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From the President 

The Great Austrian Inflation 
B Y R I C H A R D M . E B E L I N G 

Wars always b r i n g g rea t d e s t r u c t i o n in t h e i r 

w a k e . H u m a n lives are lost o r left c r i p p l e d ; 

w e a l t h is c o n s u m e d t o c o v e r t h e costs o f 

c o m b a t ; ba t t les a n d b o m b s leave a c c u m u l a t e d capi ta l in 

r u i n s ; real a n d i m a g i n e d injust ices t u r n m e n agains t t h e 

ex i s t i ng o r d e r o f t h i n g s ; a n d d e m a g o g u e s e m e r g e t o p lay 

o n t h e f rus t ra t ions a n d fears i n peop le ' s m i n d s . 

Al l t h e s e fac tors w e r e at w o r k d u r i n g a n d after W o r l d 

W a r I. I n a d d i t i o n , t h e " w a r t o e n d w a r " r e su l t ed in t h e 

d i s m e m b e r m e n t o f m a n y o f t h e g rea t e m p i r e s in cen t r a l 

a n d e a s t e r n E u r o p e . T h i s w a r also b r o u g h t a b o u t t h e 

d e s t r u c t i o n o f several n a t i o n a l c u r r e n c i e s in o rg ie s o f 

p a p e r - m o n e y inf la t ions . O n e s u c h t rag ic e p i s o d e was t h e 

d i s i n t e g r a t i o n o f t h e A u s t r o - H u n g a r i a n E m p i r e a n d t h e 

a c c o m p a n y i n g G r e a t A u s t r i a n Inf la t ion in t h e i m m e d i ­

ate p o s t w a r p e r i o d . 

I n t h e s u m m e r o f 1 9 1 4 , as c l o u d s o f w a r w e r e f o r m ­

i n g , F r a n z J o s e p h ( 1 8 3 0 - 1 9 1 6 ) was c o m p l e t i n g t h e 6 6 t h 

yea r o f his r e i g n o n t h e H a b s b u r g t h r o n e . D u r i n g m o s t 

o f his r u l e A u s t r i a - H u n g a r y h a d b a s k e d in t h e n i n e ­

t e e n t h - c e n t u r y g l o w o f t h e classical- l iberal e p o c h . T h e 

c o n s t i t u t i o n o f 1 8 6 7 , w h i c h f o r m a l l y c r e a t e d t h e A u s t r o -

H u n g a r i a n " D u a l M o n a r c h y , " i n s u r e d eve ry sub jec t in 

F r a n z J o s e p h ' s d o m a i n all t h e essential p e r s o n a l , po l i t ica l , 

a n d e c o n o m i c l ibe r t i es o f a free society. 

T h e E m p i r e e n c o m p a s s e d a t e r r i t o r y o f 4 1 5 , 0 0 0 

squa re mi l e s a n d a to ta l p o p u l a t i o n o f over 5 0 m i l l i o n . 

T h e largest l ingu is t i c g r o u p s in t h e E m p i r e w e r e t h e 

G e r m a n - s p e a k i n g a n d H u n g a r i a n p o p u l a t i o n s , e a c h 

n u m b e r i n g a b o u t 10 m i l l i o n . T h e r e m a i n i n g 3 0 m i l l i o n 

w e r e C z e c h s , Slovaks , Po les , R o m a n i a n s , R u t h e n i a n s , 

C r o a t s , Se rbs , S lovenes , I ta l ians , a n d a va r i e t y o f smal le r 

g r o u p s o f t h e B a l k a n r e g i o n . 

B u t in t h e c lo s ing d e c a d e s o f t h e n i n e t e e n t h c e n t u r y , 

t h e r i s i ng i d e o l o g i e s o f soc ia l i sm a n d n a t i o n a l i s m s u p e r ­

s e d e d t h e d e c l i n i n g classical- l iberal idea l . M o s t l inguis t ic 

a n d e t h n i c g r o u p s c l a m o r e d for n a t i o n a l a u t o n o m y o r 

i n d e p e n d e n c e , a n d l o n g e d for e c o n o m i c p r iv i l eges at t h e 

e x p e n s e o f t h e o t h e r m e m b e r s o f t h e E m p i r e . E v e n if t h e 

w a r h a d n o t b r o u g h t a b o u t t h e d i s i n t e g r a t i o n o f A u s t r i a -

H u n g a r y , cen t r i fuga l forces w e r e s lowly p u l l i n g t h e 

E m p i r e apa r t b e c a u s e o f t h e r i s ing t ide o f pol i t ica l a n d 

e c o n o m i c co l l ec t iv i sm. 

L ike all t h e o t h e r E u r o p e a n be l l i ge ren t n a t i o n s , t h e 

A u s t r o - H u n g a r i a n g o v e r n m e n t i m m e d i a t e l y t u r n e d to 

t h e p r i n t i n g press t o cove r t h e r i s ing costs o f its mi l i t a ry 

e x p e n d i t u r e s . A t t h e e n d o f J u l y 1 9 1 4 , j u s t after t h e w a r 

h a d fo rma l ly b r o k e n o u t , c u r r e n c y in c i r cu l a t i on t o t a l ed 

3 .4 b i l l i on c r o w n s . B y t h e e n d o f 1 9 1 6 it h a d i nc rea sed 

t o over 11 b i l l ion c r o w n s . A n d at t h e e n d o f O c t o b e r 

1 9 1 8 , sho r t l y be fo re t h e e n d o f t h e w a r in early N o v e m ­

b e r 1 9 1 8 , t h e c u r r e n c y h a d e x p a n d e d t o a to ta l o f 3 3 . 5 

b i l l i on c r o w n s . F r o m t h e b e g i n n i n g to t h e close o f t h e 

w a r t h e A u s t r o - H u n g a r i a n m o n e y supp ly in c i r cu l a t i on 

h a d e x p a n d e d by 9 7 7 p e r c e n t . A cos t -o f - l i v ing i n d e x 

tha t h a d s t o o d at 100 in J u l y 1 9 1 4 h a d r i sen t o 1,640 by 

N o v e m b e r 1 9 1 8 . 

B u t t h e w o r s t o f t h e in f l a t ionary a n d e c o n o m i c d i s ­

aster was a b o u t t o b e g i n . Var ious n a t i o n a l g r o u p s b e g a n 

b r e a k i n g away f rom t h e E m p i r e , w i t h dec la ra t ions o f 

i n d e p e n d e n c e b y C z e c h o s l o v a k i a a n d H u n g a r y , a n d t h e 

B a l k a n t e r r i t o r i e s o f Slovenia , C roa t i a , a n d B o s n i a b e i n g 

a b s o r b e d i n t o a n e w S e r b - d o m i n a t e d Yugoslavia . T h e 

R o m a n i a n s a n n e x e d Transylvania ; t h e r e g i o n o f Gal ic ia 

b e c a m e p a r t o f a n e w l y i n d e p e n d e n t P o l a n d ; a n d t h e 

Ital ians laid c l a im t o t h e s o u t h e r n Tyrol . 

T h e last o f t h e H a b s b u r g e m p e r o r s , Kar l , a b d i c a t e d 

o n N o v e m b e r 1 1 , 1 9 1 8 , a n d a p rov i s iona l g o v e r n m e n t o f 

t h e Socia l D e m o c r a t s a n d t h e C h r i s t i a n Socials dec l a r ed 

G e r m a n - A u s t r i a a r e p u b l i c o n N o v e m b e r 12 . R e d u c e d 

t o 3 2 , 3 7 0 square mi les a n d 6.5 m i l l i o n p e o p l e — o n e -

t h i r d o f w h o m res ided in V i e n n a — t h e new, smal ler 

R e p u b l i c o f A u s t r i a n o w f o u n d itself c u t off f rom t h e 

o t h e r r e g i o n s o f t h e f o r m e r e m p i r e as t h e s u r r o u n d i n g 
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successor states (as t h e y w e r e called) i m p o s e d h i g h tariff 

b a r r i e r s a n d o t h e r t r a d e r e s t r i c t i ons o n t h e A u s t r i a n 

R e p u b l i c . I n a d d i t i o n b o r d e r w a r s b r o k e o u t b e t w e e n 

t h e A u s t r i a n s a n d t h e n e i g h b o r i n g C z e c h a n d Y u g o s l a ­

v i a n a r m i e s . 

W i t h i n A u s t r i a t h e v a r i o u s r e g i o n s i m p o s e d i n t e r n a l 

t r a d e a n d tariff b a r r i e r s o n o t h e r par t s o f t h e c o u n t r y , 

i n c l u d i n g V i e n n a . F o o d a n d fuel suppl ies w e r e h o a r d e d 

b y t h e r e g i o n s , w i t h b l a c k m a r k e t e e r s t h e p r i m a r y 

p r o v i d e r s o f m a n y o f t h e essentials for t h e c i t izens o f 

V i e n n a . T h o u s a n d s o f V i e n n e s e w o u l d r egu la r ly t r u d g e 

o u t t o t h e V i e n n a W o o d s , c h o p d o w n t h e t rees , a n d c a r r y 

co rds o f f i r e w o o d b a c k i n t o t h e c i ty t o k e e p t h e i r h o m e s 

a n d a p a r t m e n t s w a r m in t h e w i n t e r s o f 1 9 1 9 , 1 9 2 0 , a n d 

1 9 2 1 . H u n d r e d s o f s t a r v i n g c h i l d r e n b e g g e d for f o o d at 

t h e e n t r a n c e s o f V i e n n a ' s h o t e l s a n d res t au ran t s . 

T h e p r i m a r y r e a s o n for t h e r e g i o n a l p r o t e c t i o n i s m 

a n d e c o n o m i c h a r d s h i p was t h e po l ic ies o f t h e n e w A u s ­

t r i a n g o v e r n m e n t . T h e Soc ia l D e m o c r a t s i m p o s e d ar t i f i ­

cially l o w p r i c e c o n t r o l s o n a g r i c u l t u r a l p r o d u c t s a n d 

t r i e d t o forc ib ly r e q u i s i t i o n f o o d for t h e ci t ies . B y 1 9 2 1 

ove r ha l f t h e A u s t r i a n g o v e r n m e n t ' s b u d g e t defici t was 

a t t r i b u t a b l e t o f o o d subs id ies for c i ty res iden ts a n d t h e 

salaries o f a b l o a t e d b u r e a u c r a c y . T h e Soc ia l D e m o c r a t s 

also r e g u l a t e d i n d u s t r y a n d c o m m e r c e , a n d i m p o s e d 

h i g h e r a n d h i g h e r taxes o n t h e bus iness s e c t o r a n d t h e 

s h r i n k i n g m i d d l e class. O n e n e w s p a p e r in t h e ear ly 

1920s cal led Socia l D e m o c r a t i c fiscal p o l i c y in V i e n n a 

t h e "success o f t h e t ax v a m p i r e s . " 

Printing-Press Fiscal Policy 

Th e A u s t r i a n g o v e r n m e n t pa id for its e x p e n d i t u r e s 

t h r o u g h t h e p r i n t i n g press. B e t w e e n M a r c h a n d 

D e c e m b e r 1919 t h e supp ly o f n e w A u s t r i a n c r o w n s 

increased f rom 8 3 1 . 6 m i l l i o n t o 12.1 b i l l ion . B y D e c e m ­

b e r 1 9 2 0 it inc reased to 3 0 . 6 b i l l ion; by D e c e m b e r 1 9 2 1 , 

174 .1 b i l l ion; by D e c e m b e r 1 9 2 2 , 4 t r i l l ion; a n d by t h e 

e n d o f 1 9 2 3 , 7.1 t r i l l ion . B e t w e e n 1 9 1 9 a n d 1 9 2 3 , A u s ­

tria's m o n e y supp ly h a d inc reased by 1 4 , 2 5 0 p e r c e n t . 

P r i c e s rose d r ama t i ca l l y d u r i n g this p e r i o d . T h e c o s t -

o f - l iv ing i n d e x , w h i c h h a d r i s e n t o 1,640 b y N o v e m b e r 

1 9 1 8 , h a d g o n e u p t o 4 , 9 2 2 b y J a n u a r y 1 9 2 0 ; b y J a n u ­

a ry 1 9 2 1 it h a d i n c r e a s e d t o 9 , 9 5 6 ; in J a n u a r y 1 9 2 2 it 

T h e G r e a t A u s t r i a n i n f l a t i o n 

s t o o d at 8 3 , 0 0 0 ; a n d by J a n u a r y 1 9 2 3 it h a d s h o t u p t o 

1 ,183 ,600 . 

T h e f o r e i g n - e x c h a n g e v a l u e o f t h e A u s t r i a n c r o w n 

also re f lec ted t h e ca t a s t roph ic d e p r e c i a t i o n . In J a n u a r y 

1 9 1 9 o n e do l la r c o u l d b u y 16 .1 c r o w n s o n t h e V i e n n a 

f o r e i g n - e x c h a n g e m a r k e t ; b y M a y 1 9 2 3 , a do l la r t r a d e d 

for 7 0 , 8 0 0 c r o w n s . 

D u r i n g this p e r i o d t h e p r i n t i n g presses w o r k e d n i g h t 

a n d day c h u r n i n g o u t t h e c u r r e n c y . A t t h e m e e t i n g o f 

t h e Verein fur Sozialpolitik (Soc ie ty for Socia l Pol icy) in 

1 9 2 5 , A u s t r i a n e c o n o m i s t L u d w i g v o n Mises t o l d t h e 

a u d i e n c e : 

T h r e e years a g o a c o l l e a g u e f r o m t h e G e r m a n R e i c h , 

w h o is i n this hall today, v i s i ted V i e n n a a n d p a r t i c i ­

p a t e d in a d i scuss ion w i t h s o m e V i e n n e s e e c o n o m i s t s . 

. . . Later , as w e w e n t h o m e t h r o u g h t h e still o f t h e 

n i g h t , w e h e a r d i n t h e Herrengasse [a m a i n s t ree t in t h e 

c e n t e r o f V i e n n a ] t h e h e a v y d r o n e o f t h e A u s t r o -

H u n g a r i a n B a n k ' s p r i n t i n g presses t h a t w e r e r u n n i n g 

incessant ly, day a n d n i g h t , t o p r o d u c e n e w b a n k 

n o t e s . T h r o u g h o u t t h e l and , a la rge n u m b e r o f i n d u s ­

tr ial e n t e r p r i s e s w e r e id le ; o t h e r s w e r e w o r k i n g p a r t -

t i m e ; o n l y t h e p r i n t i n g presses s t a m p i n g o u t n o t e s 

w e r e o p e r a t i n g at full speed . 

F ina l ly i n la te 1 9 2 2 a n d ear ly 1 9 2 3 t h e G r e a t A u s t r i ­

an Inf la t ion was b r o u g h t t o a hal t . T h e A u s t r i a n g o v e r n ­

m e n t a p p e a l e d for h e l p t o t h e L e a g u e o f N a t i o n s , w h i c h 

a r r a n g e d a l o a n t o c o v e r a p a r t o f t h e state's e x p e n d i ­

tu res . B u t t h e s t r ings a t t a c h e d t o t h e l o a n r e q u i r e d a n 

e n d t o f o o d subs id ies a n d a 7 0 , 0 0 0 - m a n c u t in t h e A u s ­

t r i an b u r e a u c r a c y t o r e d u c e g o v e r n m e n t s p e n d i n g . A t 

t h e s a m e t i m e , t h e A u s t r i a n N a t i o n a l B a n k was r e o r g a n ­

ized , w i t h t h e by l aws pa r t l y w r i t t e n b y Mise s . A g o l d 

s t anda rd was rees tab l i shed in 1 9 2 5 ; a n e w A u s t r i a n 

sh i l l ing was issued in p l ace o f t h e d e p r e c i a t e d c r o w n ; 

a n d r e s t r i c t ions w e r e p l a c e d o n t h e g o v e r n m e n t ' s abi l i ty 

t o resor t t o t h e p r i n t i n g press aga in . 

B u t , alas, g o v e r n m e n t m o n e t a r y , fiscal, a n d r e g u l a t o ­

r y m i s m a n a g e m e n t p r e v e n t e d real e c o n o m i c r e c o v e r y 

b e f o r e A u s t r i a fell i n t o t h e abyss o f N a z i t o t a l i t a r i a n i s m 

in 1 9 3 8 a n d t h e d e s t r u c t i o n o f W o r l d W a r II . ( | | 
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C o v e r p h o t o : Steven G r e e n h u t 

Perspective 

7 Patently Unnecessary: 

Th e idea t h a t g o v e r n m e n t s h o u l d issue pa t en t s for 

i n v e n t i o n s is o d d o n its face. H o w can s o m e o n e 

c l a im an exclus ive r i g h t i n a "p rac t i ca l app l i ca ­

t i o n " o f na ture ' s p r inc ip le s? O f c o u r s e , a n i n v e n t o r c an 

have a r i g h t t o an ob jec t . B u t a r i g h t t o b a r o t h e r s f rom 

u s i n g t h e a p p l i c a t i o n e m b o d i e d in t h a t ob jec t? Tha t ' s 

h a r d t o accep t . P r o p e r t y r igh t s arise o u t o f t h e f in i tude 

o f ob jec t s . T w o p e o p l e c a n n o t use t h e s a m e t h i n g at t h e 

s a m e t i m e a n d in t h e s a m e respec t . It is o t h e r w i s e w i t h 

ideas . As T h o m a s Jef ferson w r o t e , 

H e w h o receives an idea f rom m e , receives i n s t r u c ­

t i o n h i m s e l f w i t h o u t l e s sen ing m i n e ; as h e w h o l ights 

his t a p e r at m i n e , receives l igh t w i t h o u t d a r k e n i n g m e . 

T h a t ideas s h o u l d freely spread f rom o n e to a n o t h e r 

ove r t h e g l o b e , for t h e m o r a l a n d m u t u a l i n s t r u c t i o n 

o f m a n , a n d i m p r o v e m e n t o f his c o n d i t i o n , s eems to 

have b e e n pecu l i a r ly a n d b e n e v o l e n t l y d e s i g n e d b y 

n a t u r e , w h e n she m a d e t h e m , l ike fire, expans ib l e over 

all space , w i t h o u t l e s sen ing t h e i r dens i ty in any p o i n t , 

a n d l ike t h e air in w h i c h w e b r e a t h e , m o v e , a n d have 

o u r physica l b e i n g , i ncapab l e o f c o n f i n e m e n t o r 

exc lus ive a p p r o p r i a t i o n . I n v e n t i o n s t h e n c a n n o t , in 

n a t u r e , b e a sub jec t o f p rope r ty . 

Je f ferson t h e n a d d e d , " S o c i e t y m a y give a n exclus ive 

r i g h t t o t h e profits a r i s ing f rom t h e m , as a n e n c o u r a g e ­

m e n t t o m e n to p u r s u e ideas w h i c h m a y p r o d u c e utility, 

b u t this m a y o r m a y n o t b e d o n e , a c c o r d i n g to t h e wi l l 

a n d c o n v e n i e n c e o f t h e society, w i t h o u t c l a im o r c o m ­

p la in t f r o m anybody . " H e r e Jef ferson assumes w h a t m o s t 

p e o p l e a s sume : t h a t p a t e n t s m a y b e necessa ry for i n n o v a ­

t i o n . W h o w o u l d invest capi ta l t o c rea te a n e w p r o d u c t if 

a n y o n e m a y c o p y it? B u t w e m a y ask h o w i n n o v a t i o n 

wi l l c o m e f r o m a sys t em tha t p r o t e c t s p a t e n t h o l d e r s 

f r o m c o m p e t i t i o n by b a r r i n g o t h e r s f rom b u i l d i n g o n 

p r e v i o u s i n n o v a t i o n s o r t ha t p e r m i t s legal e x t o r t i o n (see 

t h e B l a c k B e r r y case)? 

L e a v i n g as ide w h e t h e r u t i l i t a r i a n c o n s i d e r a t i o n s 

t r u m p na tu ra l r igh t s , w e can address t hese q u e s t i o n s in 

l igh t o f a t r ansna t i ona l s t u d y o f t h e p h a r m a c e u t i c a l 

i n d u s t r y c o n t a i n e d in t h e n o t - y e t - p u b l i s h e d b o o k 

Against Intellectual Monopoly, b y M i c h e l e B o l d r i n , p ro fe s -
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sor o f e c o n o m i c s at t h e U n i v e r s i t y o f M i n n e s o t a , a n d 

D a v i d K. L e v i n e , A r m e n A l c h i a n Professor o f E c o n o m ­

ics at U C L A a n d c o e d i t o r o f Econometrica ( o n l i n e at 

w w w . d k l e v i n e . c o m / g e n e r a l / i n t e l l e c t u a l / a g a i n s t . h t m ) . 

T h e s t ronges t case for p a t e n t s is said t o b e in t h e p h a r ­

m a c e u t i c a l i n d u s t r y b e c a u s e t h e e x t r a o r d i n a r y R & D 

costs c o u l d n o t o t h e r w i s e b e r e c o u p e d . I f t h e u t i l i t a r i an 

case c a n n o t b e su s t a ined t h e r e , it w o u l d b e a d e a d l y b l o w 

t o t h e case i n g e n e r a l . 

" I n fact," B o l d r i n a n d L e v i n e w r i t e , " w e shall see t h a t 

t h e case for p a t e n t s i n p h a r m a c e u t i c a l s is w e a k — a n d so, 

apparen t ly , e v e n u n d e r t h e m o s t favorable c i r c u m s t a n c e s 

p a t e n t s are n o t g o o d for society, for c o n s u m e r s , o r i n this 

case, for s ick p e o p l e . P a t e n t s are g o o d for m o n o p o l i s t s , 

b u t t h a t m u c h w e k n e w already." 

G i v e n t h e vast ly di f ferent p a t e n t r e g i m e s f r o m c o u n ­

t r y t o c o u n t r y a n d his tor ical ly , w i t h several c o u n t r i e s 

h a v i n g n o n e at all, w e m i g h t e x p e c t a p a t t e r n : " I n p a r ­

t icular , at least b e t w e e n 1 8 5 0 a n d 1 9 8 0 , m o s t d r u g s a n d 

m e d i c a l p r o d u c t s s h o u l d h a v e b e e n i n v e n t e d a n d p r o ­

d u c e d i n t h e U n i t e d States a n d t h e U n i t e d K i n g d o m , 

a n d v e r y l i t t le if a n y t h i n g i n c o n t i n e n t a l E u r o p e . F u r ­

the r , c o u n t r i e s s u c h as Italy, S w i t z e r l a n d a n d , t o a lesser 

e x t e n t , G e r m a n y , s h o u l d h a v e b e e n t h e p o o r s ick l a g ­

gards o f t h e p h a r m a c e u t i c a l i n d u s t r y u n t i l t h e o t h e r day. 

I n s t ead . . . t h e b i g t i m e o p p o s i t e is a n d has b e e n t r u e . " 

T h e i r m o s t s t r i k i n g i l lus t ra t ion is Italy, w h i c h h a d n o 

p h a r m a c e u t i c a l p a t e n t s u n t i l 1 9 7 8 . Yet , " [ d ] e s p i t e th is 

c o m p l e t e l ack o f a n y p a t e n t p r o t e c t i o n , I ta ly h a d d e v e l ­

o p e d a s t r o n g p h a r m a c e u t i c a l i n d u s t r y : b y t h e e n d o f t h e 

1970s it was t h e fifth w o r l d p r o d u c e r o f p h a r m a c e u t i c a l s 

a n d t h e s e v e n t h e x p o r t e r . . . . [ T ] h e fo r ty largest I ta l ian 

f i rms d i d n o t s i m p l y i m i t a t e b u t d e v e l o p e d t h e i r o w n 

p r o d u c t s a n d i n n o v a t e d extensively ." Af te r p a t e n t s w e r e 

i n t r o d u c e d , t h e i n d u s t r y b e c a m e m o r e c o n c e n t r a t e d a n d 

its share o f w o r l d d r u g d e v e l o p m e n t fell slightly. 

As W.S . G i l b e r t m i g h t h a v e p u t it, w i t h p a t e n t s 

" t h i n g s are s e l d o m w h a t t h e y s e e m . " 

• • • 

Is N e w U r b a n i s m a p h i l o s o p h y o f a r c h i t e c t u r a l 

de s ign c o n s i s t e n t w i t h f r e e d o m a n d p r o p e r t y r igh ts? O r 

j u s t a n o t h e r f o r m o f loca l c e n t r a l p l a n n i n g ? S t e v e n 

G r e e n h u t is o n t h e case. 

P E R S P E C T I V E : P a t e n t l y U n n e c e s s a r y ? 

W h e n a t e l ev i s ion ser ies p o p u l a r w i t h l i be r t a r i ans 

goes off t h e air, there ' s o n l y o n e t h i n g t o d o : w a i t for t h e 

m o v i e . R a y m o n d K e a t i n g r e v i e w s Serenity. 

Pol i t i c ians c a n d o b a d t h i n g s t o t h e e c o n o m y tha t 

n e v e r t h e l e s s ge t t h e m c red i t o r g o o d t h i n g s (namely , g e t ­

t i n g o u t o f t h e way) t h a t gets t h e m n o c red i t . W h i c h d o 

y o u t h i n k t h e y wi l l c h o o s e ? D w i g h t L e e has t h e answer . 

M u c h o f t h e p u s h for t a x p a y e r - f i n a n c e d mass t rans i t 

is b a s e d o n safety c la ims . B u t there ' s a p r o b l e m : mass 

t rans i t is n o t u n a m b i g u o u s l y safer, as J o h n S e m m e n s 

s h o w s . 

O v e r 1 5 0 years a g o A n t o n i o R o s m i n i d i e d . V i r t u a l l y 

u n k n o w n in A m e r i c a , h e was a C a t h o l i c p r i e s t a n d a 

m u c h - p u b l i s h e d I ta l ian c h a m p i o n o f i n d i v i d u a l l i b e r t y 

a n d p r i v a t e p r o p e r t y . A l b e r t o M i n g a r d i tells R o s m i n i ' s 

r e m a r k a b l e story. 

I n N e w H a m p s h i r e , as i n m o s t p laces , g i v i n g m a n i ­

cures w i t h o u t a l i cense can ge t y o u i n t o t r o u b l e . G a r d n e r 

G o l d s m i t h has t h e a c c o u n t o f a m a n w h o asked for it. 

N o o r g a n i z a t i o n has d o n e m o r e t o p r o m o t e free 

m a r k e t s i n G r e a t B r i t a i n t h a n t h e I n s t i t u t e o f E c o n o m ­

ic Affairs, a n d n o o n e was m o r e r e spons ib l e for m a k i n g 

t h e i n s t i t u t e w h a t it is t h a n A r t h u r S e l d o n , w h o d i e d last 

year . N o r m a n B a r r y has w r i t t e n a n a p p r e c i a t i o n o f this 

a u t h o r - a c t i v i s t . 

Af te r fall ing, gaso l ine p r i c e s are o n t h e r ise aga in , 

m e a n i n g po l i t i c i ans w i l l b e ca l l ing for s o m e k i n d o f 

p r i c e c o n t r o l s o r windfa l l -p ro f i t s t ax . A r t h u r F o u l k e s 

h e a d s t h e m off at t h e p u m p . 

A r e t h e ideas i n J o h n S t u a r t Mil l ' s On Liberty d a t ed? 

I n o u r F E E T i m e l y Classic f r o m 1 9 5 6 , F r a n k C h o d o r o v 

de fends M i l l against a d i s t i n g u i s h e d c o n s e r v a t i v e cr i t ic . 

H e r e ' s w h a t o u r c o l u m n i s t s h a v e b e e n w o r k i n g o n : 

R i c h a r d E b e l i n g desc r ibe s t h e G r e a t A u s t r i a n Inf la t ion . 

D o n a l d B o u d r e a u x pays t r i b u t e t o b o o k s he 's f o u n d 

i m p o r t a n t . B u r t o n F o l s o m t races t h e o r i g i n s o f f a r m 

subs id ies . W a l t e r W i l l i a m s c o n t i n u e s his E c o n o m i c s for 

t h e C i t i z e n ser ies . A n d R o y C o r d a t o , h e a r i n g a c l a im 

t h a t a h i g h e r gaso l ine t ax w i l l " so lve e v e r y t h i n g , " 

p ro tes t s , " I t Ju s t A i n ' t S o ! " 

B o o k s a b o u t u n p l a n n e d o rde r , g loba l m a r k e t s , t a x -

f i n a n c e d po l i t i ca l c a m p a i g n s , a n d free s p e e c h o n c a m p u s 

h a v e c a u g h t t h e eyes o f this m o n t h ' s r e v i e w e r s . 

—Sheldon Richman 

srichman@fee.org 
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A Higher Gasoline Tax Will "Solve Everything"? 
It Just Ain't So! 

BY ROY CORDATO 

R egre t tab ly , I h a v e t o c r i t i c i ze s o m e o n e w h o , i n 

t h e past , I have a d m i r e d a g rea t deal . J o h n T i e r -

n e y is an i conoc l a s t i c c o l u m n i s t for t h e New 

York Times w h o has b e e n w r i t i n g o n e n v i r o n m e n t a l 

issues for at least a d e c a d e . H i s now-c l a s s i c 1 9 9 6 Times 

Magazine s t o r y c r i t i c a l o f r e c y c l i n g w a s a w e l l -

r e s e a r c h e d ar t ic le t h a t I have r e fe r red t o m a n y t i m e s . 

U n f o r t u n a t e l y , in a n O c t o b e r 4 , 2 0 0 5 , c o l u m n t i t l ed 

" T h e S o l v e - E v e r y t h i n g T a x " T i e r n e y b u y s i n t o a l a u n ­

d r y list o f e c o n o m i c a n d scient if ic fallacies as jus t i f i ca ­

t i o n for a n e w 5 0 - c e n t - p e r - g a l l o n 

gaso l ine tax . 

H e o p e n s by saying, " I have a m o d ­

est p r o p o s a l t o f ight g loba l w a r m i n g , 

save ene rgy , c u t air p o l l u t i o n , ease traf­

fic c o n g e s t i o n , r e d u c e h i g h w a y fatali­

ties a n d , w h i l e w e r e at it, r e f o r m 

Socia l Secur i ty . " B u t in fact, T i e r n e y s 

" S o l v e E v e r y t h i n g T a x " w o u l d solve 

n o t h i n g a n d w o u l d causes p r o b l e m s o f 

its o w n . Let 's t ake his c la ims o n e at a 

t i m e . 

Fight global warming. In a 1 9 9 8 Geographical Research 

Letter a r t ic le T h o m a s W i g l e y , a sc ient is t w h o accep t s t h e 

a l a rmis t v i s ion o f g loba l w a r m i n g , c o n c l u d e d tha t if t h e 

K y o t o P r o t o c o l w e r e i m p l e m e n t e d w i t h 100 p e r c e n t 

c o m p l i a n c e t h e resul t w o u l d b e g loba l average t e m p e r a ­

tu res in 5 0 years tha t are an u n d e t e c t a b l e 0 . 1 2 6 d e g r e e s 

F a h r e n h e i t c o o l e r t h a n t h e y o t h e r w i s e w o u l d b e . T h i s 

resul t has g o n e u n c h a l l e n g e d . E v e n if o n e accep t s t h e 

a l a rmis t p o s i t i o n t h a t g loba l w a r m i n g is p r i m a r i l y 

h u m a n i n d u c e d a n d t h a t its effects wi l l b e d r a m a t i c , 

ex t ens ive , a n d h a r m f u l , a 5 0 - c e n t - p e r - g a l l o n gaso l ine t ax 

wi l l d o n o t h i n g t o a l leviate t h e p r o b l e m . 

But in fact, Tierney s 
"Solve Everything 
Tax" would solve 
nothing and would 
cause problems of 
its own. 

Save Energy. It is n o t t h e role o f g o v e r n m e n t t o tell 

p e o p l e w h i c h p r o d u c t i v e i n p u t s t h e y s h o u l d e c o n o m i z e 

o n a n d w h i c h t h e y s h o u l d use m o r e of. M a r k e t p r ices 

reflect relative scarcities, a n d p e o p l e wi l l m a k e tradeoffs 

i n the i r lives a n d p r o d u c t i v e activities accordingly . F o r 

T i e r n e y to suggest tha t h e o r p o l i c y m a k e r s k n o w b e t t e r 

w h a t resources s h o u l d b e c o n s e r v e d invokes w h a t H a y e k 

cal led a " p r e t e n s e o f k n o w l e d g e " a n d subst i tu tes t h e d e c i ­

s ions o f cent ra l p l anne r s for freely c h o o s i n g indiv iduals . 

Cut air pollution. A s s u m i n g tha t T i e r n e y is r e f e r r i n g t o 

g r o u n d - l e v e l o z o n e ( smog) , t h e p r i ­

m a r y p o l l u t i o n " p r o b l e m " still a t t r i b ­

u t e d t o cars, t h e n this t ax is l ikely 

t o a c c o m p l i s h l i t t l e . N a t i o n w i d e , 

g r o u n d - l e v e l o z o n e has b e e n in s teady 

d e c l i n e for m a n y years a n d this is l i ke ­

ly t o c o n t i n u e . O l d e r , m o r e - p o l l u t i n g 

cars are b e i n g r ep l aced by n e w e r , 

c l eane r cars, a n d in t h e n e x t few years 

m o r e s t r i n g e n t federal r egu la t ions are 

c o m i n g o n l ine . L e a v i n g aside a r g u ­

m e n t s tha t b o t h t h e federal o z o n e s t anda rd a n d these 

n e w ru les are overki l l , if n o t h i n g m o r e is d o n e , m o s t if 

n o t all o f t h e c o u n t r y wi l l b e in c o m p l i a n c e w i t h this 

s t anda rd w i t h i n t h e n e x t several years . T i e r n e y doesn ' t 

e x p l a i n w h y a p e r m a n e n t tax increase o n gaso l ine is 

necessa ry t o a t t ack w h a t is at m o s t a s h o r t - r u n p r o b l e m . 

Ease traffic congestion. C o n g e s t i o n is e x p e r i e n c e d p r i ­

m a r i l y d u r i n g m o r n i n g a n d e v e n i n g r u s h h o u r s . C o m ­

m u t i n g to w o r k is p r o b a b l y t h e m o s t i m p o r t a n t use tha t 
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Nortli Carolina State University. 
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I T J U S T A I N ' T S O ! : A H i g h e r G a s o l i n e T a x W i l l " S o l v e E v e r y t h i n g " ? 

p e o p l e m a k e o f t h e i r cars . E c o n o m i c analysis suggests 

t ha t t h e h i g h e r p r i c e s b r o u g h t a b o u t b y a n e w 5 0 - c e n t 

t a x — w h i c h wi l l t rans la te i n t o less t h a n a 5 0 - c e n t p r i c e 

inc rease at t h e p u m p — w i l l ge t p e o p l e t o e c o n o m i z e o n 

t h e least, n o t t h e m o s t , i m p o r t a n t uses o f t h e i r car. In 

o t h e r w o r d s , p e o p l e are m o s t l ikely t o d e c i d e t o g o t o 

r e s t au ran t s o r m o v i e t h e a t e r s t h a t are c loser t o t h e i r 

h o m e s , o r t ake vaca t i ons tha t d o n o t invo lve q u i t e as 

l o n g a d r ive . N o n e o f this wi l l have an effect o n traffic 

c o n g e s t i o n d u r i n g r u s h h o u r . 

Reduce highway fatalities. To t h e e x t e n t t ha t this t ax 

e n c o u r a g e s t h e p u r c h a s e o f l igh te r , m o r e fuel -eff ic ient 

cars it w i l l ac tua l ly inc rease h i g h w a y fatalit ies. T h i s has 

b e e n t h e w e l l - d o c u m e n t e d resul t o f federa l C o r p o r a t e 

A v e r a g e F u e l E c o n o m y ( C A F E ) s tandards . 

Reform Social Security. F o r T i e r n e y 

this is t h e c l i nche r . It is w h a t ensu res 

t h a t his gas t ax is i n d e e d t h e " so lve 

e v e r y t h i n g tax ." T h e i dea is t ha t t h e 

r e v e n u e f r o m t h e gas t ax w o u l d f u n d 

p r i v a t e a c c o u n t s for Socia l S e c u r i t y so, 

as T i e r n e y p u t s it, " a t least t hey ' l l ge t 

t h e i r m o n e y b a c k , " r e f e r r i n g t o p u r ­

chasers o f gaso l ine . T h e i dea t h a t p e o ­

p l e w h o pay t h e gas t ax wi l l " g e t t h e i r 

m o n e y b a c k " in t h e f o r m o f a p r i v a t e 

r e t i r e m e n t a c c o u n t is b a s e d o n several 

false a s s u m p t i o n s . First it a s sumes t h a t 

t h e s e a c c o u n t s wi l l s o m e h o w b e set u p 

in p r o p o r t i o n t o t h e a m o u n t o f gas t ax 

t h a t p e o p l e pay. If th is is n o t t h e case, t h e n t h e w h o l e 

p r o g r a m w o u l d b e n o t h i n g b u t a c o e r c i v e w e a l t h t r a n s ­

fer f r o m t h o s e w h o pay re la t ively m o r e in taxes t o t h o s e 

w h o rece ive re la t ively m o r e in " r e t i r e m e n t a c c o u n t 

m o n e y . " B u t e v e n if A m e r i c a n s w e r e g i v e n r e t i r e m e n t 

a c c o u n t s t h a t exac t ly e q u a l e d t h e a m o u n t p a i d in gas 

taxes , t h e y w o u l d still b e m a d e w o r s e o f f .Th i s is b e c a u s e 

w i t h o u t t h e t ax , t h e m o n e y can b e u s e d at a n y t i m e for 

a n y p u r p o s e — t o pay t h e r e n t , b u y n e w c lo the s , a n d 

m a k e car p a y m e n t s , a n d so o n . B u t m o n e y r e c e i v e d as a 

r e t i r e m e n t a c c o u n t w o u l d b e r e s t r i c t ed t o r e t i r e m e n t 

use . H e n c e f r o m t h e p e r s p e c t i v e o f e c o n o m i c s t h a t 

m o n e y is less va luab le t o t h e t a x p a y e r t h a n t h e m o n e y 

Ultimately, these 
calculations require 
the same information 
that an all-knowing 
economic central 
planner would need 
to efficiently plan an 
entire economy 

t h e a c c o u n t w o u l d a c c u m u l a t e in te res t . If t h e g a s o l i n e -

t ax paye r p r e f e r r e d to p u t this m o n e y away in a n I R A o r 

o t h e r r e t i r e m e n t a c c o u n t a n d have it a c c u m u l a t e i n t e r ­

est, h e w o u l d have t h a t o p t i o n w i t h o u t t h e " h e l p " ( c o e r ­

c ion ) o f T i e r n e y s gas tax . 

T h e idea o f f u n d i n g p r i v a t e a c c o u n t s for Socia l S e c u ­

r i t y w i t h a t ax inc rease is c e r t a in ly n o t a n o v e l idea . B u t 

a c c o r d i n g t o T i e r n e y , this isn ' t j u s t a n y t ax increase . T h i s 

is a t ax inc rease t h a t w o u l d b e g o o d for soc i e ty e v e n if 

Soc ia l S e c u r i t y w e r e n o t t h e t a rge t o f its b o o t y . 

Unrealistic Assumptions 

Finally, t o p u t s o m e " r i g o r " i n t o his p r o p o s a l , T i e r n e y 

t u r n s t o a s t u d y in t h e American Economic Review 

p u r p o r t i n g t o s h o w t h a t t h e gas t ax " s h o u l d inc rease b y 

6 0 cen t s p e r ga l lon t o c o m p e n s a t e for 

t h e c o n g e s t i o n , p o l l u t i o n a n d o t h e r 

costs t h a t d r ive r s i m p o s e o n society." 

Bes ides t h e fact t h a t n o n e o f t h e s e 

r e v e n u e s w o u l d b e u s e d t o " c o m p e n ­

s a t e " a n y o n e for a n y t h i n g , t o a r r ive at 

s u c h a c o n c l u s i o n t h e a u t h o r s o f this 

s t u d y h a d t o m a k e a s s u m p t i o n s a b o u t 

m a r k e t p r i c e s a n d w h a t t h e y r e p r e s e n t 

t ha t have n o r e l a t i o n s h i p t o t h e real 

w o r l d . W h e n assessing t h e t ax ca l cu l a ­

t ions m a d e in t h e s e k i n d s o f s tud ies , 

N o b e l l au rea t e J a m e s B u c h a n a n c o n ­

c l u d e d in his b o o k Cost and Choice, 

" [ T ] h e analys t has n o b e n c h m a r k 

f r o m w h i c h p laus ib le e s t ima tes can b e m a d e . " U l t i m a t e ­

ly, t h e s e ca lcu la t ions r e q u i r e t h e s a m e i n f o r m a t i o n tha t 

a n a l l - k n o w i n g e c o n o m i c c e n t r a l p l a n n e r w o u l d n e e d to 

eff iciently p l a n a n e n t i r e e c o n o m y . T h i s is w h y " p o l l u ­

t i o n t a x e s " a d v o c a t e d b y m a n y e c o n o m i s t s as a " m a r k e t 

b a s e d " p o l i c y are ac tua l ly a " s t e a l t h " f o r m o f socia l i sm. 

U l t i m a t e l y , taxes o f this sor t , w h i l e d e r i v e d in a n air o f 

r i g o r a n d m a t h e m a t i c a l e l e g a n c e , are a rb i t r a ry a n d 

m e a n i n g l e s s i n t e r m s o f t h e i r s t a ted g o a l — i n c r e a s i n g 

e c o n o m i c eff ic iency a n d social wel fa re . 

In reality, T i e r n e y s t ax is n o t h i n g special . L ike a t y p ­

ical " s in t ax , " its i n t e n t i o n s are pa te rna l i s t i c . A n d l ike all 

o t h e r taxes , it coe rc ive ly t ransfers w e a l t h a n d d is tor t s 

p a i d in taxes . T h i s takes i n t o a c c o u n t t h a t t h e m o n e y in e c o n o m i c d e c i s i o n - m a k i n g . 
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