


Al}er my first visit to Israel fifteen
years ago, I'summarized my impres-
sions' by saying that two Jevish tradi-
tions were at warin Israel: u'100-year-old
tradition of belief in patemalistic social-
ist government and of rejection of capi-
talism and free markets: and a 2,000-
year-old tradition, developed out of the
necessities of the Diaspora, of self-reli-
ance and voluntary cooperation, of get-
ting around government controls, of us-
ing every device of Jewish ingenuity to

* take advantage of such opportunities as
escaped the clumsy grasp of government
officials. I concluded that, fortunately for
Israel, the older tradition was proving
the stronger.

On a recent visit to Israel, shortly after
the elections that, to everyone's aston-
ishmant, voted in the Likud blog, 1 found
that the war between these two tradi-
tions had moved into a new phase,
Though the socialist doctrine had been
winning the war in practice, it had been
losing the war'in public opinion,

SPREAD OF SOCIALIST PRACTICE

Government controls over the Isreli
economy have mushroomed apace.
Roughly one-third of the Ismeliworking
force is employed by the government
directly, and another third by the Hista-
drit—a quasi-rovernmental industrial-
labor complex. Total government spend-
ing (adjusted for funds from abroad)
amounts to some 50 to 70 per cent of

nationnl income, Subsidies wre n way of

life: to laborand industry; to farmersand
consumers of food; to homeowners and
rentors. And so are taxes and inflation,

A large government sector is not a
recent phenomenon. But it has changed
its charaeter, ns the selfless idealists who
were indtially in control were replaced,
orthemselves turmed into the very differ-
¢ nt types who were tempted by oppor-
Lunities for privilege and profit to seek
and gain positions of power. In addition,
the mere passage of time produces in-
ereasingly rigicdd und harmful controls nnd
regulations, an accumulation of costly
and wastefu! projects, a eanceling of
banefits by burdens, entrenched privis
lege, ind corruption, Tt is easier to poss
laws than to repenl them; to enact regula-
tions than to correct them, Government
burcauerats may do as good a job as
profit-seeking ontreprenenrs in select-
ing projects to undertuke. But while
losses foreibly end strictly private fail-
ures, the tax collector s ufw.-.l_\'s there to
provide artificial respirtion to govern-
mental filures,

Israel’s Other War

Until the Yom Kippur war of 1973,
Israel nonetheless was able/to grow rap-
idly. The influx of people and capital
from abroad, plus the stnzngth of the
earlier tradition, were, in Adam Smith’s
words from his 1776 maste|ipiece, “pow-
erful enough to maintair{ the natural
progress of things toward jmprovement,
in spite both of the extraviigance of gov-
ermnment, and' of the grestest errors of
administration.” But then'growth came
to a screeching halt. In |he past three
years, output has been rolighly constant,
while inflation has averaged nearly 40
per cent a year,

The Labor government naturally cited
the needs of defense as an excuse for
both economic difficulties und the mam-
moth government budget. True, the de-
fense burden is heavy, particularly in
ways that do not show up in the budget—
such as the driin of manpower for re-
serve military duty, However, if military
aid from abroad is subtracted from total
military cost, the remainder which is
financed from domestic sources amounts
to only ubout one-quarter of total govern-
ment spending (similarly adjusted for
funds from ubrond).

DECLINE OF SOCIALIST OPINION

The use of socinlist rhetoric to justify
and protect positions of privilege and
power plus socialism's failure to deliver
the goods have generated growing pub-
lic eynicisin, In addition, there has been
a renction in Israel, especlally among the
young, against widening government
controls—muatching the reaction in most
of the Western world, including the U.S,

In Ismel, these tendencles have been
reinforced by the division between the
Ashkenaziin, the Jews of European ex-
trnction, and the Sephardim, the more
rocent flood of immigrants from the Araby
and Islumic countries, The socialist doe-
trine was un AshKenazie import and has
been implemented privacdly by Azhbe
nazim. The Sephardim hod no stimilar
tradition, As Bernard Avishai put it in a
recentarticle in The New York Review of
Books (June 23, 1977), ““The citizens of
the ‘second Israel’ are fiereely resentful
of the Labor movement for having turned
the whole country into what they poer-
ceive ns n European closed shop . .. Lae
bor haus been seen ns the party of privilege
and cultuml snobbery, especinlly among
residents ofand eseapees from the poorer
Sephardic neighborhoods,”

This change in public opinion, and the
nssocimted domestie economie difficul-
ties, had far more to do with the defeat

of the Labor Party
and the 'victory of
the Likud nalliance
than the differences .
over foreign' policy
that have been so
much’ discussed in
the American press,
There is a wide consensus in Israel, that
ranges over all parties except for fringe:
extremists, on the substance of foreign
policy. The much-discussed differences
are almost entirely about the rhetoric’in
which it is thou Kt tactically expedient
to.clothe that policy.

The modern miracle of Isruel’ was
achieved by free men and women fight-
ing aguinst incredible odds. The true
hope of Isracl—and of freedom every-
where—is the entermrise, initiative, in-
genuity, drive, and courage of the indi-
vidual citizens, cooperating voluntarily
with one another, producing the in-
credible progress in every sl‘);hcru that
comes only from the activitics of the
individual, The threat from its neigh-
bors unfortunately mandates a large
mihtary ¢ffort on Isrel, That effort must
be coordinated and administered by
government, Hence, Israel cannot es-
cape having o sizable socialist sector,
But that sector ¢an remain as it has been,
relatively efficisnt only so long as it is
supported by a free people and o strong,
productive, privite economy,

PROSPECTS FUR CHANGE

Prime Minister Begin nad his govern-
mont have proclaimed their intention to
cut government down to sive and to give
areater scope to the free mivket, Much as
I approve oi these objectivtes, their at-
tninment will not be enss. Too many
groups hnve 2 vested Inte,est in govemn-
ment 8ubsidies, 'neluding many of the
strons st supporters of the Likud, In
tHacussion that 1 had in Israel with a
rroup of private businessmen, privite
hmncrs und private bankers, the busi-
ness leaders expressed support for elimi-
nating govermment suhsi(‘ivs—pmvi(lcd
the process sturted with agriculture. The
lenders of ngricnlture expressed support
for eliminnting government subsidies—
provided the process started with busi-
ness, Ditto the bankers,

[t will be a teiumph of leadership and
Idenlism if Prime Minister Begin and his
government can untangle the snarl they
inherited from the 28-year nile of thefr
sociulist opponents, Their success is vi-
tal both for Isrnel and for free men every-
where, I wish them well.
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The President’s plai. to spur the economy
with tax cuts and more federal spending will
simply bring on more inflation, warns econ-
omist Friedman, who gives his prescription
for lower unamployment with stable prices.

Q Professor Friedman, will President Carter's program of
tax cuts and spending 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 of one pocket of the public and putting
it into another pocket? The rebate plan, for example, would
distribute $50 apiece to most consumers. As a result, those
consumers will tend to spend more. But where will the
Government get the money to send out the rebutes?

Q But almost cveryone looks on the rebate as a good way
to stimulate the economy—

A Tt appears to be a stimulant because people are looking
at the visible effects and paying no attention to the invisible
effects. The $50 rebate checks and the extra expenditures by
consumers that will res.lt are very visible. The people who
will not have employ:nent because the Government will
borrow the money or cause more inflation are not very
visible, Nobody notices them.

Q How about the proposals for increasing federal outlays
on public works and public-service jobs, which nre also part
of the Carter program?

A The same thing applies, If the Government spends
money on a publicsworks program or hires people, where
does it get the money to spend?

Q So you believe the Carter program will do more harm
than gaod—

A On the whole, I think that's the case. I'm in favor of tux
reduction under any and all circumstances us the only
cffective way to put a lid on total Government spending, But
the particular form of tax reduction that is proposed in this
program is undesirable. It proposes to give rel: - on a basis
that b2y no relation to curv.ent activity,

If we're going to reduce taxes, we should .c least reduce
them in n way that will give people an incenlive to save
more or work harder, not simply drop checks out of air-
planes. We ought to make it a permanent reduction in taxes.

Q There is some permanent reduction included in the
Carter plan, apart from the rebates—

A Yes, but even that is somewhat misleading, President
Carter really is not proposing Lo red:ize taxes; he is proposing
to incrense them,

Q How sof

A The real tax burden on the American people is the
amount the Government spends, not the amount that is
labeled “taxes.” If the Federnl Government spends 460
billion dollars in fiscal year 1978, which is roughly what the
President proposes, and takes in something like 400 billion in
taxes, who do you suppose pays the other 60 billion? The
tooth fairy? Or the Arab sheiks?

The American people pay it It's paid in the form of the hid-
den tax of inflation or, if it's financed by borrowing from the

Professor Friedman, 64, pro-
foundty influenced the
of world officials with his stud-
les on the role of money, done
largely at the University of Chi-
cago. Now on leave, he is a
scholar at San Francis-
co's Federal Reserve Bank.

public, then in the form of higher taxes that will be needed in
the future to pay the interest and the principal. That means
that it lowers the value of 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 cconomic
package will cause?

A That depends on how the Federal Reserve behaves. It
has been expanding the money supply too rapidly, and that
implies that inflation was going to speed up anyhow, regard-
less of this program.

I should also point out that Carter’s program is very small
in magnitude. It is obviously an attempt to offer the smallest
program possible while throwing bones to as many groups of
supporters as possible, From that point of view, it makes a lot
of sense. The ecoriomy is growing at a healthy pace, and it
would be unwisc politically for the President to speed things
up even if he could.

Q In the final analysis, will the Federal Reserve simply
create the money to pay for the Carter tax cuts and spending
increases and lend it to the U.S. Treasury?

A If the funds are supplied by the Federal Reserve, that
will produce more inflation and thus destroy private jobs to
the same extent that it creates Government-financed jobs,

Q But isn't it true that the additional borrowing and spend-
ing will add to inflation only if the Federal Reserve increases
the supply of money faster than the supply of goods and
services increases? Federal Reserve Chairman Arthur Burns
has indicated he thinks he can avoid doing that—

A The plain fuct is that the quantity of money has already
been increasing faster than output, Chairman Burns indicated
in his recent testimony that the narrow money supply—M,;—
would have to increase at only about zero to 2 per cent per
year to avoid inflation, and the broad money supply—Ma;—al
about 3 to 5 per cent, Yet his announced targets are fur higher
than that—4% to 6% per cent for My, 7 to 10 per cent for
Mi—and actual monetary growth has recently been even
faster,

Q What if the Treasury sells bonds to the public to cover
the Carter deficit?

A If the Treasury borrows from the public, there will bo
Joss money left in the hands of private Investors to be loaned
out and spent for building houses and creating new factories
und machines, The result is to reduce private employment
and increase publicly financed employment.
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Q What would you do about high unemployment?

A The long-range solution is to increase the incentive for
ordinary people to save, invest, work and employ others. We
make it costly for employers to employ people, and we
subsidize people not to go to work. We have a system that
increasingly taxes work and subsidizes nonwork.

Q@ How could that be changed?

A First, 1 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-
tions, tax brackets and so on for inflation. That would keep
inflation from 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 inflation. It has done nothing to protect
the public.

Finally, T wou!d cut the real taxes borne by the American
people by cutting all Government spending 10 per cent
across 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 investment; it
only looks as if they do.

Suppose a company invests more money to take advantuge
of the credit. Where does it get the money? From profits or
from loans. So the real question is whether the credit
increases the total pool of funds available for investment.

If it reduces taxes, it may seem to increase th: pool, but
then we have to ask: Who pays the toxes instead of the
companies that take the credit? All it
does is to divert investment into direc-
tions which qualify for the credit and
awny from investments that don't. It
has n negligible effect on incrensing
the total pool,

The most effective way to stimulate
capital is to put investment on equal
terms with everything else, and that
means moving toward a tax that you
pay on what you spend instead of on
your income. But if we are going to
retain the income tax, then we ought
to abolish the tax on corporate profits
and require the companies to attribute
their income to their stockholders,
whether they pay it out in dividends or
ne. The stockholdars watid bear the
tux burden daireety and openly instead
of, as now, indirectly.

Q Arc there steps that could be tnk-
en to reform the tax system short of
switching over entirely to » tax on
spending?

A If we simply replaced all tax rates
above 25 per conl with u flal 25 per
cont rate, taxpayers would lose interest
in tax shelters, and the amount of rev-
enue the Government takes in would
nlmost surely increase at the same time
s the taxpayers benefited. But there is
not orre chance in n million of Congress
enacting such n simple measure,

Q What would your plan for tax-
and-spending cuts do for employment?
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King Carl XVI Gustaf awarding Nobal Prize in
economics to Friedman In Stockholm |ast year.

A It would mean a' healthy increase, It would reduce

Government jobs and increase private jobs. People would
Ave more incentive to work.

You see, the problem today isn't lack of purchasing power,
which the rebates are supposed to remedy. We've had too
much purchasing power. That's why we’ve had so much infla-
tion. How can the problem be pr'r-hasing power when prices
are rising 5 per cent a year now and, in my opinion, will be go-
ing up at a rate of 7 to 9 per cent over the next two years?

Q Can that inflation be reduced through Government'
guidelines—or jawboning, as it's called? '

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
inflation on the rest of the community for no good reason.
Inflation is made in Washington in response to pressures
from the people at large.

The people who are really making inflation are the voting
public—becnuse they ask their Congressmen to enact good-
ies in the form of spending, but they are unhappy about
having taxes raised to pay for those goodies. The only way
Congress can spend more without appearing to raise taxes is
through inflation.

Q The President’s economic advisers say that a great deal
of our inflation has been caused by special circumstances
that raised the cost of oil, other fuels, foods and so on—

A That's wrong, and 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
States, 25 per cent in Britain and 30 per cent in Japan?

It cannot be that the same factors had such widely differ-
ent results. This is simply a case of trying to find excuses.

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

A We're not doomed to any such
period, but we may have one if the
heavy hand of Covernment regulation
continues to interfere with the effec-
tive use of our resources.

There is nothing of a technical or
necessary character that will slow eco-
nomic growth, On the contrary, if we
could cut the Government back to size,
reduce some of its regulatory activity—
for example, eliminate the price con-
trols on oil and antural gas—we could
have a period of very rapid economic
growth.

Q Wouldn't we still face shortages of
oil and gas?

A There is no physical shortnge of
fuel and energy—only an artificial
shortage created by bad Covernment
policies.

The Organization of Petroleum Ex-
porting Countries has produced a seri-
ous artificial shortage of oil, and the
United States has greatly exacerbated
the economic effects of the OPEC strat-
egy by its own policy. Our Government
is providing n subsidy of roughly $3 o
barrel on oil imported from the OPEC
countries through its scheme to equal.
ize the cost of refining imported oil and
artificially cheaper domestic oil.

Q Isn't it true that the United States
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Jobless-pay lines: Toll is highest among young blacks, “We have a
system that increasingly taxes work and subsidizes nonwork.”

INTERVIEW WITH MILTON FRIEDMAN

[continued from preceding page]

is running out of large deposits of vil and gas that can be
exploited at relatively low cost?

A There is a physical limit to our reserves,

But rememLler that there was also a big scare in the 1920s,
when it was said that reserves of oil would only last 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 Tuming back to the problem of creating more jobs,
what do you think of proposals 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
of the employer’s Social Security payroll tax is ludicrous. It is
simply a proposal to reduce the payroll tax from 11.7 per
cent of wages to 11,66 per cent.

.nat's all it is when you take nway the Madison Avenue
packaging. Who would give it a 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 encournge employers to fire
some people in order to employ others who will qualify for
the subsidy. The Government will then try to close that
loophole, and the complexity of the program will grow and
grow. It will create employment all right—for more federal
bureaucrats to administer the program.

Q Should government do anything to help black teen-
agers, who have the highest rate of unemployment?

A These young people are disadvantaged in part because
of government policies—for example, the kind of schooling
they gel, which is provided by government,

The effective way to reduce black teen-age unemploy-
ment over the long run would be to introduce a voucher
system for education. That would introduce competition into
the schools, particularly in the slum urcas of our big cities,
and that would tend to upgrade the kind of schooling the
young blacks can get.

As it is, the government first provides very poor schooling,
and then the harm is multiplied by the minfinum-wage law,
which makes it difficult for them to get on-the-job training.
Without the minimum-wage law, the least skilled could offer
to work for low wages, which would provide an incentive for
employers to hire and train them. It has always been a
mystery to me why u teen-ager is better off unemployed ot
$2.30 an hour rather than employed at, say, $2.
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Q Should the United States do more to help the underde-
veloped countries?

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

Q What should be done?

A The most effective thing we could do to help would be
to drop our tariffs und thus encourage the underdeveloped
countries to compete on fair and open terms and sell us
whatever they can. That would do far more good than
shoveling out bushels of money to maintain governments
that do not effectively represent the public at large.

Q Should the U.S, cut tariffs 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 the
great nation it is an<| unilaterally reduce trade barriers across
the board.

Q What if other rzountries duinp goods into our market at
less than cost and niin industries employing our workers?

A People who say free trade does that are 1ot looking at
what happens to exchange rates.

Suppose Japan is so foolish as to subsidize every export to
the United States, so that there is nothing we can sell them
and everything they have to sell is cheaper than what we
produce here. How would we pay for their exports? We
would send them dollars. What would they do with the
dollars? The Japanese who , * *hem would suy: “There'’s
nothing we can buy with these dollars. Everything in the
U.S. is too expensive nt the present exchange rate.”

So instead of valuing a dollar at 300 yen, the 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 rate will go to
100. And the result will be that the price of Japanese goods
will go up in terms of dollars while U.S. goods will become
cheaper in Japan,

That swing will continue until the amount the U.S. is
selling to Japan is roughly equal to what Japan is selling to
the United States. In the process, we will have less employ-
ment in those industries in which we are inefficient com-
pared with the Japanese, and more employment in those in
which we are most ¢fficient,

This is difficult for most people to s'e because we overem-
phasize the visible ¢ffects and neglect the invisible. If Japan
exports more steel to us, the people in the steel industry who
lose their jobs are very visible, The fuct that Japan earns more
dollars and buys many other goods, so that we have more peo-
ple employed in export industries, is not nearly as visible,

Q Do you sugges! that tariffs be wiped out overnight?

A 1 would fuvor doing it over a five-year period in order
to make the adjustment easier.

Q Looking shead, what do you see as the greatest cconom-
ic problem fucing this country?

A The growth of government. We are going down the
same road as Great Britain. We are 10 or 20 years behind
Creat Britain, but if we keep on the way we are going, we will
be in the sume state that Britain is in now,

Forty per cent of cur national income is being spent by the
federal, State and locnl governments, Fifty years ago the pre-
portion was 10 per cent. Are we getting our money's worth?

I would like to see a constitutionnl amendment that would
say that spending for all purposes by the Federal Government
could not exceed 25 per cent of the income of the 2eople.
That is roughly what it is now. So the nmendment waould not
reverse the trend, but at least it would stop it und give time for
a change in attitudes and o growth in understanding to devel-
op that would make a reversal politically feasible.
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n presenting his energy program,
‘President’ Certer stressed “fair-
ness’’ as an essential ingredient of an
acceptable . program. The Federal
‘Communications Commission seeks

\to/enforce o “faimess doctrine’’ on

madio and TV. stations. We suffered
numerous ‘' fair trade” laws, until they
were - declared unenforceable. One
businessman vies with another in pro-
‘claiming 'his' faith;in competition—
provided that it is “'fair.”

Yet, scrutinize word for word the
Declaration  of Independence, the
Constitution and the Bill of Rights,
and you will not find the word “fair.”
The First Amendment does not pro-
tect the “fair’ exercise of religion,
Lutthe ‘free’ exercise thereof: it does
not restrain Congress from abridging
the “fimess” of speech or of the
press, but the “freedom” of speech, or
of the press.

FROM UMPIRE TO BIG BROTHER

The modern tendency to substii.: =
“fair’’ for, “free” reveals how far we
have moved from the initial concep-
tion of the Founding Fathers. They
viewed government as policeman and
umpire. They. sought to establish a
framework within which individuals
could pursue their own objectives in
their own way, sefarately or through
voluntary cooporation; provided only
that they did not interfere with the
freedom of others to do Hkewise,

The modem conception is very dif-
ferent, Government Eas become Big
Brother, Its function has become to

rotect the citizen, not merely from

is fellows, but from himself, whether
he wants ta be protected or not, Gov-
ernment is not simply an umpire but
an_active participant, entering into
every nook and cranny of soclal and
cconomic activity, All this, In order to
promote the high-minded goals of
“fairness,” “justice,” “cquality,”

Does this nol constitute progress? A
move toward o more humane society?
Quite the contrary, When “'faimess™
replaces “freedom,” all our liberties
are in dan;ﬁrr. In “"Walden,” Thorenu
SOVS: “If T knew forn f‘"l’t!l{l!l}' that n
man was coming to my house with the
conscious design of doing me good, |
should run for my life." That is the
way I feel when I'hear my “servants”
In Washington assuring me of the
“fairness” of their edicts.

There Is no objective standard of
“fufrmess."”" "Falmess” ds strictly in

Fair Versus Free

the eye of the be-"
holder. If speech:
must be fair, then

it cannot also be free; someone must

decide what is fair. A radio station is

not free to transmil unfair speech--as

judged by the bureaucrats at the Fed-

eral Communications Commission, If
the printed press were subject to a

comparable “faimess doctrine,” it too

would have to be controlled by a gov-:
ernment bureau and our vaunted free

press would soon become'a historical

curiosity.

‘What is true for speech—where the
conflict is perhaps clearest—is equal-
ly true for every other area. Tao a

roducer or seller, a “'fair’’ price is a
ﬁigh price. To the buyer or consumer,
a''fair’” price is alow price. How is the
conflict to be adjudicated? By compe-
tition in a free market? Or by govem-
ment bureaucrats in'a “fair’” market?

Businessmen who singthe glories of
free enterprise and then demand
“fair” competition are enemies, not
friends, of free markets. To them,
“fair’ competition is a euphemism for
a price-fixing agreement. They arc ex-
emplifying Adam Smith's remark that
“People of the same trade seldom
mecttogether, evin formerrimentand
diversion, but the conversation ends
inaconspiracy against the public, orin
some contrivance to ralse prices,” For
consumers, the more “unfair’” the
competition the better. That assures
lowest prices and highest quality,

RULES OR ACTIONS

15 then the search for " faimess” alla
mistake? Not at all, There is a real role
for faimess, but that role Is In con-
structing general rules and adjudicnt-
ing disputes about tho rules, not in
determining the outcome of our sepn-
rate activities, That s the sense in
which we speak of a " fair’ game and o
Tk wmpire, If wo applied the pres-
ent doctrine of “fnimess” to a football
gumo, the referee would be required
alter cach play to move the ball back-
ward or forward enough to make sure
that the game ended In n draw!

Our Founding Fathers designed a
falr Constitution to protect human
freedom, In Thomas Jefferson's ring-
ing phruses from the Deelaration of
Independence, 'Governments are in-
stituted among Men” “to secure”
"certain. unalienable Rights, that
among these are Life, Liberty, and the
Pursuit of Happiness."

nergy'o

companies will get their g
tees, the coal-gasification’ plants:will
‘built—and ‘the ‘U.S, will have n new
source of energy,

—ALLAN J. MAYER with WILLIAM J, COOK in Washington
. Bnd buresu reports

Secrets of the Nazis

One of the first spoils of the Nazi
defeat in World War II was a treasure
trove of documents: more than a million
pages detailing the industrial miracle by ' |
which Hitler's scientists kept his war. ¥
machine rolling on synthetic fuels; Butto
the Allied victors, who had all the cheap
petroleum they' could use, the servets
were of only academic interest; tl:; docu-
ments were shipped offto storage.m such
places as. Washington’s. National Ar-
chives, the British Imperial War Muse-
um and even the dusty garages of a few
European: scientists,

A generation later, the world energy
crunch has provided a new perspec-
tive—and the German papers have taken
on a sudden new urgency, It's widely
known, forinstance, that the Nazi'scien-
tists worked out much of the technology
behind today's most sophisticated coal-
gasification projects, but there was clear-
ly much more to their work. To find it,
three big U.S. energy-using companies
are helping to fund u research project at
Texas A&M University, where Dr, Rich-
ard Wainerdi, n chemical engineer, and a
ten-man team are gathering documents
from stashes around the world—many of
them still in the cartons and leather
strups of 1945,

High Hopes: "‘It's just a matter of time
until the price of syntheties will be com-
petitive with products coming out of the
ground,” says one of Walnerdi's team,
Dr, Kurt J, Irgolie. Officials of Union
Carbide, Dow Chemical and Diamond
Shamrock Covp. are betting he's right;
they have ngreed to pick up most of the
project’s $150,000 cost so l};r.

To date, Wainerdi's team has uncov-
ered a 6,000-page energy plan far more
elaborate than the ono that President
Carter put together this year, It has found
detailed analyses of production costs and
descriptions of nt lenst twenty processes
forconverting German coal to oil, gus and
feedstocks to make petrochemicals, One
technique turns high-sulfurcoal into low-
sulfur oil, an obvious environmental nd-
vantage. “The Germans were superh,”
Irgolic sald, “In the "30s, any American
who was ambitious in organic chemistry
was finding some way to spend at' least a
year studying in Cormany.”

Industry's finol evaluation of Wainer-
di's efforts will have to wait several
years, but patience could pay, Amon
those Nazl papers could lurk ideas lead
Ing to mijor new processes and source
nfencrﬁ(y. What intrigues the researche,
is that thore might be xome leads that

Germans, for lack of technology o
sources, couldn’t pursue—but thaty
be fully practical today,

Newsweek, July 4,




MEETING WITH MILTON FRIEDMAN
6/9/77

Attendees:

Hugh Malcne
Clark Gruening
Pat Rhodey
Brian Rogers
Jim Rhode

Judy Brogan
Jim Edenso
Norman Bailey
Joan Bailey

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) Diversify 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 e*~ate spending as a fraction

of income. Legislators would be under 1:3s 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. 1If 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 1s 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 diversify the econ-

omy will dissipate the fund World Bank approach hasn't helped par-
ticipating countries.




Meeting with Friedman (Cont.)

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

Friedman: Write individual checks to the people. You may borrow rrcm
the fund; percentage of your original entitlement. Each individual
(co-owner of the fund) to invest a3 he wants. Interest rate would
have to correspond to the interest rate of the rest 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 communities, 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 critcria should be that the
applicant has to indicate 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 gmn-
eral fund, they 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
resources is a form of socialism. 0il and mineral resources probably
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-
sive not to sell it now? Arabs justify high prices by saying that
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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 costs the State to educate each stu-
dent. Subsidy should be through voucher system. Higher income
group is being subsidized to the tune of $100,000,000. Analogous
to underdeveloped countries spending 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-
terprises, 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.






