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ktter to the Editor:

There appears bo be a general ignorance (or at least an evasion) of the funda-

nental causes of inflation inci ru"u"!1oo in the U.S. econony exhibited by most

reconornistslr, politicians, and journalists" As a result narry persons have been pro-

foundly mj-sled. Tiie najorj-ty oi political-candidates are not substantively addres-

sing these econon:-ic lssues because both nraJor partles have had a hand in bringing
then about.

Inflation and recession are prinari\y caused by goverr::n:ent inluervention"

Although inflation can take ptacu'in a pu,rely laissez-faire econont' (one withorrt

governrnenb interference in the econonie machi:rery) as a result of increased de-

nand and relative scarcity, tiris less virulen1 kind of inflation is uecessary both

to reallocate fjnj.te capitat reuorrrces (learting to an increase of produc-i;ion to neet

denand for goods and services) and to pernit the consenration of scarce resources

iJ they are truly scarce, prornoting the developmeni of substi'r'utes' Price rises
in a free econory are transttoty, Iirr"" corpeting firns mnst' undercut each otherrs

prices to staY jn business.

I{istorical d;lia conflrm ihat a free econcnqr, unfettered by goverrrnent j-nter-

venti-on, consislently lowers prices for ti^e consurer and raises the real standard

of llving, 1;uring the nineteenth centuryo laissez-f"l::-iag1!3risn produced a

drop in the ilnite[ St.t"" nholesale pricl- indgx (with 1910-1914 prices as lhe base-

Ilne) fron 129 ir. fSOO to 82 in 1890. Capitalist growth does not produce j::-flation'

In fact, the steady grovrbh of inflation in the u.s. econors has accornpan:ied govern-

ment-initlated nr:netary poli.cies (such as the-Federal Reserve Act of 1913t which

produced tne cepreu"iol;r- fpz9i.' it i" a well hown fact a'rnong econonlsts that

the lengfk and severity of ihe iepression was aggravated by federal- nonetary po1"i-

cies. Rooseveltrs National rndustrial Recovery'act and the ttliew Deal" established

the basj_s for the present inflation xilhout aneliorating unemployment anrounting to

over 10 million Persons j-n l-937'

In a laissez-faire capitalist econory profits result from cutting production

costs. consu:ners at all levels of society benefit jn the form of lorrer prices and

greater real incore. This is i-n contr,ast to artnjxed econonrytr (partial governnrcn-

i.i-.""trol) xherein artificial nonopolies are created by governneni protection'

The consumer pays higher prices beeause competition is not allowed by 13w in an

lncreasi:rg nrrnber of j:rdustrie6'

Even governnent of,ficials such as Federal Trade Con'uaission Chairnan lenis A'

Engnan and Lonell i.iason, pas:nenber of the FIC, have described the ill efiecbs of
govern&ent regulation in no uncertain te'rns. ileferying to the effsct of tlre Civil
.Aer"onautics Foard and lhe interstate corurlerce corunission drn tire transpor"babion in-
dqstry, Engnan slates that rrfor all intents and purpo$es there is no competition

at a1l . rr

$oVerunent legislaticn (Sherma;3 .{ntitrlst Act) enfofces botn 6ne o,*l'r{'e uce

of iaefficient firr..is (Loci<heed) and the continuation of ncnopoi-ies {U'S' Fcstal

Service). It iras pun:isi:.ed effj.cient and conpei;itive enterprises such as ihe Alu-

nirmm conpar*, of America (;rlC0,cj and Internaiional Eusine$$ iuachines irBi'"{)' ?he

consumer pays for this in higher prices and tbe Yrage-earner suffe::s fron fever

enploynent options as government-protecied monopolies take over' Ft'ivat'e firns
are resLrj-cted hy law lrom competJng by cut+'ing price.s' Gove.rnaent legislation
has instituiionaiized inflation Uy o,"f.ing free-nark'f;i coupetition illega}'



In a free narketl where subsidles, franchises, large-scale otnership of land

and resources, and cartelisaiion are ccnstitr:tionally not pernitted to the govern-

nent, increased. prices ca[seo by increased demand rfiritl promote higber production

of goods and seriices, These goods and services, and the greation of new efficient
ways to produce then, ca:not be legislated into Lxistence. Only the profit motives

of eapitalists (enlren:'eneursr o*nf,ers, stockholders ) can lead to ihe wise invest-
Bent of funds {represen1iru3 plant, equipnent'r.ei;c') ieading lo-the viable produc-

ti,on of good*; anci se*r ices. ;overn'ent- cannbt efficj'ently perforn this task because

it does not i:ave to co"rpete and because the bureaucrat nakj-ng the decisj-ons does not

zuffer a personal loss:-f tn* unrlertaking floun<iers and loses nillions (as dld t'he

Urban Renerral ir;;g;;j. The capj-talist entrepreneur suffers for his ineptitude by

losi.ng h1s business. iie paTs flr his own ndstakes' The capitalist cannot foree

yor to pay or to wprk. 0n tlle other hand, government, which has the lega1 nono-

po\y over coerci.re pi:ysical .fcrce, can and cioes force you to oacrifice your earo-

i"A; to shore up its bureaucraii'c bungling'

Theconpetitiveavailabilityofgoodsandservicesont,hemarketincreasesthe
sppl'r qualily, and variety 'n relatlon to ihe noney supply (a supply n'hich ean be

only 
'im:ited 

if it is backeri by golo), thus lowering prlcls- en&-rnore i-'rnporiant"v'"-

providi-ng regl increeses in the Stanaara of livi-ng' If,r a free-market econotry' corF

sunption is rn f:ne *:"U-, produc;ion and invesis€n{ is t function of capital savlngs'

In a goverr:,nent-conirolled econoByr producti-on-anci savings are sacrlficed to con-

su:rptlon. Inflation cones abot]t ui . "uuoli 
of too few goods and serrrices anslYelF

ing too naqr paper clai.n:s (paper noneyr welfare checks, foreign aid, etc' ) ' i'e-

cession results rihen inflation reduces- the nlnler of goods and senrices whieb rela-
tlvely fixed incoiaes ean purcirt"u, ""a ihe-lac* of j'nvestment capital to e'xpand

production. Trj"s causes unerploy,nent anci lorrers purchasPg poT*" stj-l} further'
Essentially, this is tpe nechanisat of ihe present trstagflationu (econonic stagnation

and inflation).

oovern:nent jntersention jn the forn of fiscal prograjnst .nonetary policies' and

regulation are the cause of the present inflation. This kind if inflaiion' however'

is not going to stop as it would in-a,free econo;r6r. Instead, it slll gei progres-

sively $.orse as goverrment cooiirr""s to (1) increlse its spendi-ngo (2) enploy fiat
monsy policies (hidclen taxaticnrir-"ta (:) strangle private business through arbi-
trary regulation.

In terms of fiscal progralns the u.s. government is now demandj-ng vre1l over

one quarter of the gross naiional product lor essentially non-productive r-lseer

The federaf Uuae;i f,as clirnbed frorn 9 bi1lion do1lars in 191+0 to over 300 biilion
in lg?h. The nuir^ber of governnent enployees at all levels j's lh'5 rnillion' or

one out of six enployed persons. Thi; nunber aOded to the 15 million welfare

recipj-ents constiiutls cicse to l0 niillion citizens, an €norruous poli"tical bloc'

Although defense is a reasonable functlon of goverrunent, the American welfare

state now spends over lLL billion dOllars for uhealbh, education', md welfaretr'

In the state of l,ashington alone the cost of welfare programs was 1'16 billion
dollars tn 5g11-_an averag* y";;rg';;;;;"-- of 76 nillion do1;lars since a95a,

The prices of goods and services are going up because bureaucrats and legis-

lators ar€ squandering our wealth' consr::ners or gooas and services sho'rld not

berate private industfu ro" r.r-gH*. pri.**. ?hese are economically j"navitable vihen

government inflates prlees Uy Jxpropriating nearly one quarter of the real wealth

for non-produciive--in,j irore oftln co'-rn"er-prod'rctive--use5' ?!re cost of iiving

canon\ygoupwlrengoodsandservicesarebeinguselesslyconsurpd.
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Government deflcit spendrng has created a natj-onaI debt of well over lr50 billion
dol1ars. The need to refinanee this Cebt by the sale of governnent securiti-es lt1:l
fLates inierest rates in t,he private sector. This results in hi.gher costs for
financing the e,rp.ansion of prj"vate industry. The U.S. govetriment, the worldts lar-
gest debtor, by conpeting with the pri-vate sector for the supply of lendable funds,
drives up t$e cost of AiL goods anci services.

l{ot only are short-terr,r cos'Ls and prices driven up, but the ability of lndustry
to erpand to neet long-ferrn increases 1n consuner demand is weakened. Iligh interest
rates, the result of governnent fln.ancing of deficj-t budgets (which are the result
of heavily padded social welfare schemes), drives r:p the cost of borrowjng funds
for plant expansi-on.

Governrnenb-induced high j-nterest rates arc the prine cause for the declirre of
the housing industry (providing a fut"ure rationale for governnrent-finaneed 1ow-in-
cone ho'rsing)" Banks, and $avings and lcans lnstitutions, cannot finance low-interr
est mortgages because th*y cannot attract low-interest deposits when interest rates
are s)lyrocketJ-ng.

!{onetarily, governmeni: policies increased the amount of fiat (paper) money
by over llr percent last year. This neans that there are that many aore dollars
ctrasing the sane ouantity of gooris and services. The effect of this can only be
higher prices (inflation).

Other governnient policies are also at work destroying the basis for naking a
Ilving. Regulatory agencies sueh as OSF,A (Occupational Safety and Health Admini.s-
tration), EPA (Enviroru.ental- Frotection Agency), Iffi (Interstate Cominerce Cornrn-is-
sion), and CI3 (Civi1 Aeronautics Board) and swalrrs of other agencies are directly
rosponsi-ble for g:'ossly ircppine tiie level of productivity and coryetii;ion. This
iE so by the arlnissj.on ol top officials within these agencies.

Goverri*nent l-abor legislation is a basic cause of j.nflation. Ltinim:n Yoage has
artificially raised the cosl of unskilled labor wlihout increasing its productivity.
ft has enlarged unenployneni by pri-c'i ng the part-time unskilled vrorker out of the
markete thereby lowering the overall productivity of the potential "'Eork force. Ey
reducing the nunber of persons 'rho can be gainfuliy erployed, mininran-wage legis-
lation has inereased ilie coercive monopo\y of labor unions. These, thror:gh govern-
nent protection, have becone poxerful labor trusts able to force enormous wage
increases frora enployers, as ''sel,l as denying every i.ndividual the right to nego-
tiate his or her orirr. wage-salary contracts. ?his results in unenploynrentr because
labor is artificially priced beyond wbat the market is willlng to pry'

Because of these conditions, key rndustries such as transportation and nrining
are being ruined by fealherbedding (an unnecessary nunber of employees on the pay-
ro11)" gne of the rnajor reasons for inCustryts presenb overdependence ori oi1 and
gas fuel supplles vras the overpricing of coal due to the overprici:rg of labor at
the bshest of the Uni-ted l,line i'orkerts Union.

Featherbedding, along with other goverRnent regulatory furnbling, has des-
troyed the railro"Cs" These are noyr in the process of being nationalized by the
fedenal governnent. Tire najor airli:res, and tire petrol-eun industry, are next in
line. Conpetition in both these j:rdustries has already been crushed through
decades of government jntersentionr



Thcrefore,'!he prine cause for lnflation is not prlvate business, as the wel-farc
statists c]aim, ,It is the fiscal- policy of more-more-moro governnent spending, the
monetary poliey df ever-increasing floods of paper moneyr and governrent regulatory
policy vlhich has hanrstrung iadustry'

If tha political leaders of this nation trrly want to reduce j-nflation and

raise the standard of living, they will (1) cut governrpnt progransr cut spending,
and cut taxes in large amor:nts, and (2) return to backing U.S. currency wit'b real
value and increase the money supply at a slow and predictible rate, if at allr and

finalJy (3) abofj.sh the tanglefoot regulatory agencies designed to harryer proiuction.

Unless Lmericans becorc a'wara of these conditions and take action by beconr-ing

politically ac|ive, rie xi1l eventually go the way of Britain and I'LaIy. The long-
terna outcorne of present governnent polrcres t-s not' nerely hrgh pricss and rrl-do-
spread uneuplo.ynent, but the rise of totalitarian institutions and thenco, alnost
certainly, to global uar.

lf you are tru\y concerned, for yortr chrldren and grandcliildren, ss Tisl,I as

yourself, leara about these conditions artd act now. Tonnomow canrt bc arly better
than today.

Yours in freedomt

Richard Robert $lomon
lAz5 fifth Ave. Horth, #202
$eattlo, rTash. 981C9
(206) 285-1783


