
  
    CAPITALISM AND FREEDOM


    A CASE FOR COMPETITIVE CAPITALISM AS THE MOST DESIRABLE SOCIETAL ARRANGEMENT


    In Capitalism and Freedom, the Nobel Prize-winning economist Milton Friedman outlines his views on the relationship between economics and politics. Contrary to popular opinion, Friedman claims that these two fields are intertwined and offers a conceptual framework, dubbed competitive capitalism, which sees the idea of freedom as not solely belonging to the political sphere, but to the economic sphere as well. Moreover, apart from being a valuable end in and of itself, economic freedom precedes political freedom:


    “… freedom in economic arrangements is itself a component of freedom broadly understood, so economic freedom is an end in itself. In the second place, economic freedom is also an indispensable means toward the achievement of political freedom.” (p.8)


    After discussing the framework itself in the first two chapters, he goes on to apply it to a host of issues, each chapter detailing one separate area in which he discusses the current problems and how they could be improved through reform along competitive capitalist lines.
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            	Competitive capitalism: Friedman’s name for the politico-economic system he adheres to and would like to see a return to in the United States.


            	Freedom: the core value in Friedman’s theory of competitive capitalism.


            	Liberalism: the original term for the ideas Friedman describes in the book but the use of which has been misappropriated over time, resulting in the modern usage being the exact opposite of its original meaning.


            	Rule of law: the essential function to which governments must confine themselves in a system of competitive capitalism.

          

        

      

    

  


  
    CONTEXT


    THE AUTHOR


    Milton Friedman was born on 31July 1912 in New York City to Ukrainian Jewish parents. He obtained his Bachelor of Arts in Mathematics and Economics from Rutgers University in New Jersey, his Master of Arts in Economics from the University of Chicago and his PhD in Economics from Columbia University.


    He taught for 30 years at the University of Chicago, making the department one of the most prominent economics departments in the world. Under his tutelage, many of his students went on to become prominent economists in their own right, such as Neil Wallace, Gary Becker, Robert Fogel and Robert Lucas Jr.


    Friedman received the Nobel Prize in Economics in 1976 for his cumulative accomplishments in a number of fields such as consumption analysis, monetary history and theory and stabilisation policy, and retired from the University of Chicago the year after. Nevertheless, he stayed active in academia by taking up the position of senior research fellow at the Hoover Institution at Stanford University.


    Unlike many economists, Milton Friedman had a second career after retiring as an economics professor: he became an influential public advocate for the views he had already set out in his book Capitalism and Freedom in 1962. One of the more notable projects in this vein is the ten-part TV series ‘Free to Choose’, which aired on national TV in the United States in 1980.


    Milton Friedman died of heart failure on 16November 2006 in San Francisco. He is survived by his son David Friedman, a noted economist himself, and his daughter Jan Martel.


    CONTEXT AND BACKGROUND


    Capitalism and Freedom was written well before Friedman became a renowned advocate for some of the positions he first outlined in the book and 14 years before he won the Nobel Prize. In this sense, the book seems like an anachronism because it was written during a time when Friedman was almost exclusively engaged in economic scholarship and not policy advocacy. As is generally known, he would later become influential as a policy advisor to both the Reagan administration in the United States and the Thatcher government in the UK, but the timing of the publication of Capitalism and Freedom suggests that he had always had an eye for the broader implications of some of his work.


    Friedman refers to such scholars as Friedrich Hayek and Henry Simons when briefly discussing some of the history of the liberal project which he sees himself as being a part of. In particular, Friedrich Hayek’s 1944 book The Road to Serfdom can be seen as a forerunner of some of the ideas discussed in Capitalism and Freedom. This becomes quite clear when Friedman discusses social organisation in contemporary society. Here he echoes Hayek’s views when he claims that “The basic problem of social organization is how to co-ordinate the economic activities of large numbers of people.” (p.12). He believes that the solution is the coordinating propensity of a free market system, as laid out in Hayek’s 1945 paper ‘The use of knowledge in society’.

  


  
    SUMMARY OF CAPITALISM AND FREEDOM


    As mentioned before, the book is divided into two parts: in the introduction and the first two chapters, Friedman elaborates on his idea of competitive capitalism, offering a theoretical base by which he tackles specific policy issues in the remaining chapters.


    PART 1: THEORETICAL EXPOSITION


    In laying out his case for competitive capitalism, Friedman starts off by reiterating the classic dilemma posed by the presence of government in a society: “Government is necessary to preserve our freedom, it is an instrument through which we can exercise our freedom; yet by concentrating power in political hands, it is also a threat to freedom.” (p.2). This raises the age-old ‘Quis custodiet ipsos custodes?’ question.1 Friedman’s answer is to attach to economic freedom not just intrinsic value, but also – and more importantly – instrumental value in safeguarding political freedom:


    “Viewed as a means to the end of political freedom, economic arrangements are important because of their effect on the concentration or dispersion of power. The kind of economic organization that provides economic freedom directly, namely, competitive capitalism, also promotes political freedom because it separates economic power from political power and in this way enables the one to offset the other.” (p.9)


    
      	
        The intrinsic value of economic freedom: economic freedom allows a multitude of different products to arise in the marketplace in response to differing consumer demands. The way it does this is by extending the division of labour and specialisation further and further. As such, economic freedom allows diverse needs to be met without imposing uniformity on every participant in the market. The comparison Friedman draws with politics is that in the marketplace there is a true proportional representation. Using a quip to illustrate this, Friedman comments that:

        “It is, in political terms, a system of proportional representation. Each man can vote, as it were, for the color of tie he wants and get it; he does not have to see what color the majority wants and then, if he is in the minority, submit.” (p.15)


        Because of this diversification, it becomes much harder for consumers and producers, employers and employees to coerce each other into certain arrangements. Friedman adds that this is exactly why many people have a dislike for the market – because it allows individuals to satisfy their preferences regardless of what other people think of these preferences. Apart from an economic dimension, this also has an ethical dimension: the market relegates ethical matters to the individual level, which makes it much harder for individuals or groups to impose a certain philosophy or way of life on other individuals.

      


      	The instrumental value of economic freedom: the instrumental value of economic freedom for achieving political freedom lies exactly in this fact that the very nature of politics and economics is different. Whereas the marketplace is most effective when there is a thorough division of labour and the extent of the market is dispersed, political power is most effective when the bulk of it is situated in one centre of decision.2 Dispersion of economic power allows individuals to voice subversive opinions without having to suffer a government crackdown on their livelihood. In a centralised economic system where government would have broad powers over economic matters, this becomes much more difficult.3

    


    Finishing off the first part of the book, Friedman delves deeper into what role exactly government should in fact play in the kind of society that he has thus far been advocating. The need for government intervention is simply because the idea of competitive capitalism cannot be taken to its logical conclusion, namely anarchy: basing everything on voluntary transactions between people. This is because by their nature certain things are indivisible: national defence, police services, and so on. In matters like this there can be no proportional representation of interests like in the market. According to Friedman, in these cases proportional representation in the political sphere would lead to inefficiency:


    “… the fact that the final outcome generally must be a law applicable to all groups, rather than separate legislative enactments for each “party” represented, means that proportional representation in its political version, far from permitting unanimity without conformity, tends toward ineffectiveness and fragmentation.” (p.23)


    However, even if some areas simply have to be dealt with through political means because there is no other way, other domains must be left to the market as much as possible because politics tends to exacerbate the antagonism already present. Getting as many issues out of the political sphere as possible will help minimise the significance of these issues through the mechanism described in the part on the intrinsic value of economic freedom. Apart from intervention in certain special areas, government also has the more general task of setting the rules by which voluntary interaction amongst individuals is regulated. This is commonly called the rule of law function of government. Counting on fallible men to regulate themselves would result in chaos, so we need government to perform the function of umpire in setting and reinforcing the rules, mediating differences and enforcing compliance.


    It is clear that the government envisioned by Friedman is one that differs radically even from the one that existed in the United States in the 1960s.


    PART 2: POLICY APPLICATIONS


    Based on the ideas in the first two chapters, Friedman goes on to discuss a broad range of topics that are each tackled individually in a separate chapter. There are ten such chapters in total, and each is in fact a standalone discussion. Despite this, there is some overlap between them and a rough typology is possible:


    
      	Economic topics: these are the chapters on ‘The Control of Money’, ‘International Financial and Trade Arrangements’ and ‘Fiscal Policy’. Although Friedman succeeds in presenting complex economic discussions in an accessible way, these chapters require a certain historical knowledge in order to adequately understand the points being made. The chapter on ‘The Control of Money’ in particular is laced with historical discussion.


      	Social topics: this includes the chapters on ‘Alleviation of Poverty’, ‘Social Welfare Measures’ and ‘The Distribution of Income’.


      	Miscellaneous topics: this is a loose collection of subjects spread over four chapters. These are ‘Occupational Licensure’, ‘Monopoly and the Social Responsibility of Business and Labor’, ‘Capitalism and Discrimination’ and ‘The Role of Government in Education’.

    


    CONCLUSION


    In the conclusion to the book, Friedman goes over a number of things again to emphasise previous points he made in the book. First, he criticises the double standard which has been used for evaluating market and government performance. The free market was and is criticised based on its actual performance, whereas government intervention is evaluated by its intentions as based on ideal assumptions. If we compare both systems based on actual performance, then the verdict is in favour of the actual functioning of the market instead of the actual functioning of government intervention. To reinforce this point, Friedman goes over the content of the policy chapters again to use the examples he gave in them to illustrate this point. Not only does he do this for the United States nationally, true to the spirit of the times in which the book was written he also extrapolates this to make a more general comparison between the United States and the Soviet Union.


    The reason why the implemented government programmes have had such abysmal effects, according to Friedman, is because:


    “… they seek through government to force people to act against their own immediate interests in order to promote a supposedly general interest. They seek to resolve what is supposedly a conflict of interest, or a difference in view about interests, not by establishing a framework that will eliminate the conflict, or by persuading people to have different interests, but by forcing people to act against their own interest.” (p.200)


    Why then, he muses, does the burden of proof still rest with those making the case for a society based more on voluntary interaction through the market mechanism? He quotes British legal scholar A.V.Dicey’s explanation of the dual nature of government intervention: a beneficial side which is also the ‘visible’, short-term side and a negative, ‘invisible’ side which is invisible due to longer term processes. For Dicey, this instils in people a natural bias towards governmental intervention which can only be counteracted by the presence of an inclination in favour of freedom amongst the population. Correspondingly, Friedman concludes that the prospects for a society governed primarily by voluntary cooperation amongst individuals are bleak if we do not succeed in persuading people of the benefits of this system relative to government intervention, something which he sees starting to unfold.

    


    
      
        1. ‘Who will guard the guards?’.

      


      
        2. Friedman does not mean that political power cannot be dispersed; rather, he means that the bulk of political power is located either at the national level or at the subnational level, but not both at the same time (for instance the difference between unitary states, federal states and confederal states). Political power cannot be multiplied by dividing it across multiple levels of government. He uses a metaphor to describe this: “There can be numerous small independent governments. But it is far more difficult to maintain numerous equipotent small centers of political power in a single large government than it is to have numerous centers of economic strength in a single large economy. There can be many millionaires in one large economy.” (p.16).

      


      
        3. Examples Friedman gives to illustrate this point include the blacklisting of Hollywood writers who were deemed
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