K arl Hess was present at the

Sfounder of National Review, a
Goldwater speech writer in the cam-
paign of 1964, d well-placed
employee of the Republican Na-
tional Committee.”

Now, having been purged from
the party after the Goldwater -
deluge, and going through a carveer
as a welder, lecturer, technologist,
tax resistef, and other useful pur-
suits, Karl finds himself rather -
comfortably, though not elegantly,
ensconced with his partner and -
wife, Therese, on a small parcel of
West Virginia real estate in a self-
built home. From this base of opera-
tions he and Therese edit a news-
letter, Survival Tomorrow, go to
country auctions in search of an-
tiques for resale to. wealthy Wash-
ingtonians, and practice anarchist
living. o

Free-lance journalist A. Lin -
Neumann sat down with a tape
recorder and Karl Hess recently to
talk about the state of the nation,
the state of the right, and what
Karl thinks about the current crop
in the White House. As they talked,
Neumann reports, Karl demon-
strated his latest project: learning to
print the English alphabet. Just
print. It’s part of a seminar he at-
tended held by Volunteers in
Literacy to America. It seems that
when you teach people to read and
write, script won't do and a
typewriter is downright impractical.
So Karl has laboriously relearned
one aspect of his ABCs.

“The simplicity of printing,” says
nterviewer Neumann, “‘contrasted
with the difficulty of learning how
to print, seemed an appropriate
metaphor for the Hess message: it is
easy to be free but often hard to ex-
ercise that freedom.”
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creation of the New Right: he was a

REASON INTERVIEW

Karl Hess

REASON: Karl, how did it all begin for you? When did youb
start to get involved in politics? 4

HESS: I remember when Roosevelt was elected and my

‘mother, who was a switchboard operator, had the good sense

to realize he was a social fascist despite all the good things he
said he wanted to do, specifically for people like my mother.
She was poor but had once been married to a very rich man. I
guess she had views of both worlds. But she understood that
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he was going to do this sort of stuff at the point of a gun and
generally speaking was going to make the middle class pay for
it, all of which was true. She thought well; she didn’t have ac-
cess to much information, but she was a good thinker. So I was
impressed. By the time I was nine years old I was living witha
woman who was politically analytical. These were matters of
great concern to her.

We talked about it a lot, and since she had the good sense to
teach me to read and write, we read about it a lot. And she was
a great admirer of H. L. Mencken, so I read Mencken when |
was quite young. She was at the same time an admirer of
George Bernard Shaw, so I read the English socialists and the
American individualists at about the same time. For a young
person, some of the idealism of socialism is very attractive;
and if you're guarded by an attention to individualism, this
idealism really can’t hurt you. Then I read a lot of the then
fairly popular anarchists, or libertarians—people like' Frank
Chodorov. My mother had always discussed with me the no-
tion that the most important person on earth was yourself and
this applied exactly to every other person too.

I really didn’t like Roosevelt, that whole gang, my sense
even as a kid was that he was an emperor of sorts, very elitist.
1 went to work when I was 15, and by that time I was an ab-
solutely thoroughgoing Republican because the Republicans
opposed Roosevelt. I knew that other people opposed him too,
but it just wasn’t convenient to be a Communist, mostly
because I couldn’t get to be one. I tried annually to be one, but
they wouldn't let me play—too young, too suspicious, I suppose.
Well, my mother was a working woman. Why should-they
trust anyone from -a working-class family? And she hadn’t
graduated from high school, as I didn’t.

I did get to be a socialist—a Norman Thomas Socialist. It
was because I thought the ideals were just great, but when you
go to a few socialist meetings and you discover that the ideals,
which I thought had to do with the importance of the in-
dividual, are to be put into action by extinguishing the respon-
sibility of the individual and replacing it with corporate
power—corporate political power, in effect—then it’s not so
good. So I stopped being a socialist and just became a regular
Republican but ‘with very definite libertarian leanings. I
thought they were shared by most Republicans, but they cer-
tainly weren’t.

I went to work for the Republican National Committee—I
forget how old I was then, but I was just a teenager. That was
in the time of Dewey. It was mainly that anyone who opposed
Roosevelt seemed pretty good. By the time I got to be an of-
ficial grown-up, the Republican Party was pretty well divided
into a tiny minority of old Taft-type conservatives and liber-
tarians—people like Frank Chodorov and others—and the new
big-business, Cold War faction of the party. By the time
Eisenhower knocked off Taft, the idea of the Republican Party
as pro-individual and pro-enterprise was pretty much over
with. But by that time the Cold War was so popular that those
seemed almost trivial matters.

I think you’ll find in the progress of a magazine like National
Review, which I helped found 25 years ago, that in the early
issues there was a considerably stronger influence of liber-
tarians. There was some room for individualism. But as the
Cold War progressed, all of that ended. National Review, like

all of the conservative movement, became a collectivist enter-
prise. Specifically, the national interest superseded the in-
terest of the individual, and the definition of efficiency over-
powered the definition of enterprise.

REASON: What were the ideals behind the founding of Na-
tional Review and what’s now called the New Right?

HESS: It was wholly anticommunist, and it still is.
REASON: The basis of your participation was anticom-
munism as well?

HESS: Sure, anticommunist. Anybody who doesn’t dislike
the Soviet Union is sort of dippy. It’s a really detestable place,
and it’s easy to crank up a lot of dislike for them. It just sweeps
you away, and after awhile you don’t talk about anything else.
REASON: Who were the prime movers? Who really bounced
things along in the early days? )

HESS: I would say two, and only two, of any great interest.
William F. Buckley, Jr., and William F. Baroody, Sr., the
founder of the American Enterprise Institute (AEI). Baroody
was probably much more important. He was actually more
thoughtful and had more of a vision beyond anticommunism.
AEI which was founded in the late '40s, early ’'50s, is the foun-
tainhead of the New Right and the most important part of it. It
is also very serious; it’s very reputable; it does good work. In
other words, if the New Right is to have an intellectual base
beyond the simple theology of hating the Soviets, or hating
communists, or hating Marxists, it will come out of AEL
REASON: In 1964 it was essentially AEI and company that
captured the Republican Party?

HESS: No, the party was captured by and large by a feeling
that was very prevalent among grass-roots Republicans. They
really hated the Rockefeller wing of the party. That’s easy to
understand—it was wishy-washy, suspicious, had nothing to
recommend it, and yet it had great power. So there was a
grass-roots rebellion, and AEI’s people were able to ride on the
surge of that rebellion. They gave good expression and
academic reasoning for what was a deeply felt thing. They
simply wanted the Republican Party to stand for something
quite different from the Democrats. And mainly, again, this
was Cold War—to stand up to the Soviets.

REASON: Did the movement change as the '64 campaign
developed?

HESS: It’s become more openly socialistic since then—social-
istic in the sense of advocating national power. I think its last
vestiges of individualism, or libertarianism, were dropping out
of it by the end of the Goldwater campaign. The Goldwater
campaign was really conducted against national power.
REASON: What did you have to do with that?

HESS: Everything.

REASON: They were your speeches, your ideas?

HESS: Well, they weren’t my ideas. They were widely
shared. They were AEI’s ideas.

REASON: What was your relationship to AEI?

HESS: I was director of special projects there. And, yeah,
sure, AEl staffed that campaign as it has staffed every
Republican campaign since then. And I must say it was fairly
broad-based. There were some libertarian notions. It was a
flat-out anticommunist campaign, but there was still the anti-
nationalist part of it. It didn’t extend to the military establish-
ment, except that Goldwater was against the draft—flat-out,
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no compromise, no possibility. It was Goldwater’s first cam-
paign pledge, to end the draft. End. E-N-D. No more draft.
So change in the movement, I think, only started to manifest
itself, so that no one could miss it, oh, three or four years ago.
It was only at that time that the policy of reindustrialization
first surfaced—which I think is the shared v151on of the Repub-
licans and the Democrats.
REASON: Let’s leave reindustrialization for a moment. So
you left the Republican Party in the post-’64 cleansing, and
you continued to work for Goldwater. Politically, this is the
time you moved toward explicit anarchism?
HESS: Yes, and I didn’t even know what an anarchist was.
The most influential person in that change was Murray
Rothbard, a libertarian—#he libertarian—economist. He wrote
an article in Ramparts about the similarity between the New
Left and the Old Right that just astonished me. And he wrote
it at a time when I could see it reflected in reality, because I
then knew a lot of people in the New Left. I called him up—he
lived in New York—and I said, “You don’t know me from
Adam’s off-ox, but I just think that’s the best thing I've ever
read.” Well, it turned out he did know of me, so I went up to
New York, and for the first time in my life I met some anar-
chists. And I was just bowled over, because these people
represented exactly the things that had gotten me interested in
politics as a teenager.
REASON: What were these ideas?
HESS: Emphasis on the individual. The notion of individual
responsibility, of cooperation between individuals. You see, I
thought I'd been opposed to the federal government. Ha. I
didn’t even know what opposition was till I met these folks. I
mean, they weren't just sort of opposed to what it was doing in
terms of the budget—they thought the whole thing should go. I
always thought the presidency should be abolished, but it had
never occurred to me that the whole apparatus was super-
fluous.
REASON: At that point you broke completely with
Republican ideas of militarism and national interest being car-
ried out in Vietnam, for example?
HESS: That was the slowest thing. The hardest thing was to
come to grips with Vietnam. I'd been involved in a lot of work
regarding it. I’d done congressional briefings on some special
bombing operations, done a lot of work on it. I really felt it was
quite a good thing.
REASON: Saving the world from communism?
HESS: Well, I really thought it was an invasion from the
north. But then the Pentagon Papers, or the precursors to the
Pentagon Papers, showed there was no evidence of an inva-
sion. It was just shocking to me; it was shocking to a lot of peo-
ple. And then I reviewed our foreign policy and discovered it
was really an aggressive, not a defensive, foreign policy. From
.Greece in 1947 on, it had been an offensive foreign policy.
Well, to be involved in any way with a war, even just emo-
tionally, is powerful. It is very hard to break away from it.
War, being lunatic in nature, attracts in a lunatic way. It is
very powerful.
REASON: Let’s skip past some of the post-Vietnam years
and talk about today. Can you discuss the origins and develop-
ment of this Reagan neoconservatism?
HESS: It’s not Reagan’s at all. I don’t know who its authors
are precisely, but the outlines are abundantly clear. One of the
clearest statements of it so far has been by Felix Rohatyn
writing in the New York Review of Books. Now you see, here’s
the confluence that is so important. Felix Rohatyn doesn’t
write in the New York Review of Books as some sort of happen-
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“People now understand that the
welfare programs are bullshit, but
they have not had experience with a
huge military operation for awhile.”

stance; the New York Review has a particular point of view,
and when they permit someone on their pages, they’re doing it
because what’s appearing will agree with their general view.
So Rohatyn writes about the reindustrialization policy in the
New York Review of Books, which convinces me that it’s a New
Right/liberal confluence. No one disagrees with it. Every
single presidential candidate in the last election except Ed
Clark, the Libertarian, favored it.

REASON: So you wouldn’t say the Reagan victory repre-
sents some kind of coup d’état by a new breed of conservative
politicians?

HESS: Not at all. It’s a development It was happening
anyway. Carter would have gotten to it just as surely as
they're getting to it. The difference is in emphasis. The
Reagan administration is increasing the debt and the national
expenditure, not decreasing them, but they’re doing it in a
popular way. Carter couldn’t have increased the budget
anymore even if he wanted to—people were just sick and tired
of everything he wanted done. ‘

The thing is, people now understand that the welfare pro-
grams are bullshit. They’ve had experience with them. But
they have not had experience with a huge military operation
for awhile. And I believe there is a feeling generally that our
humiliation in Iran and various other places was simply due to
not spending enough money on the problem. You see, per-
fectly reasonable people who can tell you that you can never
solve domestic problems by throwing money at them, like
Reagan, are eager to tell you that you can solve international
problems by throwing money at them. At any rate, what
they’re doing is expanding the power of the federal govern-
ment, which [ think is the whole idea anyway—to expand
power because they want an orderly society.

The crux of the reindustrialization policy is to end the com-
petition and contention between major American institutions.
So it envisions a coalition of big business, big labor, and big
government.

REASON: In the short term, Karl, will this program suc-
ceed?

-HESS: Oh, absolutely—like gangbusters. Everybody’s gonna

love it. )

REASON: In the short term the economy-will be revitalized?
HESS: Yes, a little bit. It won’t seem too bad. If people keep
getting more money they really don’t care much about infla-
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tion, and I think there’ll be more money around. The debt will
go up, the federal government will be more powerful, and peo-
ple will be more regimented. The only question is, How long
are they going to put up with it? I don’t think Americans are a
bunch of Germans. I don’t think you can do it forever.
REASON: Isn't reindustrialization just corporate fascism?

HESS: It’s Italian fascism, which was corporate fascism, -

sure. It’s a shame in this country that fascism has come to be
thought of as something in the German mold, when of course
that was something entirely different. Italian fascism was very
attractive to a lot of American conservatives, including
Herbert Hoover. And it’s not just idle speculation that this has
resurfaced. Felix Rohatyn writes that one of the essential
elements of the reindustrialization policy will be to reinstitute
the Reconstruction Finance Corporation, which was Hoover’s
great borrowing from the Italian fascists. And we have in
Reagan the perfect person to do it because, you see, he may
not even be conscious of this at all. Reagan is a perfectly de-
cent middle-class American who believes the rhetoric. The
rhetoric isn’t bad—1I like the rhetoric, too. But I don’t think he
studies the legislation very hard.

REASON: What is the role of the poor and the minorities in
the Reagan years?

HESS: To be poor. That’s what their job has always been,
and until they understand that this is literally a job, I don’t
think they have any chance of reversing the situation. Poor
people stop being poor when they lose habits, when they stop
thinking poor and start creating wealth. This doesn’t mean
becoming rich; it just means producing wealth, working.
REASON: If being poor is an occupation, how will the ad-
ministration, say the reindustrialization agenda, address the
concerns of the poor?

HESS: Oh, it won’t. The concerns of the poor have never
been addressed by anyone. The liberals have simply said they
were addressing them but kept people poor by putting them on
welfare.. The Republicans will say, “We’re gonna keep you
poor, and we won’t keep you on welfare.”’ At least that will be
the implication. Unfortunately, it won’t be the truth. If it were
the truth, then we’d have a lot of poor people who would stop
being poor.

For instance, the administration’s most provocative
rhetoric, at this point, is the concept of the urban enterprise
zones, in which, apparently, free private enterprise would be
unleashed in the poorest areas of the cities. But what it means
to the Reagan administration is that there would be certain tax
advantages given to entice outside employers to come in and
operate. If the urban enterprise zone were a flat-out laissez-faire
zone with no regulations whatsoever—not just taxes, but
everything else—then the people who live there could make
out fairly well. They would start building an economy. People
would start pushcart businesses, storefront vending, who
knows what? Maybe a casino. Such a total exemption would be
very hopeful, it seems to me. But I’'m sure that’s not what
Reagan envisions. It isn’t what he would permit.

REASON: A lot of people are concerned that the environ-
ment may be, after four or eight years of Secretary [James]
Watt [of the Interior Department] irreparably damaged. Do
you agree? What can be done to stop it?

HESS: [ don’t agree with the “‘irreparable’ part. I think it will
be very seriously affected, but happily the planet is tough and
resilient. Now, the interesting thing is, I don’t think you can
clean up the environment the liberal way, either, through regu-
lation. The only way, it seems to me to clean it up is to get
back to the concept of individual responsibility, so that people

are responsible for their actions; so that when you damage the
environment, the people affected by it hold you responsible.

If a factory is dumping corrosive chemicals from its stacks
on a community and there was no intervening protection for
the corporation, the community would have two choices: it
could demand redress from the corporation, boycott it, storm
it if its life were in danger, I suppose; or it could choose to let
itself be killed for a certain amount of money, which is what a
lot of communities would choose to do. And it seems to me
that, as awful as a lot of that may sound, there’s a better
chance for a decent environment that way than under federal -
intervention. Because with federal intervention what you've
had under the so-called environmentalists is the federal
government establishing allowable limits of pollution. And
those allowable limits keep creeping up, you’ll notice, even
under Jimmy Carter, and people who are affected by it have
very little recourse, if any. Under the Republicans it will sim-
ply be another version of that. That is to say, the allowable
pollution will just go up, that’s all. But it was going up anyway.
And yeah, people feel that unless you can go to the federal
government you have no way of getting at the guilty party.
People are out of the habit of direct action. They've even
forgotten the notion of directly suing a corporation. I'm not the
greatest fan of the court system, but it occurs to me that a
lively suit against a corporation is probably a good deal better
than a government regulation anyway.

REASON: You mention direct action—how else would you
characterize opposition to such policies?

HESS: I think there’s a secessionary movement well under
way.

REASON: Who'’s seceding?

HESS: Oh, lots of people. A lot of good engineers are leaving
big corporations and starting little bitty companies that are
hard to control. Computer programmers are sort of seceding
even while they work. Computer programmers generally are
becoming very powerful in this country, and my feeling is they
don’t have any interest in corporate fascism.

REASON: What about organized opposition?

HESS: Oh, I doubt it.

REASON: The traditional left, or the traditional New Left, is
not functioning, and you don’t see any prospect for it?
HESS: I don’t see what they really have to do. For instance,
in the public sense the best they could do is proclaim rights.
But even if they did, I don’t see that it would make any real
change.

REASON: So the genuine opposition that could be of any
consequence is developing largely unpublicized, unnoticed in
the mass media, and even, you're suggesting, unnoticed by the
government? _
HESS: The government may notice it, but I think they
understand there is not much they can do about it. And the
mass media, with very few exceptions, are so far behind the
times on any significant social change that you can just—they
really don’t know anything is happening until it happens to
regimes or something like that. What could they find attrac-
tive about the fact that there are hundreds of thousands, if not
millions, of Americans who are drifting out of the system?
First of all, who are these people? They’re not important.
They’re just malcontents. They’re not rich.

REASON: If you could get together today with some of your
friends from National Review, what would you say to them?
HESS: Well, I'd say very little except to make the plaintive
point that they’re casting their lot with authoritarianism and
that, although I can understand that they intend to be the
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“If Americans had to pay annually
the amount of taxes exacted from
them by subtle theft, they would
refuse to do it. Say'no and not do it.”

authoritarians this time, I suggest that they would be happier
if they cast their lot on the side of freedom. That’s all. It seems
to me that in the long run the greatest thing you can say about
freedom 'is that you feel better when you’re free. It’s a more
enjoyable state of life than to be either a slave or a master.
Now there may be a lot of other high-falutin’ reasons, but it’s
the only one I could talk to people at NR about.

REASON: And if you were gomg to make policy tomorrow,
what would you do?

HESS: Say if I could effect leg1slat1ve changes? 1 would pick
two and only two: I would repeal the withholding tax, and I
“would enact Mark Hatfield’s Neighborhood Powers Act. The
Neighborhood Powers Act would enable people to withhold up
to 70 percent of their federal tax liability if they gave the
money to a community corporation instead. That would be the
end of the federal government. On the other hand, if you
repeal the federal withholding tax, that would also mean the
end of it. If Americans had to pay annually the amount of taxes
exacted from them by subtle theft, they would refuse to do it.
Simply that, they would refuse. Say no and not do it. And the
federal government would collapse. Or collapse back to a very
small size. Either of those things would, I believe, start a
momentum toward a free society.

REASON: Karl, it’s obvious from your work and your words -

that you have a deep affection forithis country. Why?
HESS: Oh, my God, can you imagine anyplace else in the
world that would put up with either one of us except here? Just
looking around the world, there’s no place like it. Com-
paratively, it’s the most free country on the face of the earth. I
don’t think there’s any doubt about it. And I think that applies
to blacks living in the ghetto and to people living in Beverly
Hills, and it applies to people living in Hamtramck, Michigan.
There would be no advantage to being a poor person anyplace
elsé in the world compared to here. I don’t think there is any
particular advantage to being poor, most of all because of the
state of mind involved, but where else? Other places you could
conveniently and probably would starve to death.
REASON: It sounds, despite all the problems in the country,
that you are essentially optimistic in the long term?

HESS: I think the fascists are idiots, and I don’t think the
idiots can sustain things very long.

REASON: Karl, thanks a lot. -

HESS: Any time. , m

48 REeasoN/May 1982

Panic
(Continued from p. 39)

reserves judgment until other researchers have produced the
same results.

In all of the cases detaxled above, peer review and replication '
were side-stepped. Major government decisions were made on
the basis of single, unreviewed, unvalidated studies.

After the release of the EPA’s Love Canal cytogenetics
study, a representative of the New York State Health Depart-
ment said, “I for one will never believe anything the EPA says
or releases again unless it has been peer reviewed.”’ Incidents
such as these invariably damage the government’s scientific
credibility, but-that is not their only consequence.

A government announcement of an adverse health effect can
never be fully retracted; the public gives more credence to bad
news than to good. With regard to the cytogenetics study,
Governor Carey’s panel stated: “The damage done...is
perhaps beyond mending; many of the Love Canal residents
have by now become so distrustful of governmental agencies
and their scientific reliability that they are unwilling to believe
anything except the worst of news about themselves.”’

Unfortunately, the four incidents described above are not
the only examples of premature government actions based on
preliminary scientific information. The American public will
have to live with the consequences of other mistakes for a long
time. For instance, the findings of the original animal study
that led to the banning of cyclamate have not been confirmed.
by later investigators, yet cyclamate remains banned. If the
ban were lifted, many consumers would regard this sweetener
with understandable suspicion.

The Canadian epidemiology study that related the use of
saccharin to an increased risk of bladder cancer in men has
been decisively contradicted by later work. Yet saccharin re-
mains controversial. .

Another unfortunate side-effect of the publicity surrounding
ill-founded preliminary conclusions was reported recently in
Science. In the summer of 1979, residents of a Memphis, Ten-
nessee, neighborhood were complaining of various health
problems. A former local health official made mention of a
chemical waste dump in the area, and soon there followed .
picketing, highly charged meetmgs and even calls for a Love
Canal-style evacuation. A congressional hearing was con-
vened. The EPA and the Centers for Disease Control moved in.
to study the problem.

But it turns out that there was no problem—nothing more
than background levels of pesticides, no historical or aerial
evidence of a source of chemicals, and no data that would sup-
port toxic illness or severe health effects. There can be little
doubt that this case of a ‘“‘phantom dump,’’ as Science called it,
is at least partly a result of the inadequate but well-publicized
studies of the Love Canal situation.

The increasing incidence of scientific shortcuts on the part

- of government agencies is appalling. Peer review, statistical

integrity, and replication of 1mp0rtant findings are essential to
science. When government agencies take shortcuts and need-
lessly spread panic among the public, science itself loses
credibility. It is likely that people will be less and less willing to
accept any scientific results. The disturbing prospect is a
citizenry functioning in an increasingly complex world on the
basis of ever more ill-informed choices. (

Elizabeth Whelan is executive director of the American Council on
Science and Health (ACSH) and the author of Preventing Cancer.
Kathleen Meister is an associate editor of ACSH News & Views,
from which this article is adapted, by permission of the authors.
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Dollars & Sense

(Continued from p. 43)

such huge and mysterious conduits as
Fannie Mae and the Federal Financing
Bank. Much of the federally supported or
guaranteed debt could charitably be
described as unsound, such as advances
to bankrupt developers from the now-
terminated New Communities Adminis-
tration, many housing and student loans,
the guarantee of New York City securi-
ties, and backing of US bank loans to
Eastern European governments. Uncle
Sam’s own record as a lender should.not
give anyone confidence in the govern-
ment’s capacity to recognize safe and
sound banking practices.

The many federal agencies that sup-
posedly provide funds to the mortgage
market have no lasting net effect, People
simply buy agency securities instead of
depositing their money in mortgage-
lending institutions; insurance com-
panies and commercial banks likewise

hold more agency debt and fewer mort-

gages.

The government’s efforts to divert
credit flows to low-income urban housing
and minority-owned small business have
been very expensive, plagued by scan-
dals and defaults, and remarkably unsuc-
cessful. With taxpayers understandably
upset by such uses of their money, in re-
cent years we'ye seen an attempt to do
good deeds with other people’s money—
namely, with the money that stock-
holders and depositors have entrusted to
banks and thrifts. Regulatory threats and
harassment seem ideally suited to such
political redistributions of wealth, and
they avoid the cumbersome process.of
subjecting the wealth transfers to close
public scrutiny and voter approval.

The Community Reinvestment Act
leans toward special favoritism for dwell-
ings and whole neighborhoods, rather
than simply requiring the absence of un-
fair treatment based on irrelevant in-
dividual characteristics. The initial
benefits from the supposed added provi-
sion of mortgage credit would flow to
those who could thereby sell their houses
at a higher price, quite possibly produc-
ing white flight at the expense of those
buying the houses and at the expense of
poorer people facing a smaller stock of
what might otherwise be rental housing.
There is; in short, a redistribution of
wealth involved that may be quite dif-
ferent from what some would like us to
believe.

To put it bluntly, the Community Re-
investment Act can only be viewed as an
effort to push financial institutions into
foisting more dubious loans on those who

can least afford them. One might sup-
pose that banks and thrifts already have
enough bad loans and that consumers
have more than enough debt. But the
Wisconsin school of populism per-
sonified by Sen. William Proxmire loves
credit and deplores debt, which is one
way of ignoring the problem. When
runaway expansion of money and credit
produces inflation, some members of
Congress just figure that people must
need a lot more money and credit to pay

those soaring prices.
E REGULATED FINANCIAL insti-
tutions form an island in an ex-
panding sea of unregulated alternatives.
Bankers who fight for the status quo are
standing still, which just lets the others
move ahead that much faster. Regula-
tory barriers are being repealed by
reality—but it is a slow and distorting
process.

A minimal reform is to greatly accel-
erate the faltering abolition of Regulation
Q ceilings on interest rates and to repeal
the Douglas Amendment to the 1956
Bank Holding Company Act, facilitating
the merger of banks and S&Ls across
state lines, at least in four or five broad
regions. Reciprocal banking agreements
between states would help, too.

The new financial technology will re-

quire significant long-term commitments*

of capital. Such investments will simply
not be forthcoming in adequate amounts

.if a large element of regulatory risk is

added to the already formidable uncer-
tainties of monetary policy.

Distinctions between depository in-
stitutions will disappear, and distinctions

between other financial institutions will®

be further blurred. Finance will become
more efficient and competitive, with ex-
plicit full-cost pricing of services.

Whether regulatory reform plays a lag-
ging or a leading role, competitive and
technological forces will initiate the
change.

Back in the 1830s, Congress seriously

-contemplated shutting down the US

Patent Office on the grounds that
everything had already been invented.
We now have the hindsight to say they
lacked foresight. But technology always
develops differently from the way we
suppose it will. Today, we don’t even
know what will be considered valuable
natural resources in the future, any more
than our grandparents knew what we
would do with uranium. One thing we do
know is that man’s ingenuity is awesome
and that scientific progress is ac-
celerating at a rapid pace as one inven-
tion leads to many uses that are, in turn,
multiplied many times again.

We also know, from history and ex-
perience, that attempts to delay the
sometimes frightening onrush of
technology only succeed in diverting new
techniques to other areas, leaving ob-
solescence as the price of obstruction.
We must never forget that we operate in
a highly competitive global marketplace
and that capital, labor, and money can
and do move to places that are most con-
ducive to doing business. If some states
or nations promote more-efficient
methods of providing financial services,
then their financial sectors, and the ac-
tivities they finance, will come out ahead
in the competition for capital.

The power of the marketplace can and
will undermine financial regulations. The
process would be far more orderly and
efficient if the regulations were simply
discarded. m

Contributing Editor Alan Reynolds is vice-
president of Polyconomics, Inc.
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VIEWPOINT

Cooperation and Coercion

ithin the next few months we’ll be

hearing a good deal about various
Democratic alternatives to ‘‘Reagan-
omics.” Since Reagan’s main idea is to
return more economic decisionmaking to
the people, it is easy to see that an “‘alter-
native’’ to Reaganomics is likely to be
antimarket, embodying quasi-socialist
proposals—not so labeled, but rather
camouflaged in the friendly rhetoric of
“‘cooperation.”’.

Some of this material has already
begun to seep out of the various outposts
of latter-day liberalism: a cover-story in
Esquire, for example, regaling us with
the thoughts of Sens. Bill Bradley and
Gary Hart—‘‘cooperative regionalism”
being a sample. Sen. Paul Tsongas’s
book, The Road from Here, gives us fur-
ther clues. In addition, Felix Rohatyn,
the chairman of New York’s Municipal
Assistance Corporation, has published
endless articles in the New York Review

of Books. They are worth a glance, if only-

because it is rumored that Rohatyn
would like to be secretary of the
Treasury in a Democratic administra-
tion. :

Rohatyn is here to tell us that we must
adopt “‘an industrial policy committed to
restructuring basic U.S. industries.” He
has in mind steel, autos, rubber, glass,
and such. Such restructuring, of course,
is already taking placeé as a result of
market forces. His use of the word
“policy”’ tells us that he would replace
market forces with political force.
(Remember how we didn’t have an
“energy policy”’ until the Department of
Energy was in place?)

Rohatyn reassures us that he is not in
favor of “lemon socialism.” Neverthe-
less, he believes that the Chrysler bailout
was wrong in detail, not in principle.
What we really need, apparently, is a
new Reconstruction Finance Corporation
(RFC), which will “provide capital for in-
. dustries that have a sound case for it.”
Taxpayers' money would be invested
“where the RFC deems this in the public
interest.”’ ’

Which supplicant firms would be
favored? ‘“The RFC staff would have to
analyze [a firm’s] chances to survive on a
realistic basis.” Equity capital would be
provided, and “in exchange’’ unions
“would be asked” to make concessions,

50 ReasoN/May 1982

BY TOM BETHELL

and some management decisionmaking
would be transferred to the RFC. Rohatyn
does not explain how RFC staffers will
achieve such far-sightedness, nor does
he explain why lenders in the market-
place are incapable of similar wisdom.
His is really a proposal to transfer power
and decisionmaking to an intelligentsia.
(One is reminded that socialist President

Frangois Mitterrand of France said in a
recent interview: ‘“The nation must en-
trust its future to the most intelligent in
order for society to succeed.” Remember
when socialism was legitimized by ‘‘the
proletariat’?)

This RFC should be run “‘outside of
politics,”” Rohatyn adds ominously. That
is, the people should be prevented from
influencing its decisions. Freedom, ad-
mittedly, “would be abridged,” and “‘a
temporary austerity will have to be ac-
cepted.” In fact, a great many things will
“have to be’’ in the-world-according-to-
Rohatyn. Jobs “‘will have to be”” brought
to- the people. Some employment “‘will
have to be” subsidized. A new tax ‘‘has
to be” imposed, and a ‘‘tough incomes
policy” is promised, too. Protest is likely
to be inaudible “outside of politics,” of
course. The Kremlin is also run outside
of politics. ~

Similar themes of alleged ‘‘coopera-
tion”’ between business and government
have been sounded by other Democrats.
“We must make certain that business,
labor and government cooperate and
agree on specific goals,” said Walter
Mondale in a New York Times Magazine
article. Who is ‘““we” here, and who
decides the ‘“‘goals’” exactly? “Govern-
ment and industry must be in harness,”
Tsongas wrote in his book. Yes, but who

cracks the whip?

The new Democratic motif of “‘co-
operation” seems intended to disguise -
the reality that business will in fact be
ruled by government. Governments,
after all, have coercive powers.
Businesses must use persuasion to sell
their products.

Of course, many businesses are happy
to surrender to the will of government,
Chrysler being an example. And govern-
ment is only too willing to bow to some
private-sector interests in order to
enlarge its constituencies. For these
reasons the ‘“‘cooperation’” of business
and government will inevitably degener-
ate into an extension of the welfare state
into the corporate world. Nothing could
be more destructive of entrepreneurship
and dynamism.

Furthermore, grandiose partnerships- -
in-enterprise never work out, because by
the time the information needed to draft
and implement the plan is accumulated
by the planners, the people across the
land want something else and are prob-
ably already making it. The world moves
on and won’t await the cogitations of cor-
porate and government leaders.

The great delusion of leadership elites
is that it is possible to accumulate all

‘useful information about an economy

into one great shining nugget of data and
then pass it around a boardroom table,
refining it and polishing it up in the proc-
ess. It can’t be done. Rohatyn himself
has admitted that he learned as MAC
chairman that ‘“when we know all the
facts, it is often too late to act.”
“Industrial policy” really amounts to
central planning in disguise. And central
planning doesn’t work because the cen-
tral plan must inevitably run afoul of all
the myriad small plans of individuals. So
if the central plan is to be implemented,
individuals ‘‘have to be’’ prevented from
carrying out their plans—whether they
like it or not. That is why planned
economies always turn into police states.
Beware, then, when you hear the word
cooperation out of the mouths of politi-
cians. What they mean is coercion.

Tom Bethell holds the DeWitt Wallace Chair
in Communications at the American Enterprise
Institute. He is a Washington editor of the
American Spectator.
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