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:a f\er my first visit to l r.rael fif\een' 
~ years ugo, l•sumnmrized my impres­
sions' br, saying that two Jev•ish tradi-
tions wlre nt war·intI,smel: u ·l 00:.year-old 
tn'l<.lition•of be lief in paternalistic social­
ist government and of rejection of cupf: 
talism and free mii'ilt~tsl and n 2,000-
yenr-old tradition,. developed out of the 
necessities of the Diaspora, of sdf-rcli­
unce and voluntary coopenltion, of get­
ting arouiul government controls, of us­
ing every device of Jewish ingenuity to 

> take advantage or such opportunities as 
cscnpcd tlie clumsy grasp of government 
olllcialsi I concluded that, fortunately for 
hmel, the older tradition wns proving 
the stronger. 

On" recent visit to Israel, short~y niter 
the c lcctfons thnt, to evcryont?'s nston­
lshrn<int, voted in the Likud bloc, I fo1111d 
thnt the wnr between these two tradi­
tions Had moved Into 11 ne w l>hnse. 
Though the socialist doctri11c hnd been 
winning the war In pmctlcc, it l111d bccm 
los l11g the w11r In publ lu opinion, 

SPREAD OF SOCIALIST PRACTICE 
Covcn1111cnt controls uvor tlw I smoli 

economy hnvo mushroomed np11co. 
Roughly one-third of tlut ls me lt working 
forco is omplo)•cd h>' tho gowrnmont 
directly, and another th ltd b)• the Hlst11-
dnit-1t q1111sl-1:~1vcrnmcntnl industriul­
luhor t.•umple>..·Totul govemmcnt spc11d­
ln~ (ndjustod for funds fl'(11n nbrond) 
u1110111lts to somc.t ()(> to 70 ))Cr cent of 
nntlonul lncomo. Suhsldlc:; !Ire 11 wny of 
llfu: to l11hnri111d l11cl11stry; to fonnursam/ 
co11s11111ors of food; to hun1uowncrs 11 111/ 

renters. Aud so 11rc tn~us nod lnflution . 
A lnrkC ;.tovcmmcmt suctor Is 11ot n 

rcccmt pl1t.11101111:mo11. Out It l111s cl11111gud 
Its d 11\nlctt:r, 11s the sttlflcss lclu11llsts wlio 
wcm: l111tl111ly 111 contml wcrn roplitcucl. 
m thcmsolvus turned hlto thu vc:ry dllTer· 
~.nt t)'l>Cli who wore to111\>l<:1 l hy uppor-
1,unitlcs for prlvil c.1gu 1m ( pmflt to :-ot1k 
11nd gain posltloni; of power. In nddltlon, 
tho nlc:rc nnss11gc of time />md 11cu11 In· 
c:rl111sl11gly rhtlcl uncl l111rmf11 c:ontrols IUHI 
rcg11l11t11111sJ 1111 11cc1111111l11t1011 of costl)' 
,,nJ wnstutn! 1'>roj .. c;ts, n c.:llnccllng of' 
h ncfhs h)• bunions, ontrc.nu.ihud prlvl· 
ll'i(\', 11ncl .:orruptlon. It Is u111<icr to puss 
lnws th1111 tu ru1>trnl thum; to 01111ct rul(ulo­
tlunli tl11111 to co1·rcct 1ho111. C:ovoru111c 11t 
bur1•1111tm1ts 11111)' do aS !(O<)d II Juli llli 
pmflt-sul1kln~ cmtr<ipn•nu1m1 lo svluc.:I· 
lnl( projocts to 11ndort11kc. U11t \Yhllc 
l011St11i forulbl)• 1mcl li trlctly r>rlvnto foll · 
1111·~. the tnx collc~cJor Iii 11lw1l)'S thcru tu 
provide 11rtlflcl11l ro:lpln1ll1111 to ""'1on)­
nw11tAI f11il11rc 1i. 
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DECLINE Of SOCIALIST OPINION 
Tho use of sooh1llst rhetoric to j~1stlfy 

1111d protect pO!llUMs of prlvllugc 1111d 
power plus i;ocl11lis111's failure to deliver 
the goods hnve goncmtcd growing pub­
lic cynicism, In ndclition, there 1111!1 boon 
11 rn11cliu11 In lsrool. cspc1.1l11lly 11mong the 
youngt 11g11insl widening govenlntt:nt 
contm1s-m11tching tho rc.mction In most 
of the Wcstuni worlcl1 lncludin~ tho U.S. 

h1 l lirnd, thclic tcmlm1clcs h11vc: bc:cn 
rolnforcu~I hr the: division hutw11c\n tlw 
A11hkonu1.hn1 tht• Jews of l~um,Klnn ox• 
tn1<:tlon, nnd tllll Se phnrdim, t 1u moro 
r()ct•nt flootl of l1111nlgn111ts from thl1 Amh 
und lslumlc countril?s. The sc><Jlullxt doc­
trine wns 111l Ashlcu11u7.lc; Import 1md luu 
hoc11 lmplcmc11tocl prlr,1:•i-ily h; .. ~ :al:b: 
1rnzl111. Thu Suph11rdh11 l111d no shnll11r 
tnulltlon. As Hc n111rd Avlsl111I put It In 11 
rc·ccnt 11rtlclc1 In Thu Nc1w \'or~ Rllvluw of 
Oooks Ounu 2a. 1077), "Thu cltlzcms of 
lhc.i ' sue:oiul l !irnl'I' M\' flurcely rosuntful 
oft he l J1bor movc111c11t for h11vl11g tunwd 
1tw whole country into wl111t thu)' 1>ur• 
colvt' 11s 11 l': uropunn closucl shop ... L11-
horl111s hmm sc.:u1111s tlw plitl)' oflrirlvll c.:~c 
11nd c11lt11ml s11ohlwry, 1•sp1.1cl11l y nn1ong 
rc.ii;ldonts ofuhcl c:;cnJ~·us from the: poorer 
Soplmrdlc nolghhnrhoods." 

Thill clum~c 111 puhllo opinion, u11cl tlll' 
nssuclntucl clomeiitlc oconomlo dlffioul­
tl l'~. hnd fiir moro to do with tlw clqfout 

of d!e Labor Party• 
and the victory of 
the Likud alliance 
than•the different-es 
ov~er foreigr\1 policy 
that hav~ been so 
much discussed in 
the American press. 
There, ls a wide conse nsus in Israel that 
ranges over alt pat!ies except.for frln;t;' 
extremists~ on tlie substancc~ of forefgn 
policy. The much-discussed differences 
are almost entirely uhout. the rhetoric In 
whictl It is thought tactlcully ex.,edient . 
to clothe that policy. 

The mod~rn miracle of lsmel was 
achieved by free men nnd women fight­
ing uguinst incredible oJds. Ttie tme 
hope of lsrud-tlnd of frecd~m every- . 
where-is the enterprise. inltiatlw1 in­
ge nuity, drive, and courage of the Indi­
vidual citizens, coopcruting voluntarily 
with one 1111othor, producing the in­
credible proJ&re11s in C\ 'CI')' !IJ>herc thnt 
comes onl)• from the uctlvltfcs of the 
indlvldu11l. The throut ff()m its neigh· 
l>ors unfort111111tcly mand1ttc.1i1 a lartcc 
mll1t11ry effort on Ismcl. Thut effort mm't 
he coordin:ltcd """ 11<lmlni11tt rcd by 
govomment. Hence, hmcl cannot c11-
t•11pc havlnl( 11 ·slz11blu soclwist 11c<:tor. 
8\lt tlint sector <:un remain as It ha!I betin, 
rolntivoly offio"111t onh• so long us lt fl 
s11p~>0rtucl by 11 fN'o Jl<mplt1 and u ~trong, 
productive, privat · t:C(lnom)'• 

PROSPECT. Fv,_ ~E 
Prime M!nlstnr Begin ~nd his govom­

rmmt h1wo procl11imccl tlwl~ lntuntlon to 
c1,t govcmmcnt down to sh'o nnd to 11lvc 
itrol\lor se:OJ>c: to thu fre:e 11111.·kut, M 11ch 11s 
I 11pprovc 01 these ohjeCJtl• tCJ!i, their 1&t­
t11l11111unt will not bu 0<1s•/. Too mllny 
gro11p11 hr~"'c ~ vostccl Inti· .l!st In .covom• 
111c11t s• .b11lclio11, 1noh1d111g 1111my of" tho 
stronr.~st 1m\>1>mtcrs of tho Llkud. In " 
1l!~c:u11;ilo11 t utt I h11d 111 hlruol with " 
gmup of prfvnto huslnur.smcn, J)rh·.itu 
formers u11d prlvutc b1111kurs, tlu: h11sl-
11uss lc.mdcn cxprcssud su,>port for eU111l-
1rnUng KOVcmmunt subsl< .lcs-provldud 
tilt! flrOCC~ll 11t1ut1Jcl with 1tlCrlc11lt11ro. Thti 
lc)il( t•rs of UMric11lt11rc C:lq>rcsllcd SllJ)l>Ort 
for dl111in11ti11g g<,wmmcmt sub kllc:s-
1>rovldc<l tho prt1co11s xturtod with bu11I· 
no11s. Ditto thu b1111kc~. 

It will bu u tri umph of lc1ulc:rshlp and 
ldu11l111111 If Prhnt\ Minister Uotcln and his 
l(c>vo11unu11t cnn 11ntu111elc the 1marl they 
lnhurltud frc>m the 29-yoiu rulu of their 
~uci"llst OllJM1t1011t11. Thulr succc:ss Is vi· 
tul both fol'! brncl 1111cl for frnu mun cwcry· 
whuro, I wl11h thum well. 
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The Preaident'a plat. to apur the economy 
with tax cuta and more federal spending will 
aimply bring on more Inflation, warns econ­
omi1t Friedman, who glve1 hi• preacriptlon 
for lower un8mployment with stable price1. 

Q Profe110r Friedman, will President Carter'li propam of 
tu cuts and q,endina stimulate the economy? 

A There is nothing in the package which will stimulate 
anything. How can the Government stimulate the economy 
by taking money out or one pocket or the public and putting 
It Into another pocket? The rebate plan, for example, would 
distribute SM apiece to most consumers. As a result, those 
consumen will tend to spend more. But where will the 
Government get the money to send out the rebutcs? 

Q But almosi everyone looks on the rebate es 11 good way 
to stimulate the cconomy-

A It appears to be n stimulant because pcoplc1 arc looking 
at the visible effects and paying no uttention to the invisible 
eff ccts. The $50 rebate checks and the extra expenditures by 
consumers that will re.v-.,lt arc very visible. The people who 
will llOt have employment because the Government will 
bonow the money or cnuse more lunation arc not very 
visible. Nobody notices them. 

Q Hnw about the proposals for i11crc11sing federal oull11ys 
on public works and public·11crvicc jobs, which nrc also part 
or the C1trter program? 

A The same thing applies. If tho Cov<'rnmcnt spends 
money on n public-works progrnm or hires people, whcro 
does it get tho money to spend? 

Q So you bclic,•c ltll' Carter progrnm will do more harm 
than s?OCl-

A On the whole, I think tl111t 's the cnsc. I'm In fovor of tux 
reduction under nny und ull clrcumslanccs us the onl)' 
effective way to put u lid on lotul Covcrnmont· spending. But 
tho particular form of ~ox reduction thnt is prOJ>Q)cd hi this 
progmm Is undcslrnblc. It proposes to give rcb :•1s on n hnsls 
that h~' no re lation lo cur.-.mt 11ctivity. 

If w ... 'rc going to reduce tuxes, we shoulcJ .. , lonsl reduce 
them In u wuy lhnt will give 1>00plo un inccnl Ive to snvc 
more or work hnrtlcr, not simply drop chocks out of nlr· 
planes. We ought to rn1tlco It 11 permanent reduction In taxes. 

Q There Is romu pcnnamtint reduction fncluclotl in the 
Carter plan, MIH•rt Crom the reb11tn-

A Yes, but even thut b somewhat mbloading. i>rosiclc11t 
Carter runlly is not proposing lo rod:1r:o tnxc•: ho Is proposing 
to lncrcuso them. 

Q How IOP 
A Thu rcial tux burden on tho American people i11 the 

amount tho Gowm1mcmt sponcb, not tho nmount thut b 
labeled " taxes." If the Fedcrul Covcnunonl spends 460 
btllion doll11rs in flscfll ycmr 1978, which is roughly whnt tho 
President proposes, und tukc.t In something liko •SOO billion In 
toes, who do you suppose 1mys the othe r ()() hllllon? The 
tooth fairy? Or tho Arab she iks? 

Tho American people pny It. It's pnld In the form of the hid· 
den tu of lnniatlon or, If It 's On11ncocl by borrowing from th1"' 

ProfeMor Friedman, 64, pro­
foundly Influenced the tNMlng 
of world offlclatl with hi• ltud­
let on the role of money, done 
largely at the UnlveBlty of Chi· 
cago. Now on leave, he II a 
villtlng ICholar at San Ffancl•· 
co'1 ~I Reaerve Bank. 

public, then in the form or higher taxes that will be needed in 
the future to poy tho interest and the principal. That means 
that it lowers tho v~lue or all property today to the extent that 
property will be subject to higher future tax burdens. 

Q How much inflation do you think the Carter economic 
package will causeP 

A Thal depends on how the Federal Reserve behaves. It 
hns been expanding the money supply too rupidly, uncl that 
implies that inflnUon W'15 going to speed up nnyhow, rcgurd· 
less or this program. 

I should also point out that C11rtcr's program is very small 
in mugnltudc. It is obviously an ultcmpt to offer the smallest 
progrnm possible while throwing bones to as many groups or 
supporters ns poislblc. From that point· or view, It mukcs a lot 
of sense. The ocor.omy Is growing at o healthy pace, an<l It 
would be unwlso pollticnlly for the President lo speed things 
up even ff he could. 

Q In the final analyais, will the Federal Reserve simply 
cn!ate the money to pay for the Carter tu cub and !!pending 
incrnues and lend it to the U.S. Treuury? 

A If the fundj nro supplied by the Federal Hcscrvc, thnt 
will produce more lnnation ianJ thus destroy priv11tc jobs lo 
the snmo extent thut It creates Governmcnt·flnanccd jobs. 

Q But isn't it true that the additional borrowinK 1md !lpcnd· 
in!( will add to lnnatlon only if the Federal Rescn·c incn!ase1 
the IUpply of money (1ute r than the 1Uppl)' of IJCNMb and 
scrviCCj increase:i? Federal Reterve Chairmnn Arthur Jlums 
ha1 Indicated he thinks hti c.n avoid doln11 that-

A the plain fuel Is that the qunntlty of money hns ulrnudy 
been lncrcuslng faster than output. Ch11irman Hurns incllculcd 
In his recent testimony that tho narrow money ~uppl ·;-M,­
would huvc lo Increase al only nbout zero to 2 pe r cont f>Qr 
year to avoid lnnation, 11nd the broud monC)' supply-Ma-lit 
11bout 3to15 per cont . Ye t his 1111nouiu:od lurgols urc far higher 
than thut-4~ to 6~ &>er cent for M,, 7 to 10 per cent for 
Ma-mu! nctunl rnonctury growth hns roccntl)' hccu cvc u 
fu.'ll c r. 

Q Wluet If the Trcaallr)' •ell1 lN>nd~ lo the 1mhlic to co\•Or 
the Carter deOcltP 

A If tho Trciuury borrows from lhu publk, the re will be 
loss mono)' Ion In tho hnnd! of prlvnto ln\'csturs to be louned 
out 11nd spe nt for building howcs nnd cre11Ung 11cw faicto rfo& 
11nd machines. Tile result 1$ to rcd11co prlv11tu t<111plo)1mt111I 
1md lncrcnsc publlcl)• nnunccd employment. 
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Q •What would you do about high unemployment? 
A The long-range solution is to increase tne incentive for 

ordinary people to save, invest, work and employ others. We 
make it costly for e?lployers to employ people, and we 
subsidize people not to go to work. We have a system thnt 
increasingly taxes work and subsidizes nonwork. 

Q How could that be chanaed? 
A First, I propose that the Federal Reserve reduce the 

rate of monetary growth gradually over the next three years 
by about 2 percentage points a year until they get to a rate 
that is in keeping with the long-run increase in· economic 
output. That would eliminate the inflationary bias in• the 
economy. 

I would simultaneously index personal and corporate in· 
come taxes-that is, automatically adjust personal exemp· 
lions, tax brackets and so on for inflation. That would keep 
inflation &om automatically driving taxes up and be far more 
effective than the measures Mr. Carter and others have 
proposed. Congress has been very prompt in protecting ·its 
own salaries against inflaHon. It has done nothing to protect 
the public. 

Finally, 1 wot'.!C1 cut the real taxes borne by the American 
people by cutting nil Government spending lO per cent 
llCross the board. 

Q Do you also favor increasing the tax credit for invest· 
ments in new plant and equipment? 

A No. Those credits do not stimulate capital investmen t; it 
only looks 11s if they do. 

Suppose n company invests more money to take nclvnntnge 
of the credit. Where docs it get the money? From profits or 
from loans. So the real question is whether the credit 
increases the tot11l pool of funds available for inw:$tment. 

Jf it reduces taxes, it mny seem to increase th1J pool, but 
then we hnvc to nsk: Who pays the tnxes inst .~ad of t~1c 
compnnles thnt t11ke the credit? All il 
docs Is to divert investment Into dircc· 
tlons which qunlify for the credit nnd 
nwoy from Investments thnt don't. It 
hns 11 negligible effect 011 lncrcusing 
the tot11l pool. 

The most effective wny to sthnulntc 
cnpital Is to put Investment on cquul 
terms with cvcrrthing else, uncl thut 
meuns moving tow11rd a tnx thnt you 
poy on whnt you spend i11stend or on 
your income. But if we nrc going to 
retuin tho income tax, then we ought 
to nbolish the tux on corporate prof'lts 
nnd require tho companies to uttrlhutc 
their Income to their stockholders, 
whether they puy It out in divir!cnds or 
.... : Tho stockholclors w'i\.id bcnr the 
tux hurdcn <i1ruct;y nncl openly lnstcnd 
of, !LS now, Indirectly. 

Q Arc there stc1>s th11t could lHl t11k· 
c11 to rcfonn the tMX sy1tem 1hort of 
liWltchlntc cl\'cr entirely to • tax 011 

111)()ndln1? 

,. 
' . ..... ~ 
1fW • • ,., ' 

•, ~~ ' . f . ')., " I c; 
~ It wowd mean ·~ heuth~' i~cre~. ·1t would 1'reCl~e 

GOvemment .jobs and increase private jobs. People wo~ld 
.we·more incentive to w.ork. 1 

You see, the P!oblem' todar isn·t !ac~ of purchasing power, 
which the rebates are supposed to.remedy. We've hnd too 
much purchasing power. That's why we've had so much infla· 
tion. How can the problem be pl'•,rchasing power when prices 
are rising 5 per cent a year now ahd, in my opinion, will be go· 
ing up at a rate of 7 to 9 per cent over the next two years? \ 

Q Can thnt inflation be reduced throush Government l 
guidelines-or jawboning, as it's CAiled? l I 
· A Such measures have temporary effect, but over any 
long period they are harmful. 

There's only one place where inflation is made: That's in 
Washington. I don't mean that people in Washington impose 
inflution on the rest ·of the community for no good reuon. 
Inflation is made in Washington in respon11e to pressures 
from the pe()p)e at large. _ 

The people who are really making inflation ore the \•oting 
public-because they ask their Congressmen to enact goOd" 
ies in the form of spending, but they are unhappy about 
havi~g tlll(es raised to pay for those goodies. The only way 
Congress can spend more without appearing to raise taxes is 
through inn11tion. 

Q TI1c President'a economic adviaen uy that a peat deal 
of our inflation has been caused by special circumstances 
that raised the cost of oil, other fuels, foods and 10 on-

A That's wrong, nnd the proof of it is very simple: 
Those special circumstances affected all countries. So why is 

It that they were followed by inflation at a rate of 2 per cent in 
Switzerland, 6 per cent in Germany, 12 per cent in the United 
Stutes, 25 per cent in Britain and 30 per cent in Japan? 

It cnnnot be that the same factors had such widely differ· 
cnl results. This is simply n case of trying to find excuses. 

Q Some economists say the U.S. is in 
for a period of relatively slow cconom· 
ic growth. Do you agree? 

A We're not doomed to nny such 
peraod, but we muy hnve one if the 
heavy hnnd of Government regulation 
continues to interfere with the cffcc· 
live use of our resources. 

There is nothing of 11 technical or 
ncccs..~nry charncter that will slow eco· 
nomic growth. On tho contrnry, if we 
could cut the Government bock to size, 
reduce somo of its rcgulutory activity­
for oxnmplo, c limin11to tho price con· 
trols on oil nncl nnturnl gl\5-wc could 
huvo n period of very rupid economic 
growth. 

Q Wouldn't we still fatt 1hort11cs of 
oil and g1u1? 

A Thero is no physlcul shortage of 
fuol nnd energy-only rin nrtlAclul 

, shortage created by bud Covummont 
policies. 

A If we simply rcpluccd nll tux rntcs 
nhovo 2!5 pe r cont with u nnt 25 per 
cont rntc, tnxpuycrs would lose Interest 
In tox shelters, nnd the amount of rev· 
enuc the Covonunent tukcs In would 
11lrnost 1urcly lncrolUC at tho sumo limo 
as tho taxpn)'Crs benefited. Hut the re b 
not one choncc In n million of Congrc.u 
enacting such 11 simple measure. 

Q What would your plan for tH• 
and·1pcndln1 cub do for employment? 

Ii" 

King Cart XVI Gu1taf awarding Nobel Prlre In 
economic• to Friedman In Stockholm IHt yur. 

Tho Orgunlzntlon of Petroleum Ex· 
porting Countries hns produced o scri· 
ou~ nrliflclul shortoge of oil, nnd lhc 
United Stutc.!I hns greatly exacerbated 
th<' economic effects of the OPEC strol· 
cgy by IL~ own policy. Our Government 
ls providing u subsidy of roughly •3 u 
barre l on oil Imported from tho OPEC 
countries through Its .!!Cherne to equal· 
izc tho cost of refining Imported oil and 
arUAclolly chcopcr domestic oil. 

Q Isn't It true that the United States 
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MUlCOMICU~ 

Jobl....-y llnea: Toll la hlghe1t among young bleckl. 'We hive e 
system thet increHlngly texH work end aub1ldiHt1 nonwork." 

INTERVIEW WITH MILTON FRIEDMAN 
[conflnwd from prwc•dlng P•t1•J 

is running out of large deposits of oil and gas that can be 
"xploiled al relalivd)' low cust? 

A There is a physical limit to our reserves. 
But rememb~r that there was also a big scare in the 1920s, 

when it was said tliat reserves of oil would only Inst 20 years. 
Since that time, consumption has increased dramatically, and 
so have reserves. 

If we allowed the price system to operate, we would 
reverse the trend toward reduced domestic production of oil 
and gas for the immediate future and enable the adjustment 
to dwindling reserves to be met over a considerable period 
of time. 

Q Turning back to the problem or creating more jobs, 
what do you think of propoSMls to give employers tax credits 
or bonuses if they hire the unemployed? 

A The Carter plan for giving a credit equal to 4 per cent 
or the employer's Social Security payroll tux Is ludicrous. It Is 
simply 11 proposal to reduce the payroll tux from 11.7 pe r 
cent of wages to 11.66 per cent . 

., oat's all it is when you take nway the Madison Avenue 
packaging. Who would give it u second thought if it were 
explained in that straightforward manner? 

Q But there are proposals in Congress for more-generous 
bonuses for hiring, aren't there? 

A The bonus schemes will cncournge employers to fire 
some people in order lo employ others who will qmllify for 
tho subsidy. The Cnvernment wlll then try to close tlrnt 
loophole , nnd the complexity of the program will grow and 
grow. It will create employment nil right-for more federol 
bureaucrats to administer the progrnm. 

Q Should 1ovemment do anything to help black teen· 
agen. who have the highest rate of unemployment? 

A These young people arc dlsadvnntngcd in part bccnusc 
of government policies-for example, tho kind of schooling 
lliuy gc::l, which h pro~l<lt..-d by t(OVt:r11111uul. 

111c effective way to reduce bluck teen-ugo unemploy· 
mo11t over tho long run would bo to Introduce u voucher 
system for cducntlon. That would introduce competition Into 
the schools, purtlculurly in the slum urcns of our big cities, 
und that would tend to upgrade tho kind of schooling the 
young blacks can ge t. 

As it is, the government Orst provides very poor schooling, 
imd then tho trnnn Is m11ltiplicd by the minlmum·wugc luw, 
which ma&ces It difficult for them lo gel on-the-job train ing. 
Without tho mlnhnum·wngc lt1w, the least skilled could off or 
to wor&c for low wngcs, which would provide nn Incentive for 
employers to hire and train them. It lllls ulwuys been n 
mystery to mo why ll teen-ager Is oottcr off uncmployccl nl 
$2.30 nn hour rnthc r thun cmployecl nt, soy, $2. 
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Q Sttoµld~tJi~ United States do IJ'.lOre to help the .underde· 
veloped eountrieaP 

A Who says we'.ve been helping them? We have been 
grantiilg subsidies to underdeveloped countries; and the 
evidence ls overwhelming that this has been hurting them, 
not helping them. What we have done is to strengthen the 
small clique which is in charge or the governments in these 
countries at the expense of the populace at large. 

Q What 1hould be done? 
A The most effective thing we could do to help would be 

to drop our tariff!J nnd ,thus encourage the underaeveloped 
countries to compcite on fair and' open tenn.S and sell us 
whatever they can. That would do far more good than 
shoveling out bushels of money to maintain• governments 
that do not effectivtlly represent the putilic ~t large. 

Q Should the U .!i. cut tarif& unilaterally? 
A We have little control over what Bri' n or Germany or 

Japan does. I would.like to see the United States act like tl\e 
great nation it is and unilaterally reduce trade barriers across 
the board. 

Q What if other •!Ountries dump gooda into our market at 
less than C'OSt and n lln audUilrtei t:m&1lu)'u1" our Workcn? 

A People who say free trade docs that are not loo&cing at 
what happens to ext!hange rates. 

Suppose Japan is IO foolish as to subsidize every export to 
the United States, so that there is nothing we cnn sell them 
and everything they have to sell is cheaper thnn what we 
produce here. How would we pay for their exports? We 
would send them dollars. What would they do with the 
dollars? The Japannse who e. - · •hem would suy: "There's 
nothing we can buy with these dollars. Eve rything in the 
U.S. is too cxpensiv<1 at the present exchange rate." 

So instead of vn)uing R dollar at 300 yen, thu Japanese 
would say: "The dollar isn't worth anything to me. I'll give it 
to you for 200 yen." If that doesn't work, the rule will go to 
100. And the result will be that the price or Japanese good.s 
will go up In te rms of dollars while U.S. goods will become 
cheaper in jupnn. 

That swing will continue until the umount the U.S. is 
selling lo japan is roughly equal to whut jap1m ill selling to 
the United States. In the process, we will hnve less emplo}'· 
mcnt in those indu stries in which we urc inefficient com· 
pared with the j11p11nese, und more employment in tho!le in 
which we ure most c:ffi cicnt. 

This Is difficult fo1 most people to s.·o bcc11use we overem· 
phnslzc the visible effects nnd neglcol tho invisible. If jnpnn 
exports more steel to us, tho people in the steel industry who 
lose the ir jobs urc very visible. The fuel that Jupnn earns more 
dollnrs und buys numy other goods, so thut we hnve more pco· 
p!e employed in export industTics, is not nearly us visible . 

Q Do you supcsl thllt tariffs be wiped out O\'emight? 
A I would fuvor cloing it over a fivc-ycnr period In order 

to make tho adjustment caulcr . 
Q Loo&cing ahclld, what do you see •s the 11re•ttisl eccmmn· 

ic prolJlcm rucinK ll1is cuunlry? 
A Tho growth of government. We urc going down the 

sumo road as Crcnl Britain. We nro 10 or 20 yours behind 
Crout Britain, but if we keep on tho wny we nn: going, we will 
be In the snme stole thnt Hritnln Is in now. 

Forty per cent of our nationul income 15 be ing spent by the 
federal, Stntc nnd Joe nl governments. Fifty yours ugo tho pr<,· 
portion wos 10 pt!r cont. Aro we getting our mono>"s worth? 

l would like to sec 11 constltutlonnl amcndmcnt lhut would 
say thut i1pcnding for 1111 purposes by the f ederal Covernmcnt 
could not oxccctl 25 per cent of the Income of tho ·>eoplo. 
Thul Is roughly whnt It is now. So the amendment w•1uld not 
reverse the trend, but 11t lenst it would slop It nnd givu tlmo for 
11 chango 111 attitudes and 11 growth In undcrstoncllnl to dcvcl· 
op thnt would muko 11 rcvcrs11I pollticully feasible . 
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The moder11 tendency to suhstit;\· •• 
'i&ir" for: ' ~frl.te'' rcveol11 how fur wo.: 
l\tiv~ moved from the •inltinl conc~[>­

. tlon of the Founding Fathori. The}' 
viewed govemmenl1u·P,9lioemnn nml 
umpire. ' 'F~v. soul tit.!to establish " 
framewor,~illhln~W.hfotl lntllvidullls 
co..:_ul<l pu~'Ue tl~li::~ .o.bjt!dlvcs In 
tt\elr own Y/p'f: seV.•!Y ~r~ ~rough 
volUntnry qooporat@n;;ierovfaeCI onlr. 
that they dia not iijiterfere with the 
freedom orothen tcfd01Ukewlae. 

The modem con~ptlon l• very dif­
ferent. Government 'bu become Big 
Brother. lt11 function ill1u become to 
protect the citize n, not meroly from 
his follow11, butfrom himself, whether 
he wtmlll to·bc! protected or not. Cov­
ommc nt ls. not ~Imply 1u1 un\plro but 
un nctlvc ~1tlolpnnt, entering Into 
twe ry nook 11nd cranny of 11oclul nnd 
l!COllOmic ac tivity. All thill, In or<ltlr to 
promote the high-minded go1&ls of 
' ' falrnc:rn," 11j w:tlr;u1" ·• oq unllty ." 

Docs this 1101 constitute progrosl! ~ A 
inovo toward 1~ 1llor<i hlltn1mu 1mclcl>·? 
Quite the contmry, Whcm ' 'fAlnwss'' 
roph•co11 " frcuclom.'' ull our II ho rt ics 
nru ln,dongtu. In "WRldcu/' 'Thoro1111 
s11ys: '' If I lui1•w f{lr 11 c11rtulnt)' that!\ 
l)ll\ll wns t:oll'I h11t to my "011sc with the 
conscious du11fgn of doing mo good, I 
11hould run for my llfo.'' Thut Is tho 
wny I foc i whc111 l lu.mr Ill)' "surv1111ts" 
In Wu:shlngfo11 ttssurlng mu e1f tho 
"fnlmcm" of the fr odlnts. 

There Is ll C'l objoollvc Sll\1tdl\rd or 
" folnlcS11." "Fl'ln,<:1111" l!I !jtrictly In 

the eye of the 00:." 
hoI<l~r. If speed\. 

. wust~be fafr; then 
it cannot also i~ fre~ someone iyust 
decide what is ~fair. A radio station is 
!)Ot~frec' to transmil unfali- s~ec~s 
~udged}»'. 1tlie miff,nu?mts at life Fed­
erabCommunications Commission. If 
the printed press were subject to a 
comparable ''fairness doetrine," It too 

'Id h " ~"· ·· ll"' ;;J b 1
' WOU axe to lit: COntr() eu )" ll•SOV• I 

cmment bureau nnd our vaunted ~fee 
press woul_d soot\ becomcf a historical 
curiosity. !• 
• • Whnt is true for,speech-wh"re'the 
conOict is perhaps clenrcst-is equnl­
ly true for cveiY other nren. T(! n 
producer or scUer1 a ''faif price is a 
hi~h pri(.:e. To1the buyer or consumer, 
tl ' fair" price is a low price. How is tho 
conAiot to be ndjudlcatccl? By com1>e· 
tilio11 inn free marlcct?'Or br gow m­
mm\t bure1iucmts In 11 " fair' market? 

D11sl11cssmen who sing the glories of 
free enterprise nn<l then dmnnnd 
" foir" corhpctlt ion arc c1icmics no~ 
fri ends, of frcu mMlcets. To them 
''fair" compotillon is I\ euphomlsm ro; 
u prloe-flxing ugreomont. Tht )' nrC' ex­
emplifying Adnm Smith's re111nrlc that 
''People C)f the snme tmcle St.'ldom 
lncct together, cwn fo rmorrhncnt nod 
diversion, but the convcrsutlon ends 
in Bconsplrnoy njlalnst tho p11hllo, or in 
some oontri vnncc to rnlse prices.'' For 
coni1111ners1 the more ' 'unfair'' the 
compc tltio11 tho helter. Thnt ns11uros 
lowost prlct:s ond hlght:sl <1unllty. 

RULES OR ACTIONS 

Iii them tho 1w1m1h fo r " fnlmoss" 1&11 n 
milltnlc6?'Not ut 1111. Thorc I ~ n rcul role 
for fairness, but thAt role Is In con· 
slructln(C l(cncnll rules nod ndJudlci\l­
ing dbputes ubout tho rulos, not ht 
dutonnlnlng the outcome ofour scpn­
mto notlvltfo1'. That Iii tho scnsu In 
whl~h we spc11k ofn '' fnlr" gllmu 1111cl 11 
" flth''' 1111111111.1. lf w c.i npplicJCI tho pres-
0 11t doctrlno of"'fillmc~s" to 11 football 
g111no, tho rcforuu would bu roqulrud 
nftur unch piny to movo tho l.>1111 bnd;­
ward or forwnnl enough to mnko surt• 
thut lhu g11mc cmdod In " cfrnw I ' 

Our f'om1dlnJl Fathers doslgned n 
fair Constitution to 1>rott1cl h11n11111 
frc:cdo111. I 11 Thoml\li Jofforso11'11 rlnl(· 
Ing llhnasc11 fn)m tho Dccl11h1tlon of 
lndu1><.111doncv1''Covvrnnwnts 11ro ln-

Jilltutcd 111110 11g Mt!n" "to scouru" 
"certain un1,1len11blo J\lghts, thnt 
umong thtHIO nro Life, Llhc rt)1

1 011d tho 
Pursuit of Hnpph1uics." 

I 

Secrets of the Nazis. 
· Qne of tJle 'fir~t. spoils ·of the ,Nazi 

defeat. in World War II was a treasure 
trove\of,doouments1 :more: than1a m'llUbn 
)pa~~s:de.tii!i~g,th~ ind.us!filll m,inwl@l}y 
wtllcl\ ~iUer s scientists kept(~is war 
rnachif:i'errolling on 'synthetic fuels't Butl o 
the ~lliea ~ictors, ~ho .had)aJl the1~1'ea~1 
petroleum they coulil use, t he ser .. ets 
were of oh ly academic interest;·Ui'Q docu­
ments were shipped offto storage,>fu such 
places ;is Washlngton-' s Nation«! Ar~ 

.chives, lhe British Imperlat War Muse-, 
um and even the dusty gamges of a few 
Euro~an scientists. · _.:,. 

A generation Inter, the world• ener~)'· ' 
crunch ,has provided n new perspec­
tive-and the Gennnn papers h11vc taken 
on u sudden new 11rge nc)'1 It's widely 
known, for in11tnncc, that dae Nnzi schm· 
lists worked out much of.the tcchn61ogy 
behind todny's most sophisticoted coal­
gnsi6cution projects, but there WRS cfonr­
ly much more to their work. To R11tl'it, 
throe big U.S. ~nergy-us lng com}llu\lcs 
nrc helping to lund u r(!scurnh project 11t 
Texas A&M University, wlwrc Dr. Rich­
nr<l Walncnli, u chemlclll enginee.r, and q 
ten-mun tenm nre gnthcring dooumtlpt!I 
from stashes around the world-mAny of 
thom still In the cartons nnd lonthcir 
~trlips of 1945. · 

High Hot*: " It's just n matwr of time 
until the price ofsynthctlos will he com­
polllivc with products coml11g out of thc·­
ground," !lays one of Wnlhe'i-dl' ic tc·~1n 
Or. Kurt J. lrgolk1: Offlolnls of Unio1~ 
Cnrbidu, Dow Chcmtcnl und Ol"mond 
Stuunrock Corp. nrc betting he'ii 'righti 
they h~vc ugrot!d to pick up most of tho 
projc?ct !I $150,00() collt so for. 

To d1&te, Walncrdl'~ tu11111 has unoov­
crctl n 6,000-Jmgu ene rgy Jllnn far more 
elnhornte tlum the onv thnt President 
Cnrtur put together this your. It ho.• '°''l"I 
dut11llcd nnuly11cs of protluctlon cost11 nl1cl 
<lcsorlptlons of 1ll ICJnst twellty pr<>conci; 
forconv1!rtl11g Corn11111 00111 to oil, gu.irnml 
feud!itoclcs to m11~c 1>t1trochorn"ical11. Onu 
technlq11ot11rn 1> hlgh-1mlf11roo11l Into low­
sulfur 0111 1111 ohvi1111~ cnvlronmentnl 11<1· 
vnntnl(c. "Tho Conn1111s woro s111)(1rl> " 
hgolic; sllld, " 111 th1: '30s, 1ul)' Amerlc1:11 
\\llio w1111 nmhltlou:< 111 orgnllic chumlstry 
\Villi nrulh'g liOO'IU Wll)' to lil>Und ut ltilllil II 
>:011r i;t1ulyl11g 111 C11n1lf\uy," 

l11d"11 try'1' finnl ov11l1111tlon of W11l11ur­
dl1 11 e fforts will hnvc to wult 11cvcm1I 
yt111r11, hut patience could plly. Air100 
thollu Nn7.I p111l(lnl could lurk Ideas lcm 
ln.c to 1111\jor ou\v procclllc li nnd sourc 
of energy. Whnt iotrigt1c1 thtl ru11u11rohCl 
Is tlint thvru inl~tht ho 11omo lvndK that 
C ormnns, for l11vk of technology o 
SO\lrt:Uli, l!Ollldn 't purinac-h11t tfo•t I 
he full)' 1m1ctlc~I todny. 

Newt1w1tt!k, July 4 , 



Attendees: 

Hugh Malone 
Clark Gruening 
Pat Rhodey lr 

, Brian Rogers \ 
Jim Rhode 
Judy Brogan 
Jim Edenso 
Norman Bailey 
Joan Bailey 

MEETING WITH MILTON FRIEDMAN 

Malone: Constitutional amendment to set up alternate way for State 
to use oil money. Better ways for State to ,use money than expanding 
government. 

1) Alaska Inc. 
2) Diversi.fy state economy 
3) Opportunities for private enterprise 
4) Long-run generation of earnings on fund itself to lower taxes 

Friedman: Distribute rights to capital sums. Let individuals decide 
how to spend. Second-best approach, don't allow money to go for cur­
rent government speading. Limit total ~-qte spending as a fraction 
of income. Legislators would be under i~~s pressure from individual 
lobbies . This would give an excuse for them to turn down those who want 
money for their pet project . 

Gruening : How do you set the percentage? 

Friedman : No natural percentage. Set something going and stick to it. 
Expending during fiscal year, state spending percentage of personal 
income of citizens in three prior calendar years equals 20 percent. 
That would be the ceiling for the next year. Creates a ceiling auto­
matically adjusted for inflation . If public wants to, they can raise 
it . Let people vote on the budget as a whole in this way. 

Rogers : The three-year boom would affect spending . 

Friedman : Personal income would adjust this. Don't use state gross 
product. Other device: Limit equals per capita spending for prior 
year adjusted for inflation. It is more stringent than the 20 percent. 
Most government spending doesn't get you what you spend . Percentage 
limit easier to sell. Using the permanent fund to divers ify the econ ­
omy will dissipate the fund World Bank approach hasn't helped par­
ticipating countries . 



Friedman (Cont.) 

Malone: What is the approach and structure that would allow the 
greatest benefits to the people? 

Friedman: Write individual C~'!cks to the people. You may borro·'4fi -i"1.~lll 
the funO; percentage of your orig~,nal entitlement. Each individual ·' 
(co-owner of the fund) to invest ~1 he wants. Interest rate would 
have to correspond to the interest rate of the ~est ·of the fund. Need 
collateral. In outlying areas, there may be no investment opportuni­
ties. Find one or move out . For example, the amount of money spent 
to put TV into bush cotmnunities, if the people had had the money to 
spend in any way they wanted, they probably wouldn't use it for TV. 
There may be someone who does have an idea. Collateralize with the 
physical facility to be built The only crit~ria should be that the 
applicant has to i ndicate what the physical facility would be and 
that would be the collateral, that is, beyond his eligibility. The 
project would have to provide some kind of collateral. Practical 
difficulty is with people leaving the state. Dividends, absentee owners 
could withdraw with collateral itself . . Pay back or lose dividend. In­
vesting in income-producing entity. If these monies flow into the gBn­
eral fund, t~ey are absorbed into general expenditures. If you said 
this money had to be returned to the people, it should be. 

Gruening: Should Alaska Inc. be tied to the permanent fund? 

Friedman: Segregate temporary source so it will provide permanent 
income. Create permanent income stream. 

Gruening: State owns mineral wealth, so money flows into the State. 
State has a problem diverting this back into state economy. 

Friedman : Pro rata shares to citizens. Stay away from ethical ques­
tion. Search for justice is going to destroy the world. How to 
handle this for greatest development of resources of the people of 
Alaska? 

Rhodey : Insure private enterprise in the future. Sock the money away . 

Friedman: How does that assure private enterprise in the future? Base 
entitlement in residency length in the state . Anything but giving it 
to current residents is going to subsidize growth . The ownership of 
res ources is a form of socialism. Oil and mineral resources prob~bly 
not finite. Real issue is drastic decline in the price of oil. If 
an individual would rather work here than somewhere else, businesses 
will be attracted here. If not, why should some be .taxed and some sub­
sidized? Value judgments not the issue--it is not wanting to face 
result of policies. Value judgments will dissipate the fund. Pres ­
sure to invest in Alaska is enormous . Meet the political pressure 
by allowing the people to have their amount of money. Who would 
choose which businesses to subsidize? Element of loss distinguishes 
private from public . How cheap to produce at the margin? How expen­
s ive not to sell it now? Arabs justify high prices by saying that 



oil is finite. Not so , it is because they cannot hold the price 
of oil up indefinitely . Require the state university to charge 
full tuition , exactly what it cos t s the State to educate each stu­
dent . Subsidv should be through voucher system. Higher income 
group is being subsidized to the tune of $100 , 000,000. ·Analogous 
to underdeveloped countries spendi ng for foreign aid . Meet poli­
tical pressure with alternative scheme to preserve value of the · 
fund . Fund could be used as leverage. Can't guarantee stability 
during change . Minimize by making it easy to establish other en- i 

terprisea, money to .get through the transition . The most wasteful 
expenditure is to guanantee jobs in the failing industry. Self­
interest is first , but people try to be rational. Closer self­
interest is to them directly--the better they do . 




