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Decline of Socialism and Rise of the Welfare State

obstacles to entry into a market, there is every case for removing
them. There is also a strong case for prohibiting price discrimina-
tion so far as is possible by the application of general rules. But
the record of governments in this field is so deplorable that it 1s as-
tounding that anyone should still expect that giving governments
discretionary powers will do anything but increase those obstacles.
It has been the experience of all countries that discretionary powers
in the treatment of monopoly are soon used to distinguish between
“good” and “bad” monopolies and that authority soon becomes
more concerned with protecting the supposedly good than with pre-
venting the bad. I doubt whether there are any “good”” monopolies
that deserve protection. But there will always be inevitable mo-
nopolies whose transitory and temporary character is often turned
into a permanent one by the solicitude of government.

But, though very little is to be hoped for from any specific
government action against enterprise monopoly, the situation is
different where governments have deliberately fostered the
growth of monopoly and even failed to perform the primary func-
tion of government—the prevention of coercion, by granting
exceptions from the general rules of law—as they have been doing
for a long time in the field of labor. It is unfortunate that in a
democracy, after a period in which measures in favor of a partic-
ular group have been popular, the argument against privilege be-
comes an argument against the groups that in recent times have
enjoyed the special favor of the public because they were thought
to need and deserve special help. There can be no question, how-
ever, that the basic principles of the rule of law have nowhere in
recent times been so generally violated and with such serious conse-
quences as in the case of labor unions. Policy with respect to them
will therefore be the first major problem that we shall consider.
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CHAPTER EIGHTEEN

Labor Unions and

Employment

Government, long hostile ta other monopolies, sud-
denly sponsored and promoted widespread labor
maonopolies, which democracy cannot endure, cannol
control without destroying, and perhaps cannot
destroy without destroying itself.

Hexry C. Simons

1. Public policy concerning labor unions has, in little more than a
century, moved from one extreme to the other. From a state in
which little the unions could do was legal if they were not pro-
hibited altogether, we have now reached a state where they have
become uniquely privileged institutions to which the general rules
of law do not apply. They have become the only important in-
stance in which governments signally fail in their prime function—
the prevention of coercion and violence.

This development has been greatly assisted by the fact that
unions were at first able to appeal to the general principles of
liberty! and then retain the support of the liberals long after all
discrimination against them had ceased and they had acquired
exceptional privileges. In few other areas are progressives so little
willing to consider the reasonableness of any particular measure
but generally ask only whether it is “for or against unions” or, as
it is usually put, “for or against labor.”? Yet the briefest glance at
the history of the unions should suggest that the reasonable posi-
tion must lie somewhere between the extremes which mark their
evolution,

{267}




Labor Unions and Employment

Most people, however, have so little realization of what has
happened that they still support the aspirations of the unions in
the belief that they are struggling for “freedom of association,”
when this term has in fact lost its meaning and the real issue has

become the freedom of the individual to join or not to join a union..

The existing confusion is due in part to the rapidity with which
the character of the problem has changed; in many countries vol-
untary associations of workers had only just become legal when
they began to use coercion to force unwilling workers into mem-
bership and to keep non-members out of employment. Most peo-
ple probably still believe that a “labor dispute” normally means a
disagreement about remuneration and the conditions of employ-
ment, while as often as not its sole cause is an attempt on the part
of the unions to force unwilling workers to join.

The acquisition of privilege by the unions has nowhere been as
spectacular as in Britain, where the Trade Dispute Act of 1906
conferred “upon a trade union a freedom from civil liability for
the commission of even the most heinous wrong by the union or
its servant, and in short confer[red] upon every trade union a privi-
lege and protection not possessed by any other person or body of
persons, whether corporate or incorporate.” Similar friendly legis-
lation helped the unions in the United States, where first the Clay-
ton Act of 1914 exempted them from the antimonopoly provisions
of the Sherman Act; the Norris—LaGuardia Act of 1932 “went a
long way to establish practically complete immunity of labor
organizations for torts”;* and, finally, the Supreme Court in a
crucial decision sustained “the claim of a union to the right to deny
participation in the economic world to an employer.”® More or less
the same situation had gradually come to exist in most European
countries by the 1920’s, “less through explicit legislative permis-
sion than by the tacit toleration by authorities and courts.”®
Everywhere the legalization of unions was interpreted as a legal-
ization of their main purpose and as recognition of their right to
do whatever seemed necessary to achieve this purpose—namely,
monopoly. More and more they came to be treated not as a group
which was pursuing a legitimate selfish aim and which, like every
other interest, must be kept in check by competing interests
possessed of equal rights, but as a group whose aim—the ex-
haustive and comprehensive organization of all labor—must be
supported for the good of the public.”

Although flagrant abuses of their powers by the unions have
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often shocked public opinion in recent times and uncritical pro-
union sentiment is on the wane, the public has certainly not yet
become aware that the existing legal position is fundamentally
wrong and that the whole basis of our free society is gravely
threatened by the powers arrogated by the unions. We shall not be
concerned here with those criminal abuses of union power that
have lately attracted much attention in the United States, al-
though they are not entirely unconnected with the privileges that
unions legally enjoy. Our concern will be solely with those powers
that unions today generally possess, either with the explicit per-
mission of the law or at least with the tacit toleration of the law-
enforcing authorities. Our argument will not be directed against
labor unions as such; nor will it be confined to the practices that
are now widely recognized as abuses. But we shall direct our at-
tention to some of their powers which are now widely accepted as
legitimate, if not as their “sacred rights.”” The case against these
is strengthened rather than weakened by the fact that unions
have often shown much restraint in exercising them. It is precisely
because, in the existing legal situation, unions could do infinitely
more harm than they do, and because we owe it to the moderation
and good sense of many union leaders, that the situation is not
much worse that we cannot afford to allow the present state of
affairs to continue.?

2. It cannot be stressed enough that the coercion which unions
have been permitted to exercise contrary to all principles of free-
dom under the law is primarily the coercion of fellow workers.
Whatever true coercive power unions may be able to wield over
employers is a consequence of this primary power of coercing other
workers; the coercion of employers would lose most of its objec-
tionable character if unions were deprived of this power to exact
unwilling support. Neither the right of voluntary agreement be-
tween workers nor even their right to withhold their services in
concert is in question. It should be said, however, that the latter—
the right to strike—though a normal right, can hardly be re-
garded as an inalienable right. There are good reasons why in
certain employments it should be part of the terms of employment
that the worker should renounce this right; i.e., such employ-
ments should involve long-term obligations on the part of the
workers, and any concerted attempts to break such contracts
should be illegal.
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It is true that any union effectively controlling all potential
workers of a firm or industry can exercise almost unlimited pres-
sure on the employer and that, particularly where a great amount
of capital has been invested in specialized equipment, such a
union can practically expropriate the owner and command nearly
the whole return of his enterprise.’ The decisive point, however,
is that this will never be in the interest of all workers—except in
the unlikely case where the total gain from such action is equally
shared among them, irrespective of whether they are employed
or not—and that, therefore, the union can achieve this only by
coercing some workers against their interest to support such a
concerted move.

The reason for this is that workers can raise real wages above the
level that would prevail on a free market only by limiting the
supply, that is, by withholding part of labor. The interest of those
who will get employment at the higher wage will therefore always
be opposed to the interest of those who, in consequence, will find
employment only in the less highly paid jobs or who will not be
employed at all.

The fact that unions will ordinarily first make the employer
agree to a certain wage and then see to it that nobody will be em-
ployed for less makes little difference. Wage fixing is quite as ef-
fective a means as any other of keeping out those who could be
employed only at a lower wage. The essential point is that the
employer will agree to the wage only when he knows that the
union has the power to keep out others.’ As a general rule, wage
fixing (whether by unions or by authority) will make wages
higher than they would otherwise be only if they are also higher
than the wage at which all willing workers can be employed.

Though unions may still often act on a contrary belief, there
can now be no doubt that they cannot in the long run increase real
wages for all wishing to work above the level that would establish
itself in a free market—though they may well push up the level of
money wages, with consequences that will occupy us later. Their
success in raising real wages beyond that point, if it is to be more
than temporary, can benefit only a particular group at the expense
of others. It will therefore serve only a sectional interest even when
it obtains the support of all. This means that strictly voluntary
unions, because their wage policy would not be in the interest of
all workers, could not long receive the support of all. Unions that
had no power to coerce outsiders would thus not be strong enough
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to force up wages above the level at which all s;ekilng work could
be employed, that is, the level that would establish itself in a truly
free market for labor in general. .

But, while the real wages of all the employed can be raised by
union action only at the price of unemployment, unions in par-
ticular industries or crafts may well raise the wages of their mem-
bers by forcing others to stay in less-well-paid occupations. How
great a distortion of the wage structure this in fact causes Is
difficult to say. If one remembers, however, that some unions ﬁn‘d
it expedient to use violence in order to prevent any influx into their
trade and that others are able to charge high premiums for ad-
mission (or even to reserve jobs in the trade for children of present
members), there can be little doubt that this cl'lstormon is consider-
able. It is important to note that such policies can be employed
successfully only in relatively prosperous and highly paid occupa-
tions and that they will therefore result in the exploitation of the
relatively poor by the better-off. Even though within the scope of
any one union its actions may tend to reduce differences in re-
muneration, there can be little doubt that, so far as.relatxve wages
in major industries and trades are concerned, unions today are
largely responsible for an inequality which has no function and is
entirely the result of privilege.’* This means that their activities
necessarily reduce the productivity of labor all around and there-
fore also the general level of real wages; because, if union action
succeeds in reducing the number of workers in the highly paid
jobs and in increasing the number of those who have to stay in
the less remunerative ones, the result must be that the over-all
average will be lower. It is, in fact, more than likely that, in
countries where unions are very strong, the general level of real
wages is lower than it would otherwise be.” This is certainly true
of most countries of Europe, where union policy is strengthened
by the general use of restrictive practices of a “make-work” char-
acter. _

If many still accept as an obvious and undeniable fact that the
general wage level has risen as fast as it has done because of the
efforts of the unions, they do so in spite of these unambiguous con-
clusions of theoretical analysis—and in spite of empirical evidence
to the contrary. Real wages have often risen much faster when
anions were weak than when they were strong; furthermore, even
the rise in particular trades or industries where labor was not
organized has frequently been much faster than in highly organ-
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ized and equally prosperous industries.’® The common impression
to the contrary is due partly to the fact that wage gains, which are
today mostly obtained in union negotiations, are for that reason
regarded as obtainable only in this manner'* and even more to the
fa(_:t that, as we shall presently see, union activity does in fact
bring about a continuous rise in money wages exceeding the in-
crease in real wages. Such increase in money wages is possible
without producing general unemployment only because it is regu-
larly made ineffective by inflation—indeed, it must be if full em-
ployment is to be maintained.

3. Ifunions have in fact achieved much less by their wage policy
than is generally believed, their activities in this field are neverthe-
less economically very harmful and politically exceedingly danger-
ous. They are using their power in a manner which tends to make
the market system ineffective and which, at the same time, gives
them a control of the direction of economic activity that would be
dangerous in the hands of government but is intolerable if exer-
cised by a particular group. They do so through their influence on
the relative wages of different groups of workers and through their
constant upward pressure on the level of money wages, with its
inevitable inflationary consequences.

~ The effect on relative wages is usually greater uniformity and
rigidity of wages within any one union-controlled group and greater
and nlon-functional differences in wages between different groups.
This is accompanied by a restriction of the mobility of labor, of
which the former is either an effect or a cause. We need say, no
more about the fact that this may benefit particular groups but
can only lower the productivity and therefore the incomes of the
workers in general. Nor need we stress here the fact that the
greater stability of the wages of particular groups which unions
may secure is likely to involve greater instability of employment.
What is important is that the accidental differences in union power
of the different trades and industries will produce not only gross
Jnequalitie_s in remuneration among the workers which have no
economic justification but uneconomic disparities in the develop-
melntlof different industries. Socially important industries, such as
bu1ld1lng, will be greatly hampered in their development and will
conspicuously fail to satisfy urgent needs simply because their
character offers the unions special opportunities for coercive
monopolistic practices.” Because unions are most powerful where

{272}

Methods of Union Coercion

capital investments are heaviest, they tend to become a deterrent
to investment—at present probably second only to taxation.
Finally, it is often union monopoly in collusion with enterprise
that becomes one of the chief foundations of monopolistic control
of the industry concerned.

The chief danger presented by the current development of
unionism is that, by establishing effective monopolies in the supply
of the different kinds of labor, the unions will prevent competition
from acting as an effective regulator of the allocation of all re-
sources. But if competition becomes ineffective as a means of such
regulation, some other means will have to be adopted in its place.
The only alternative to the market, however, is direction by au-
thority. Such direction clearly cannot be left in the hands of
particular unions with sectional interests, nor can it be adequately
performed by a unified organization of all labor, which would there-
by become not merely the strongest power in the state but a power
completely controlling the state. Unionism as it is now tends, how-
ever, to produce that very system of over-all socialist planning
which few unions want and which, indeed, it is in their best
interest to avoid.

4, The unions cannot achieve their principal aims unless they
obtain complete control of the supply of the type of labor with
which they are concerned; and, since it is not in the interest of all
workers to submit to such control, some of them must be induced
to act against their own interest. This may be done to some extent
through merely psychological and moral pressure, encouraging the
erroneous belief that the unions benefit all workers. Where they
succeed in creating a general feeling that every worker ought, in
the interest of his class, to support union action, coercion comes to
be accepted as a legitimate means of making a recalcitrant worker
do his duty. Here the unions have relied on a most effective tool,
namely, the myth that it is due to their efforts that the standard
of living of the working class has risen as fast as it has done and
that only through their continued efforts will wages continue to
increase as fast as possible—a myth in the assiduous cultivation of
which the unions have usually been actively assisted by their op-
ponents. A departure from such a condition can come only from
a truer insight into the facts, and whether this will be achieved
depends on how effectively economists do their job of enlightening
public opinion.
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But though this kind of moral pressure exerted by the unions
may be very powertul, it would scarcely be sufficient to give them
the power to do real harm. Union leaders apparently agree with
the students of this aspect of unionism that much stronger forms
of coercion are needed if the unions are to achieve their aims. It is
the techniques of coercion that unions have developed for the
purpose of making membership in effect compulsory, what they
f:‘all_their “organizational activities” (or, in the United States

union security”’—a curious euphemism) that give them real
power. Because the power of truly voluntary unions will be re-
stricted to what are common interests of all workers, they have
come to direct their chief efforts to the forcing of dissenters to
obey their will.

They could never have been successful in this without the sup-
port of a misguided public opinion and the active aid of govern-
ment. Unfortunately, they have to a large extent succeeded in
persuading the public that complete unionization is not only legiti-
mate but important to public policy. To say that the workers have
a rllght to form unions, however, is not to say that the unions have
a right to exist independently of the will of the individual workers.
Far from being a public calamity, it would indeed be a highly
desirable state of affairs if the workers should not feel it necessary
to _form unions. Yet the fact that it is a natural aim of the unions
to induce all workers to join them has been so interpreted as to
mean that the unions ought to be entitled to do whatever seems
necessary to achieve this aim. Similarly, the fact that it is legiti-
mate for unions to try to secure higher wages has been interprgted
to mean that they must also be allowed to do whatever seems
necessary to succeed in their effort. In particular, because striking
has been accepted as a legitimate weapon of unions, it has come
to be believed that they must be allowed to do whatever seems
necessary to make a strike successful. In general, the legalization
of unions has come to mean that whatever methods they regard
as indispensable for their purposes are also to be treated as legal.

The present coercive powers of unions thus rest chiefly on the
use of methods which would not be tolerated for any other pur-
pose and which are opposed to the protection of the individual’s
private sphere. In the first place, the unions rely—to a much
greater extent than is commonly recognized—on the use of the
picket line as an instrument of intimidation. That even so-called
“peaceful” picketing in numbers is severely coercive and the con-
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doning of it constitutes a privilege conceded because of its pre-
sumed legitimate aim is shown by the fact that it can be and is
used by persons who themselves are not workers to force others to
form a union which they will control, and that it can also be used
for purely political purposes or to give vent to animosity against
an unpopular person. The aura of legitimacy conferred upon it
because the aims are often approved cannot alter the fact that it
represents a kind of organized pressure upon individuals which in
a free society no private agency should be permitted to exercise.
Next to the toleration of picketing, the chief factor which en-
ables unions to coerce individual workers is the sanction by both
legislation and jurisdiction of the closed or union shop and its
varieties. These constitute contracts in restraint of trade, and only
their exemption from the ordinary rules of law has made them
legitimate objects of the “organizational activities” of the unions.
Legislation has frequently gone so far as to require not only that
a contract concluded by the representatives of the majority of the
workers of a plant or industry be available to any worker who
wishes to take advantage of it, but that it apply to all employees,
even if they should individually wish and be able to obtain a differ-
ent combination of advantages.!* We must also regard as inadmis-
sible methods of coercion all secondary strikes and boycotts which
are used not as an instrument of wage bargaining but solely as a
means of forcing other workers to fall in with union policies.
Most of these coercive tactics of the unions can be practiced,
moreover, only because the law has exempted groups of workers
from the ordinary responsibility of joint action, either by allowing
them to avoid formal incorporation or by explicitly exempting
their organizations from the general rules applying to corporate
bodies. There is no need to consider separately various other as-
pects of contemporary union policies such as, to mention one,
industry-wide or nation-wide bargaining. Their practicability rests
on the practices already mentioned, and they would almost cer-
tainly disappear if the basic coercive pewer of the unions were
removed.!”

5. Tt can hardly be denied that raising wages by the use of
coercion is today the main aim of unions. Even if this were their
sole aim, legal prohibition of unions would however, not be justi-
fiable. In a free society much that is undesirable has to be tolerated
if it cannot be prevented without discriminatory legislation. But
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the control of wages is even now not the only function of the
unions; and they are undoubtedly capable of rendering services
which are not only unobjectionable but definitely useful. If their
only purpose were to force up wages by coercive action, they would
probably disappear if deprived of coercive power. But unions have
other useful functions to perform, and, though it would be con-
trary to all our principles even to consider the possibility of pro-
hibiting them altogether, it is desirable to show explicitly why
there is no economic ground for such action and why, as truly
voluntary and non-coercive organizations, they may have impor-
tant services to render. It is in fact more than probable that
unions will fully develop their potential usefulness only after they
have been diverted from their present antisocial aims by an effec-
tive prevention of the use of coercion.'®

Unions without coercive powers would probably play a useful
and important role even in the process of wage determination. In
the first place, there is often a choice to be made between wage in-
creases, on the one hand, and, on the other, alternative benefits
which the employer could provide at the same cost but which he
can provide only if all or most of the workers are willing to accept
them in preference to additional pay. There is also the fact that
the relative position of the individual on the wage scale is often
nearly as important to him as his absolute position. In any hier-
archical organization it is important that the differentials between
the remuneration for the different jobs and the rules of promotion
are felt to be just by the majority.’® The most effective way of
securing consent is probably to have the general scheme agreed
to in collective negotiations in which all the different interests are
represented. Even from the employer’s point of view it would be
difficult to conceive of any other way of reconciling all the differ-
ent considerations that in a large organization have to be taken
into account in arriving at a satisfactory wage structure. An agreed
set of standard terms, available to all who wish to take advantage
of them, though not excluding special arrangements in individual
cases, seems to be required by the needs of large-scale organiza-
tions.

The same is true to an even greater extent of all the general
problems relating to conditions of work other than individual re-
muneration, those problems which truly concern all employees
and which, in the mutual interest of workers and employers,
should be regulated in a manner that takes account of as many
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desires as possible. A large organization must in a great measure
be governed by rules, and such rules are likely to operate most
effectively if drawn up with the participation of the workers.?
Because a contract between employers and employees regulates
not only relations between them but also relations between the
various groups of employees, it is often expedient to give it the
character of a multilateral agreement and to provide in certain
respects, as in grievance procedure, for a degree of self-government
among the employees.

There is, finally, the oldest and most beneficial activity of the
unions, in which as “friendly societies” they undertake to assist
members in providing against the peculiar risks of their trade.
This is a function which must in every respect be regarded as a
highly desirable form of self-help, albeit one which is gradually
being taken over by the welfare state. We shall leave the question
open, however, as to whether any of the above arguments justify
unions of a larger scale than that of the plant or corporation.

An entirely different matter, which we can mention here only
in passing, is the claim of unions to participation in the conduct
of business. Under the name of “industrial democracy” or, more
recently, under that of “co-determination,” this has acquired
considerable popularity, especially in Germany and to a lesser
degree in Britain. It represents a curious recrudescence of the ideas
of the syndicalist branch of nineteenth-century socialism, the
least-thought-out and most impractical form of that doctrine.
Though these ideas have a certain superficial appeal, they reveal
inherent contradictions when examined. A plant or industry can-
not be conducted in the interest of some permanent distinct body
of workers if it is at the same time to serve the interests of the
consumets. Moreover, effective participation in the direction of
an enterprise is a full-time job, and anybody so engaged soon
ceases to have the outlook and interest of an employee. It is not
only from the point of view of the employers, therefore, that such
a plan should be rejected; there are very good reasons why in the
United States union leaders have emphatically refused to assume
any responsibility in the conduct of business. For a fuller exami-
nation of this problem we must, however, refer the reader to the
careful studies, now available, of all its implications.*

6. Though it may be impossible to protect the individual
against all union coercion so long as general opinion regards it as
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legitimate, most students of the subject agree that comparatively
few and, as they may seem at first, minor changes in law and
jurisdiction would suffice to produce far-reaching and probably
decisive changes in the existing situation.?® The mere withdrawal
of the special privileges either explicitly granted to the unions or
arrogated by them with the toleration of the courts would seem
enough to deprive them of the more serious coercive powers which
they now exercise and to channel their legitimate selfish interests
so that they would be socially beneficial.

The essential requirement is that true freedom of association
be assured and that coercion be treated as equally illegitimate
whether employed for or against organization, by the employer or
by the employees. The principle that the end does not justify the
means and that the aims of the unions do not justify their exemp-
tion from the general rules of law should be strictly applied. Today
this means, in the first place, that all picketing in numbers should
be prohibited, since it is not only the chief and regular cause of
violence but even in its most peaceful forms is a means of coercion.
Next, the unions should not be permitted to keep non-members
out of any employment. This means that closed- and union-shop
contracts (including such varieties as the “maintenance of mem-
bership” and “preferential hiring” clauses) must be treated as
contracts in restraint of trade and denied the protection of the
law. They differ in no respect from the “yellow-dog contract”
which prohibits the individual worker from joining a union and
which is commonly prohibited by the law.

The invalidating of all such contracts would, by removing the
chief objects of secondary strikes and boycotts, make these and
similar forms of pressure largely ineffective. It would be necessary,
however, also to rescind all legal provisions which make contracts
concluded with the representatives of the majority of workers of
a plant or industry binding on all employees and to deprive all
organized groups of any right of concluding contracts binding on
men who have not voluntarily delegated this authority to them.?
Finally, the responsibility for organized and concerted action in
conflict with contractual obligations or the general law must be
firmly placed on those in whose hands the decision lies, irrespec-
tive of the particular form of organized action adopted.

It would not be a valid objection to maintain that any legisla-
tion making certain types of contracts invalid would be contrary
to the principle of freedom of contract. We have seen before (in

{278}

Constraining Coercion

chap. xv) that this principle can never mean that all contracts
will be legally binding and enforcible. It means merely that all
contracts must be judged according to the same general rules and
that no authority should be given discretionary power to allow or
disallow particular contracts. Among the contracts to which the
law ought to deny validity are contracts in restraint of trade.
Closed- and union-shop contracts fall clearly into this category.
If legislation, jurisdiction, and the tolerance of executive agencies
had not created privileges for the unions, the need for special legis-
lation concerning them would probably not have arisen in com-
mon-law countries. That there is such a need is a matter for regret,
and the believer in liberty will regard any legislation of this kind
with misgivings. But, once special privileges have become part of
the law of the land, they can be removed only by special legisla-
tion. Though there ought to be no need for special “right-to-
work laws,” it is difficult to deny that the situation created in the
United States by legislation and by the decisions of the Supreme
Court may make special legislation the only practicable way of
restoring the principles of freedom.*

The specific measures which would be required in any given
country to reinstate the principles of free association in the field
of labor will depend on the situation created by its individual
development. The situation in the United States is of special in-
terest, for here legislation and the decisions of the Supreme Court
have probably gone further than elsewhere® in legalizing union
coercion and very far in conferring discretionary and essentially
irresponsible powers on administrative authority. But for further
details we must refer the reader to the important study by Profes-
sor Petro on The Labor Policy of the Free Society,” in which the
reforms required are fully described.

Though all the changes needed to vestrain the harmful powers
of the unions involve no more than that they be made to submit
to the same general principles of law that apply to everybody else,
there can be no doubt that the existing unions will resist them
with all their power. They know that the achievement of what
they at present desire depends on that very coercive power which
will have to be restrained if a free society is to be preserved. Yet
the situation is not hopeless. There are developments under way
which sooner or later will prove to the unions that the existing
state cannot last. They will find that, of the alternative courses
of further development open to them, submitting to the general
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principle that prevents all coercion will be greatly preferable in
the long run to continuing their present policy; for the latter is
bound to lead to one of two unfortunate consequences.

7. While labor unions cannot in the long run substantially alter
the level of real wages that all workers can earn and are, in fact
more likely to lower than to raise them, the same is not true of the
level of money wages. With respect to them, the effect of union
action will depend on the principles governing monetary policy.
ngat with the doctrines that are now widely accepted and the
policies accordingly expected from the monetary authorities, there
can be little doubt that current union policies must lead to con-
tinuous and progressive inflation. The chief reason for this is that
the dominant “full-employment” doctrines explicitly relieve the
unions of the responsibility for any unemployment and place the
duty of preserving full employment on the monetary and fiscal
authorities. The only way in which the latter can prevent union
policy from producing unemployment is, however, to counter
through inflation whatever excessive rises in real wages unions
tend to cause.

In order to understand the situation into which we have been
led, it will be necessary to take a brief look at the intellectual
sources of the full-employment policy of the “Keynesian” type.
The development of Lord Keynes’s theories started from the cor-
rect insight that the regular cause of extensive unemployment is
r;a.tl wages that are too high. The next step consisted in the propo-
sition that a direct lowering of money wages could be brought
about only by a struggle so painful and prolonged that it could
not be contemplated. Hence he concluded that real wages must
be lowered by the process of lowering the value of money. This is
really the reasoning underlying the whole “full-employment”
policy, now so widely accepted.”” If labor insists on a level of
money wages too high to allow of full employment, the supply of
money must be so increased as to raise prices to a level where the
real value of the prevailing money wages is no longer greater than
the productivity of the workers seeking employment. In practice,
this necessarily means that each separate union, in its attempt to
overtake the value of money, will never cease to insist on further
Increases in money wages and that the aggregate eftort of the
unions will thus bring about progressive inflation.

This would follow even if individual unions did no more than
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prevent any reduction in the money wages of any particular group.
Where unions make such wage reductions impracticable and wages
have generally become, as the economists put it, “rigid down-
ward,” all the changes in relative wages of the different groups
made necessary by the constantly changing conditions must be
brought about by raising all money wages except those of the
group whose relative real wages must fall. Moreover, the general
rise in money wages and the resulting increase in the cost of living
will generally lead to attempts, even on the part of the latter
group, to push up money wages, and several rounds of successive
wage increases will be required before any readjustment of rela-
tive wages is produced. Since the need for adjustment of relative
wages occurs all the time, this process alone produces the wage-
price spiral that has prevailed since the second World War, that
is, since full-employment policies became generally accepted.”®

The process is sometimes described as though wage increases
directly produced inflation. This is not correct. If the supply of
money and credit were not expanded, the wage increases would
rapidly lead to unemployment. But under the influence of a doc-
trine that represents it as the duty of the monetary authorities to
provide enough money to secure full employment at any given
wage level, it is politically inevitable that each round of wage in-
creases should lead to further inflation.?® Or it is inevitable until
the rise of prices becomes sufficiently marked and prolonged to
cause serious public alarm. Efforts will then be made to apply the
monetary brakes. But, because by that time the economy will
have become geared to the expectation of further inflation and
much of the existing employment will depend on continued mone-
tary expansion, the attempt to stop it will rapidly produce sub-
stantial unemployment. This will bring a renewed and irresistible
pressure for more inflation. And, with ever bigger doses of infla-
tion, it may be possble for quite a long time to prevent the appear-
ance of the unemployment which the wage pressure would other-
wise cause. To the public at large it will seem as if progressive
inflation were the direct consequence of union wage policy rather
than of an attempt to cure its consequences.

Though this race between wages and inflation is likely to go on
for some time, it cannot go on indefinitely without people coming
to realize that it must somehow be stopped. A monetary policy
that would break the coercive powers of the unions by producing
extensive and protracted unemployment must be excluded, for it
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would be politically and socially fatal. But if we do not succeed
in time in curbing union power at its source, the unions will soon
be faced with a demand for measures that will be much more dis-
tasteful to the individual workers, if not the union leaders, than
the submission of the unions to the rule of law: the clamor will
soon be either for the fixing of wages by government or for the
complete abolition of the unions.

8. In the field of labor, as in any other field, the elimination of
the market as a steering mechanism would necessitate the re-
placement of it by a system of administrative direction. In order
to approach even remotely the ordering function of the market,
such direction would have to co-ordinate the whole economy and
therefore, in the last resort, have to come from a single central
authority. And though such an authority might at first concern
itself only with the allocation and remuneration of labor, its policy
would necessarily lead to the transformation of the whole of socie-
ty into a centrally planned and administered system, with all its
economic and political consequences.

In those countries in which inflationary tendencies have oper-
ated for some time, we can observe increasingly frequent demands
for an “over-all wage policy.” In the countries where these tenden-
cies have been most pronounced, notably in Great Britain, it
appears to have become accepted doctrine among the intellectual
leaders of the Left that wages should generally be determined by
a “‘unified policy,” which ultimately means that government must
do the determining.?® If the market were thus irretrievably de-
prived of its function, there would be no efficient way of distribut-
ing labor throughout the industries, regions, and trades, other
than having wages determined by authority. Step by step, through
setting up an official conciliation and arbitration machinery with
compulsory powers, and through the creation of wage boards, we
are moving toward a situation in which wages will be determined
by what must be essentially arbitrary decisions of authority.

All this is no more than the inevitable outcome of the present
policies of labor unions, who are led by the desire to see wages
determined by some conception of “justice” rather than by the
forces of the market. But in no workable system could any group
of people be allowed to enforce by the threat of violence what it
believes it should have. And when not merely a few privileged
groups but most of the important sections of labor have become
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effectively organized for coercive action, to allow each to act
independently would not only produce the opposite of justice but
result in economic chaos. When we can no longer depend on the
impersonal determination of wages by the market, the only way
we can retain a viable economic system is to have them deter-
mined authoritatively by government. Such determination must
be arbitrary, because there are no objective standards of justice
that could be applied.®* As is true of all other prices or services,
the wage rates that are compatible with an open opportunity for
all to seek employment do not correspond to any assessable merit
or any independent standard of justice but must depend on condi-
tions which nobody can control.

Once government undertakes to determine the whole wage
structure and is thereby forced to control employment and pro-
duction, there will be a far greater destruction of the present
powers of the unions than their submission to the rule of equal
law would involve. Under such a system the unions will have
only the choice between becoming the willing instrument of gov-
ernmental policy and being incorporated into the machinery of
government, on the one hand, and being totally abolished, on the
other. The former alternative is more likely to be chosen, since it
would enable the existing union bureaucracy to retain their posi-
tion and some of their personal power. But to the workers it would
mean complete subjection to the control by a corporative state.
The situation in most countries leaves us no choice but to await
some such outcome or to retrace our steps. The present position
of the unions cannot last, for they can function only in a market
economy which they are doing their best to destroy.

9. The problem of labor unions constitutes both a good test of
our principles and an instructive illustration of the consequences
if they are infringed. Having failed in their duty of preventing
private coercion, governments are now driven everywhere to
exceed their proper function in order to correct the results of that
failure and are thereby led into tasks which they can perform only
by being as arbitrary as the unions. So long as the powers that the
unions have been allowed to acquire are regarded as unassailable,
there is no way to correct the harm done by them but to give the
state even greater arbitrary power of coercion. We are indeed
already experiencing a pronounced decline of the rule of law in
the field of labor.® Yet all that is really needed to remedy the
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situation is a return to the principles of the rule of law and to their
consistent application by legislative and executive authorities.

This path is still blocked, however, by the most fatuous of all
fashionable arguments, namely, that “we cannot turn the clock
back.” One cannot help wondering whether those who habitually
use this cliché are aware that it expresses the fatalistic belief that
we cannot learn from our mistakes, the most abject admission
that we are incapable of using our intelligence. I doubt whether
anybody who takes a long-range view believes that there is an-
other satisfactory solution which the majority would deliberately
choose if they fully understood where the present developments
were leading. There are some signs that farsighted union leaders
are also beginning to recognize that, unless we are to resign our-
selves to the progressive extinction of freedom, we must reverse
that trend and resolve to restore the rule of law and that, in order
to save what is valuable in their movement, they must abandon
the illusions which have guided it for so long.?

Nothing less than a rededication of current policy to principles
already abandoned will enable us to avert the threatening danger
to freedom. What is required is a change in economic policy, for in
the present situation the tactical decisions which will seem to be
required by the short-term needs of government in successive
emergencies will merely lead us further into the thicket of arbi-
trary controls. The cumulative effects of those palliatives which
the pursuit of contradictory aims makes necessary must prove
strategically fatal. As is true of all problems of economic policy,
the problem of labor unions cannot be satisfactorily solved by ad
hoc decisions on particular questions but only by the consistent
application of a principle that is uniformly adhered to in all fields.
There is only one such principle that can preserve a free society:
namely, the strict prevention of all coercion except in the enforce-
ment of general abstract rules equally applicable to all.
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Soctal Security

The docirine of the safety net, to calch those who
fall, has been made meaningless by the docirine of
fair shares for those of us who are quite able to stand.

The Economist

1. In the Western world some provision for those threatened by
the extremes of indigence or starvation due to circumstances be-
yond their control has long been accepted as a duty of the com-
munity. The local arrangements which first supplied this need be-
came inadequate when the growth of large cities and the increased
mobility of men dissolved the old neighborhood ties; and (if the
responsibility of the local authorities was not to produce obstacles
to movement) these services had to be organized nationally and
special agencies created to provide them. What we now know as
public assistance or relief, which in various forms is provided in all
countries, is merely the old poor law adapted to modern condi-
tions. The necessity of some such arrangement in an industrial
society is unquestioned—be it only in the interest of those who
require protection against acts of desperation on the part of the
needy.

It is probably inevitable that this relief should not long be con-
fined to those who themselves have not been able to provide
against such needs (the “deserving poor,” as they used to be
called) and that the amount of relief now given in a comparatively
wealthy society should be more than is absolutely necessary to
keep alive and in health. We must also expect that the availability
of this assistance will induce some to neglect such provision
against emergencies as they would have been able to make on
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