic
functions in community life.

The conflict between capitaism and totditarianism, on the
outcome of which the fate of civilization depends, will not be decided
by civil wars and revolutions. It isawar of ideas. Public opinion will
determine victory and defedt.

Wherever and whenever men meet for discussing any affairs of
their municipdity, state, or nation, public opinion isin the process of
evolving and changing, however trifling the immediate topic
concerned may be. Public opinion isinfluenced by anything that is
spoken or done in transactions between buyers and sdllers, between
employers and employees, between creditors and debtors. Public
opinion is shagped in the debates of countless representative bodies,
committees and commissions, associations and clubs, by editoridsand
letters to the editor, by the pleading of lawyers and by the opinions of
judges

In al these discussons the professonds have an advantage over the
laymen. The odds are dwaysin favor of thase who devote dl ther effort
exdusively to one thing only. Although not necessarily experts and often
certainly not more clever than the amateurs, they enjoy the benefit of
being goecidids Ther eridic technique aswel asther training are
superior. They cometo the encounter with rested mind and bodly, not
tired after along day'swork like the amateurs.

Now, dmogt dl these professonds are zed ous advocates of
bureauicratism and socidism. There are, firg of dl, the hodts of
employees of the governments and the various parties propaganda
offices There are furthermore the teechers of various educationd
inditutions which curioudy enough consder the avowa of bureaucratic,
socidid, or Marxian radicalism the mark of scientific perfection. There
arethe editorsand contributors of “progressve” newspapersand
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magazines, |abor-union leeders and organizers, and findly leisured
ambitious men anxious to get into the headlines by the expression of
radicd views. The ordinary businessman, lawyer, or wage earner isno
metch for them.

Thelayman may brilliantly succeed in proving his argument. It is of
no use For his adversary, clothed with the full dignity of hisoffice or his
professorship, shoutsback: “The fdlacy of the gentlemarni's reasoning hes
long since been unmasked by the famous German professors, Mayer,
Muller, and Schmid. Only anidiot can il ding to such antiquated and
done-for ideas.” The layman is discredited in the eyes of the audience,
fully trugting in professond infalibility. He does not know how to
answer. He has never heard the names of these eminent German
professors. Thus he does not know that their books are s mple humbug,
full of nonsense, and that they did not touch the problems which he
rased. Hemay learn it later. But that cannot dter the fact thet he has been
defested on the oot

Or thelayman may deverly demondrate theimpracticability of some
project suggested. Then the professond retorts “This gentleman isso
ignorant as not to know thet the scheme proposed succesded very wdl in
soddis Sveden and in red Vienna” Again our layman is slenced. How
can he know thet dmogt dl Englishtlanguage books on Sweden and
Viennaare propaganda products bedly digorting the facts? He has not hed
the opportunity of getting correct information from the original sources

Thedimax of the professond soratory is, of course, dwaysthe
reference to Russa, the paradise of theworkers and pessants. For dmost
thirty years only fanaticd communists and fellow travelerswere permitted
to enter Russa Therr reports are uncriticd glorifications of the Soviets
some of them utterly dishoneg, the rest childish in their naive credulity. It
isone of the most comforting facts that some of these travders abandoned
in Russathar pro-Soviet leenings and, back home, published unvarnished
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accounts. But the professonds eesily digpose of these books by cdling
their authors “Fesdigs”

What is needed isto make the avic leadersfit for such encounters
with professond preachers of bureaucratization and socidization. It is
hopd essto sop the trend toward bureaucrati zation by the mere expresson
of indignetion and by anogdgic glarification of the good dld times. These
old dayswere not S0 good asthey gppear to some of our contemporaries
What was gregt in them wasther rdiance on the tendency toward
improvement inherent in the system of unhampered market economy.
They did not believe in the government’s godlikeness. Thiswasther glory.

Themod detrimenta outcome of the average ditizerisrepugnancetoa
serious concern with economic problemsis hisreadinessto back a
program of compromise. He looks upon the conflict between capitalism
and soddiam asif it wereaquarrd between two groups—Iabor and
capita—each of which daimsfor itsdf the whole of the matter a issue,
Ashe himsdf isnot prepared to gppraise the merits of the arguments
advanced by each of the parties, he thinksit would be afar solution to
end the dispute by an amicable arangement: each daimant should have
apart of hisdam. Thusthe program of government interference with
business acquired its prestige. There should be neither full capitaism nor
full socidism, but something in between, amiddleway. Thisthird
system, assert its supporters, should be capitaism regulated and
regimented by government interference with busness But this
government intervention should not amount to full government control
of al economic activities, it should be limited to the dimination of some
especidly objectionable excrescences of capitaliam without suppressng
the activities of the entrepreneur dtogether. Thusasocia order will result
which isdlegedly asfar from full capitdism asit isfrom pure socidiam,
and while retaining the advantages inherent in each of these two sysems
will avoid their disadvantages. Almogt dl those who do not
unconditiondly advocate full socidism support this system of
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interventionism today and dl governments which are not outright and
frankly pro-socidist have espoused apolicy of economic

interventionism. There are nowadays very few who oppose any kind of
government interference with prices, wage rates, interest rates, and

profits and are not afraid to contend that they congder capitdism and free
enterprise the only workable sysem, beneficid to the whole of society
andto dl itsmembers.

Y &, the reasoning of the advocates of thismiddle solution isentirdy
fdlacious The conflict between socidism and capitdismis not astruggle
between two partiesfor agreater sharein the socid dividend. To seethe
matter thisway istantamount to afull acceptance of the tenets of the
Marxians and the other socidigts. The adversaries of socidism deny that
any dass or group would fare better under sociaism than under outright
cgpitdism. They contest the thesis thet the workers would be better off in
asoddig commonwedth and are, consequently, wronged by the very
existence of the capitaist system. They do not recommend
capitalismfor the sake of sdlfish interests of the entrepreneurs and
capitalists but for the sake of all members of society. The great
historical conflict concerning the problem of society's economic
organization cannot be dedlt with like aquarrel between two
businessmen concerning an amount of money; it cannot be solved
by splitting the difference.

Economic interventionism is a self-defeating policy. The
individual measures that it applies do not achieve the results sought.
They bring about a state of affairs, which—from the viewpoint of its
advocates themselves—is much more undesirable than the previous
state they intended to ater. Unemployment of a great part of those
ready to earn wages, prolonged year after year, monopoly, economic
criss, general restriction of the productivity of economic effort,
economic nationalism, and war are the inescapable consequences of
government interference with business as recommended by the
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supporters of the third solution. All those evils for which the
socidists blame capitalism are precisaly the product of this
unfortunate, alegedly “progressive” policy. The catastrophic events
which are grist for the mills of the radical socidists are the outcome
of the ideas of those who say: “I am not againgt capitalism, but . . .”
Such people are virtualy nothing but pacemakers of socialization
and thorough bureaucratization. Their ignorance begets disaster.

Division of labor and specidization are essentia features of
civilization. But for them both materia prosperity and intellectual
progress would be impossible. The existence of an integrated group
of stientists, scholars, and research workersis an outcome of the
divison of labor just asis the existence of any other class of
gpecidists. The man who specidizes in economics is a specialist
like al other specidigts. The further advancement of economic
science will in the future aso be an achievement of men devoting all
their endeavors to this task.

But it would be afateful error for the citizens to leave concern
with economic studies to the professionas as their exclusive domain.
Asthe main issues of present-day politics are essentialy economic,
such aresgnation would amount to a complete abdication of the
citizens for the benefit of the professonds. If the voters or the
members of a parliament are faced with the problems raised by abill
concerning the prevention of cattle diseases or the congtruction of an
office building, they may leave the discussion of the details to the
experts. Such veterinarian and engineering problems do not interfere
with the fundamentals of socid and politicd life. They are important
but not primary and vitd. But if not only the masses but even the
greater part of their e ected representatives declare: “These monetary
problems can only be comprehended by specididts; we do not have
the inclination to study them; in this matter we must trust the experts,”
they are virtually renouncing their sovereignty to the professionals. It
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does not matter whether or not they formally delegate their powersto
legidate or not. At any rate the specidists outstrip them. The
bureauicrats carry on.

The plain citizens are mistaken in complaining that the
bureaucrats have arrogated powers, they themselves and their
mandatories have abandoned their sovereignty. Their ignorance of
fundamenta problems of economics has made the professiond
specidists supreme. All technica and juridica details of legidation
can and must be left to the experts. But democracy becomes
impracticable if the eminent citizens, the intellectua leaders of the
community, are not in a postion to form their own opinion on the
basic socid, economic, and politica principles of policies. If the
citizens are under the intellectual hegemony of the bureaucratic
professonds, society bresks up into two castes: the ruling
professonds, the Brahmins, and the gullible citizenry. Then
despotism emerges, whatever the wording of congtitutions and laws
may be.

Demoacracy means self-determination. How can people
determine their own affairsif they are too indifferent to gain
through their own thinking an independent judgment on
fundamental political and economic problems? Democracy is not
agood that people can enjoy without trouble. It is, on the
contrary, atreasure that must be daily defended and conquered
anew by strenuous effort.



CONCLUSION

The analysis of the technical characteristics of bureaucratic
management and of its opposite, profit management, provides a
cluefor afair and unbiased vauation of both systems of doing
things under the division of labor.

Public administration, the handling of the government apparatus
of coercion and compulsion, must necessarily be formalistic and
bureaucratic. No reform can remove the bureaucratic features of the
government’s bureaus. It is useless to blame them for their downess
and dackness. It isvain to lament over the fact that the assduity,
carefulness, and painstaking work of the average bureau clerk are, as
arule, below those of the average worker in private business. (There
are, after al, many civil servants whose enthusiastic fervor amounts
to unsdlfish sacrifice)) In the absence of an unquestionable yardstick
of success and failure it is dmost impossible for the vast mgority of
men to find that incentive to utmost exertion that the money
caculus of profit-seeking business easily provides. It isof no useto
criticize the bureaucrat’s pedantic observance of rigid rulesand
regulations. Such rules are indispensable if public administration is
not to dip out of the hands of the top executives and degenerate into
the supremacy of subordinate clerks. These rules are, moreover, the
only means of making the law supreme in the conduct of public
affairs and of protecting the citizen against despotic arbitrariness.

It is easy for an observer to indict the bureaucratic apparatus for
extravagance. But the executive with whom the responsbility for
perfect service rests sees the matter from another angle. He does not
want to run too high arisk. He prefers to be on the safe side and to
be doubly sure.

All such deficiencies are inherent in the performance of services
which cannot be checked by money statements of profit and loss.



Conclusion 127

Indeed we would never have recognized that they redly are deficiencies
if we were not in apostion to compare the buresuaratic sygemwith the
gparation of profit-sesking entaprise Thismudhrabussd sydem of the“mear?
riving for prafit mede people eficdency consdous and eeger for the umogt
raiondization. But wecannat hdpit. Wemugt put up with thefact thet onecannat
aoply to apolice department or to the office of atax collector the well-
tried methods of profit-seeking business.

Y e the whole matter takes on aquite different meaning in view of
the fanaticd endeavorsto trandform the entire gpparatus of production
and digtribution into a mammoth bureau. Leninsided of taking the
organization of the government’s posta service asthe pattern of society's
economic organization and of meking every man acog in avast
bureaucratic machine®® makes it imperative to unmask the inferiority of
bureaucratic methods when compared with those of private business.
Theam of such ascrutiny is certainly not to disparage the work of tax
collectors, cusoms officers, and patrolmen or to bdlittle thar
achievements. But it is necessary to show in what essentid respectsa
ged plant differsfrom an embassy and a shoe plant from amarriage
license bureau, and why it would be mischievousto reorganize abakery
according to the pattern of the pogt office.

What iscdled in avery biased terminology the subdtitution of the
savice principle for the profit principle would result in an abandonment
of the only method making for rationdity and caculaioninthe
production of necessities. The profit earned by the entrepreneur is
expressve of the fact that he haswell served the consumers thet is, dll
the people. But with regard to the performance of bureaus no method for
establishing success or failure by caculation proceduresis available.

30 enin, Sate and Revolution(1917; New Y ork ed., 1935), p. 44.
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In any socidigt system the centra board of production management
aone would have the power to order, and evenybody else would have to
carry out the orders received. All people except the production czar
would have to comply unconditionaly with ingtructions, codes, rules,
and regulations drafted by a superior body. Of course every citizen
might have the right to suggest some changesin thisimmense system
of regimentation. But the way from such a suggestion to its
acceptance by the competent supreme authority would at best be as
far and onerous as the way istoday from aletter to the editor or an
aticlein aperiodica suggesting an amendment of alaw to its passage
by the legidature.

There have been in the course of history many movements asking
with enthusiasm and fanaticism for areform of socid inditutions.
People fought for their religious convictions, for the preservation of
their civilization, for freedom, for salf-determination, for the abolition
of serfdom and davery, for fairness and justice in court procedure.
Today millions are fascinated by the plan to transform the whole
world into a bureau, to make everybody a bureaucrat, and to wipe out
any privae inititive. The paradise of the futureisvisudized as an al-
embracing bureaucratic gpparatus. The most powerful reform
movement that history has ever known, the first ideologicd trend not
limited to a section of mankind only but supported by people of al
races, nations, religions, and civilizations ams at dl-round
bureaucratization. The post office isthe mode for the congtruction of
the New Jerusalem. The post-office clerk isthe prototype of future
man. Streams of blood have been shed for the redization of thisidedl.

In this book we are discussing not persons but systems of socid
organization. We do not mean that the post-office clerk isinferior to
anybody else. What must be redlized is only that the Strait jacket of
bureaucratic organization paralyzes the individua's initiative, while
within the capitalist market society an innovator ill has a chanceto
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succeed. The former makes for stagnation and preservation of
inveterate methods, the latter makes for progress and improvement.
Capitdism is progressive, socialism is not. One does not invalidate
this argument by pointing out that the Bolshevists have copied
various American innovations. So did all oriental peoples. But it
isanon sequitur to deduce from this fact that all civilized nations
must copy the Russian methods of socia organization.

The champions of socialism call themselves progressives, but
they recommend a system which is characterized by rigid
observance of routine and by aresistance to every kind of
improvement. They call themselves liberals, but they are intent
upon abolishing liberty. They call themselves democrats, but they
yearn for dictatorship. They call themselves revolutionaries, but
they want to make the government omnipotent. They promise the
blessings of the Garden of Eden, but they plan to transform the
world into a gigantic post office. Every man but one a
subordinate clerk in abureau. What an alluring utopial What a
noble cause to fight!

Againgt al this frenzy of agitation there is but one weapon
available: reason. Just common sense is needed to prevent man
from falling prey to illusory fantasies and empty catchwords.
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