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Frédéric Bastiat. (1801-1850)

Bastiat is arguably history's most persuasive and influential popularizer of free-market economics.  His writings explain the laissez-faire lessons of economists like Adam Smith and Jean-Baptiste Say with clarity and humor.  For example, in his "candlemakers' petition," Bastiat proposes that government end "unfair competition" by blotting out the sun.  The point is to ridicule protectionists who seek to stop the "flood" of "cheap foreign products."  Ending the sun's competition with man-made illumination would indeed increase the demand for candles, but consumers lose far more than producers gain.  In his other writings, Bastiat spreads his ridicule widely: protectionism is his favorite target, but he also goes after socialism, redistribution, and make-work programs, and debunks critics of thrift, middlemen, and mechanization.

Bastiat is also the author of the finest essay on opportunity cost ever written, "What Is Seen and What Is Not Seen."  He begins with a parable: a boy breaks a window.  What is the effect on society?  The benefits seem to ripple out: the shop-owner pays the glass-maker to replace the window, the glass-maker in turn buys something else, and so on.  But this analysis ignores "the unseen," what the shop-owner would have bought instead of replacing the window - perhaps a new pair of shoes.  As Bastiat puts it:

[T]here are not only two people, but three, in the little drama that I have presented.  The one... represents the consumer, reduced by destruction to one enjoyment instead of two.  The other, under the figure of the glazier, shows us the producer whose industry the accident encourages.  The third is the shoe-maker... whose industry is correspondingly discouraged by the same cause.  It is the third person who is always in the shadow, and who, personifying what is not seen, is an essential element of the problem. (1964b, p.4)

The lesson: When government acts, weigh the observed gains against whatever government crowds out.  Military spending may employ millions; but imagine what those millions would have done if taxpayers had been allowed to keep their money and spend it as they pleased.
Bastiat was an original theorist as well as an educator.  Economists have often wondered why foolish economic policies exist.  Bastiat has an intriguing answer to this important question.  The proximate cause of protection may be industry lobbying, but the root cause is the public's lack of economic understanding:

I am not one of those who say that the advocates of protectionism are motivated by self-interest.  Instead, I believe that opposition to free trade rests upon errors, or, if you prefer, upon half-truths.  (1964a, p.3)

According to Bastiat, then, the primary reason for protectionism and other wealth-reducing policies is not the machinations of special interests, but democracy's tendency to heed public opinion - right or wrong.  Modern research suggests that this simple explanation has much to recommend it. (Caplan 2002)
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Competition. 

Proponents of capitalism often seem to go against common sense.  They maintain that left entirely to their own devices, profit-maximizing businesses will charge reasonable prices to consumers, maintain product quality, pay workers according to their productivity, and constantly strive to do even better.  But if business only cares about the bottom line, why not charge consumers exorbitant prices for junk, and pay all workers their bare subsistence?

The answer is competition.  A business that gives consumers a bad deal soon has no consumers left.  They take their patronage elsewhere.  An employer who pays productive workers less than they are worth faces the same dilemma.  A rival employer will "steal" these workers by offering them a raise.  Why bother to maintain product quality?  Because cutting corners is penny-wise, pound-foolish: You save on production costs, but sacrifice your firm's reputation.

Once you look at the economy through the lens of competition, the whole picture changes.  To the untrained eye, greedy businesses "take advantage" of consumers and workers.  Due to competition, however, the road to profit is lined with good intentions: To succeed, you must give your customers and employees a better deal than anyone else.

It is easiest to see the impact of competition in markets with thousands of small firms.  Economists call this "perfect competition."  The wheat market is a classic example.  If one farmer charged more than the prevailing price, all his customers would switch to one of the thousands of alternative suppliers.  Under perfect competition, firms produce until the product price equals the marginal cost of production.  Moreover, competition ensures that firms produce at the minimum average cost.  Any firm with higher costs will be undercut.  It is an elementary economic theorem that perfect competition's triple equality of price, marginal cost, and average cost maximizes society's gains to trade; it is, in economists' jargon, "fully efficient."

This conclusion is easily misinterpreted.  It does not mean that only perfect competition is fully efficient.  Perfect competition is a sufficient condition for efficiency, not a necessary one.  It is important to bear this in mind because in most industries, perfect competition will not naturally arise, and would be disastrous to impose.  Perfect competition normally exists only if the minimum efficient scale  - the smallest quantity a firm can produce at the minimum average cost - is small relative to industry demand. (Figure 1)  If minimum efficient scale is large relative to industry demand, in contrast, only a few firms can survive; a small firm would have enormous average costs and be undercut by larger rivals. (Figure 2) 

Fortunately, is entirely possible for market performance to be as good with few firms as with many.  Indeed, two genuine competitors may be enough.  Imagine that two firms with identical and constant marginal costs supply the same product.  The firm with the lower price wins the whole market; if they offer the same price, each gets half. Competition still induces each firm to price at marginal cost.  Why?  If the firms initially ask for $1.00 above marginal cost, each firm could steal all of its competitor's business by cutting its price by one penny.  Like an auction, price-slashing continues until price and marginal cost are equal.

What if the minimum efficient scale is so large that only one firm can survive?  Surely competition breaks down?  Not necessarily.  As long as there is potential competition, a single firm may act like a perfect competitor.  As long as other equally able firms would enter the market if it became profitable, the incumbent firm cannot raise prices above the competitive level.  Note, though, that in this case competition drives price down to average cost, but not marginal cost. (Figure 3)  Given fixed costs, a firm that set price equal to marginal cost would lose money.

When does competition not work?  The simplest and most empirically relevant answer is: when government makes competition illegal.  In agriculture, governments have long strived to hold prices above the free-market level.  The sector would be perfectly competitive in the absence of regulation, but many deem this outcome politically intolerable.  Restrictions on international trade like tariffs do the same for domestic firms.  Licensing and related regulations have kept prices above free-market levels in airlines, trucking, railroads, and other industries.  

The intensity of government restrictions on competition varies.  In the post-war era, they were especially draconian in the Third World.  Under the rubric of "import substitution industrialization," many less-developed nations cut themselves off from world markets with strict tariffs and quotas.  Internal policy matched, with hand-picked firms receiving strict monopoly privileges.  Such policies are in retreat, but remain a heavy burden for developing countries.

Public opinion and antitrust laws tend to overlook monopolies created by the government.  Instead, they focus on firms' alleged ability to hold prices above average costs even though it is perfectly legal to compete against them.  There is a simple, common, and relatively harmless way to achieve this: be the best.  If the lowest-cost firm can produce shoes for $10 per pair, and the second-lowest requires $12, then the former can safely charge $1.99 more than its own marginal cost.  While this is not perfectly efficient, the problem is mild.  Indeed, punishing industry leaders for being the best ultimately hurts consumers by reducing firms' incentive to leap-frog over the current industry leader.

There are two other commonly-cited paths to free-market monopoly: collusion and predation.  The idea of collusion is that the firms in an industry stop competing with each other.  This might be achieved through merger to monopoly, a formal cartel arrangement, or an informal "gentlemen's agreement."  Under United States antitrust laws, these are all either illegal or heavily regulated.  

When it was legal, collusion was still easier said than done.  Even if the number of firms is small, it is hard to get all of them to sign a cartel agreement, and even harder to actually honor it.  As the number of firms rises, the creation of viable voluntary cartels soon becomes practically impossible.  Regardless of industry concentration, though, the most fundamental check on collusion is new entry.  Once all of the firms currently in the industry raise prices, what happen when outsiders notice their inordinately high profits?  Existing firms could invite them to join the cartel, but then the cartel has to share its monopoly profits with anyone and everyone.  But if new firms are not admitted, they will undercut the cartel and ruin the arrangement.

What about predation?  The idea is to condition your price on the behavior of other firms.  You threaten to give the product away until you are the only firm left; once consumers have no other choice, you raise prices to recoup your initial losses.  But predation, even more than collusion, is easier said than done, and there are few good examples even before the existence of antitrust laws.  The hitch is that the predator loses far more money than the prey.  If the predator begins with a 90% market share, it loses at least $9 for every $1 than its rivals lose.  It is not enough for the predator to have slightly "deeper pockets" to outlast the prey; in this example, their pockets need to be at least nine times as deep.  Other factors amplify the predator's troubles: Rivals can temporarily shut down; consumers may stock up when prices are low, making it hard to recoup the losses; successful predators may attract the attention of large-scale entrants with even deeper pockets than their own.

In sum, competition is a robust mechanism for reconciling individual greed and the public welfare.  The key is not the number of firms in a given industry, but whether competition is legally permissible.  More firms may reduce the probability of collusion, but that is unlikely to happen anyway.  "Trust-busting" and other artificial efforts to reduce concentration tend to backfire.  Industries are concentrated because the minimum efficient scale is large.  Nevertheless, governments can do much to strengthen competition: They can repeal the panoply of policies designed to curtail it.    
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Figure 1: Competition with Small Minimum Efficient Scale



Figure 2: Competition with Large Minimum Efficient Scale


Figure 3: One Firm Facing Potential Competition



Libertarian. 

In the modern world, political ideologies are largely defined by their attitude towards capitalism.  Marxists want to overthrow it, liberals to curtail it extensively, conservatives to curtail it moderately.  Those who maintain that capitalism is a excellent economic system, unfairly maligned, with little or no need for corrective government policy, are generally known as libertarians.

Libertarians hasten to add that by "capitalism" they mean laissez-faire capitalism, not the status quo economic system of the United States.  Unlike conservatives, who primarily resist new forms of government intervention, libertarians advocate a massive roll-back of existing intrusions into the free market, an across-the-board program of privatization and deregulation.  Libertarians typically favor the abolition of Social Security, Medicare, welfare, public education, quality and safety regulation, tariffs, immigration restrictions, subsidies, antitrust laws, narcotics prohibition, pro-unions laws, and of course the minimum wage.  The most common libertarian position is minarchism, the view that government should be limited to its "minimal" or "night watchman" functions of police, courts, criminal punishment, and national defense, but many libertarians endorse a somewhat broader role for government, and a vocal minority of "anarcho-capitalists" insist that the functions of the minimal state should be privatized as well.

An overwhelming majority of the world's voters would obviously reject such proposals out of hand.  But libertarianism enjoyed sharp growth over the past fifty years, largely because it generated many knowledgeable and articulate advocates, like Milton Friedman, Ayn Rand, Robert Nozick, Ludwig von Mises, Murray Rothbard, David Friedman, Charles Murray, Thomas Sowell, Walter Williams, and a long list of fellow travelers including Nobel laureates F.A. Hayek, Gary Becker, George Stigler, and James Buchanan.  

Much of the libertarian case for laissez-faire is rooted in standard economics.  Almost all economists recognize that competition tends to align private greed and the public interest.  Libertarians go further by minimizing the exceptions to this rule.  Even when the number of competing firms is small, libertarians believe that new entry and potential competition provide effective discipline.  Though most acknowledge the existence of externalities, libertarians argue that their magnitude and extent is overstated.  They are similarly optimistic about markets' ability to function in spite of imperfect information.  Even when they concede that the free market falls short, libertarians point out that government exacerbates its failings rather than solving them.  For example, libertarians see great irony in the antitrust laws' effort to "increase competition," when other branches of the government are busily restricting competition with tariffs, licensing, and price supports.

Other prominent arguments point to the moral superiority of laissez-faire capitalism.  Libertarians heavily emphasize the voluntary nature of the market, appealing to two related moral intuitions: First, that an individual has the right to do what he wants with his own person and his own property so long as he does not violate others' rights to do the same; second, "violation" should be interpreted narrowly as use or threat of physical force.  

Libertarian ethicists also frequently appeal to merit.  Those who are financially successful under laissez-faire earned what they have and deserve to keep it.  While libertarians are not opposed to private charity, they believe that the worse-off are presumptuous to angrily demand "their share of the wealth."  The free market already gave them their share.  If they are unhappy with its size, they should figure out a way to raise their own productivity instead of complaining that the market mistreats them.  

Libertarians routinely highlight the hypocrisy of government programs to "help the poor."  Progressive tax systems at most transfer income from e.g. the American rich to the American poor.  By world standards, though, the American poor are well-off.  If helping "the poor" is the real objective, why not send welfare checks to Haiti instead of America's inner cities?  Instead, U.S. immigration restrictions deliberately close off the opportunities the free market provides the Haitian poor to better their condition.  A low-skill U.S. job would pay vastly more than they could ever hope to earn in Haiti.  Libertarians conclude that the "hard-hearted" 19th-century policy of free immigration and minimal welfare did more for the truly poor than any government has done since.

The twentieth century was marked by a great debate between social democrats who wanted to reform capitalism and socialists who sought to abolish it.  The collapse of Communism and revelations of its massive inefficiency and brutality have settled this question.  If the twenty-first century has a great debate, it will probably between social democrats who want to "reinvent" government, and libertarians who maintain that laissez-faire is not only more efficient but also more just.  
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Thomas Sowell. (1930-)

Of all the objections to capitalism, the one with the greatest emotional force today is that it fosters racism and discrimination.  Thomas Sowell has done more than any other intellectual to debunk this charge.  Though also known for his history of thought and information economics, Sowell is famous for combining basic economics and narrative history to study race.  He concludes that differences in group success are largely due to differences in objective performance, and government intervention on minorities' behalf is counterproductive.  Sowell's scholarly research on race brought him into the public eye, making him America's most famous black economist, and a prominent opinion columnist. 

Sowell repeatedly explains that discrimination is not profitable.  What does "discrimination" mean, if not favoritism for the less qualified?  Furthermore, as long as there is a distribution of "tastes for discrimination," market forces select against it: "If two groups of equal productivity are paid significantly different wage rates for doing the same job, then employers who hire the lower-paid group stand to make more profit and, over time, to displace their business rivals." (1994, p.88)  

There are similar market checks against discrimination by workers or consumers.  If workers of different ethnicities dislike each other, employers' natural response is to segregate their workplaces.  If consumers are racist, minorities may not be hired for highly visible jobs, but profit-maximizers would still employ minorities behind the scenes.  Sowell concludes that discrimination is most likely to be found in the non-profit sector (government and private), along with industries subject to rate-of-return regulation.

If this is correct, how can we explain groups' large disparities in economic success?  Sowell's response: Groups must differ in average productivity.  His historical work defends this thesis in detail.  For example, both Jews and blacks have faced intense prejudice.  Yet Jews earn more than any other ethnicity, while blacks earn almost the least.  Sowell's historical account points to Jews' industry, stable family structure, low rates of substance abuse, and especially their "respect and reverence" for education.  Mainstream black culture, in contrast, has almost the opposite orientation.  To bolster his thesis, Sowell examines economically successful black sub-cultures: the descendants of "free persons of color" (blacks whose ancestors were free before the Civil War) and West Indian immigrants.  These sub-cultures are highly achievement-oriented.  West Indian immigrants during the first quarter of the 20th century, for example:

...were more frugal, hard-working, and entrepreneurial.  Their children worked harder and outperformed native black children in school.  West Indians in the United States had lower fertility rates and lower crime rates than either black or white Americans... American Negroes called them "black Jews." (1981, p.219)

Given his contrarian perspective, it is not surprising that Sowell is deeply skeptical of discrimination laws and affirmative action.  If the market effectively checks discrimination, and group earnings differ because average productivity differs, the main function of discrimination laws and affirmative action must be "reverse discrimination" - to compel employers and admissions officers to treat unequally qualified individuals equally.  Sowell adds that these laws tend to backfire.  Employers will be more reluctant to hire someone who can sue for "discrimination," and diplomas' value falls for students known to receive special treatment.  Even misguided regulations that make no mention of race, like the minimum wage, often have a disparate racial impact: The least-skilled workers, disproportionately minorities, are most likely to lose their jobs. 

While Sowell the scholar is reluctant to draw policy conclusions from his work, Sowell the syndicated columnist is not.  He staunchly embraces the moderate libertarianism of Milton Friedman, arguing that controversial policies like school vouchers, drug legalization, color-blind admissions, and abolition of the minimum wage will make life better for Americans in general and blacks in particular.  
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Fascism.
Shortly after World War I, a new Italian political movement emerged under the former head of the Italian Socialist Party, Benito Mussolini.  It was known as Fascism, and won national attention by violently responding to the violent tactics of Italy's revolutionary socialists and labor unions.  Building on this success, Mussolini pressured King Victor Emmanuel to appoint him prime minister in 1922; he then moved towards dictatorship, banning all non-Fascist political parties by the late 20's.  The Fascists soon had many imitators around the world, most notably the National Socialist German Workers' Party under Adolf Hitler, prompting political analysts to transform the proper noun of "Fascism" into the generic concept of "fascism."

The Extremism Model Versus the Totalitarian Model

The most popular interpretation of fascism is that it is "right-wing extremism," standing in diametric opposition to the "left-wing extremism" of communism. (Diagram 1)  This is not only the leading theory among political moderates.  It was also the official position of the Communist International, which in 1935 defined fascism as the "overt, terrorist dictatorship of the most reactionary, chauvinist and imperialist elements of finance capital." (Gregor 2000, p.31)  The problem with the extremism model is that fascism and communism are very similar.  Most tellingly, both advocated and imposed a significantly larger role for government in the economy, almost always seen as a "left-wing" position.  This is frankly admitted by thoughtful socialists like Carl Landauer:

In a history of socialism, fascism deserves a place not only as the opponent which, for a time, threatened to obliterate the socialist movement.  Fascism is connected with socialism by many crosscurrents, and the two movements have some roots in common, especially the dissatisfaction with the capitalist economy of the pre-1918 type... [F]ascism was ready to use forms of economic organization first suggested by socialists - and very likely that use of socialistic forms would have increased if fascism had not all but destroyed itself in causing the Second World War... (Landauer 1959, p.873)

The leading alternative account is that both fascism and communism are forms of "totalitarianism."  The greater the power of the state, the more totalitarian it is.  Pipes provides the canonical inventory: "an official, all-embracing ideology; a single party of the elect headed by a 'leader' and dominating the state; police terror; the ruling party's command of the means of communication and the armed forces; central command of the economy." (Pipes 1994, p.245)  The Soviet Union under Stalin approximates the totalitarian pole, a pole that Hitler's Germany neared by the end of the war.  The laissez-faire minimal state stands at the opposite end of the spectrum. (Diagram 2)

Fascism as National Socialism

The most substantive objection to the totalitarian model is that fascists and communists have usually been violent enemies.  How can they be ideological neighbors?  What this question forgets is the old saying that "the heretic is worse than the infidel."  Mussolini, Hitler, and other fascist leaders broadly accepted the economic outlook of their socialist rivals.  But they split on the question of nationalism.  Orthodox Marxism insisted that the fate of the nation was of no interest to workers.  Socialists were therefore obliged to oppose their own country's war efforts, and scorn the false god of patriotism.

The fascists took the opposite view.  Only a deluded zealot could deny that the fate of Italy mattered for Italian workers.  Just as members of the same economic class have interests in common, so do inhabitants of the same country.  More importantly, ordinary people are highly patriotic.  Any political movement that hopes to succeed must embrace such feelings, not belittle them.  Fascists accordingly replaced veneration of "the workers" with equally fanatical devotion to "the nation," and concluded that Marxists were traitors.

Mussolini's transition from orthodox Marxism to fascism is a matter of public record.  He rose to the highest level of the Italian Socialist Party, becoming the editor of its newspaper in 1912.  By April 1914 he was, "in the judgment of sympathizers and opponents alike, the dictator of the Socialist Party." (Gregor 1979, pp.136-7)  Lenin himself publicly praised his radicalism.  Yet Mussolini chaffed under his colleagues' internationalist scruples.  He broke party discipline by advocating war against the Central Powers, and was expelled from the Socialist Party.  Mussolini then opened a new newspaper, the People of Italy, to promote a synthesis of nationalism and socialism:

Mussolini insisted that the only socialism that would be viable in the twentieth century would be a socialism prepared to identify itself with the nation... The commitment to national tasks involved fundamental common interests uniting all the special economic and parochial interests of the nation... Mussolini's argument effectively identified traditional socialism as both antinational and antisocialist. (Gregor 1979, p.218)

Hitler, in contrast, was never a Marxist; their unpatriotic outlook repelled him from the start.  Yet he eagerly accepted the socialist label, even though it raised suspicions that "we were nothing but a species of Marxism... For to this very day these scatterbrains have not understood the difference between socialism and Marxism." (Hitler 1971, p.483)  That difference is nationalism.  Hitler hates the Marxists not for their economics, but because they "stabbed Germany in the back" during World War I with their revolutionary activities.  Indeed, he repeatedly claims that Marxism is pro-capitalist; it seeks "only to break the people's national and patriotic backbone and make them ripe for the slave's yoke of international capital and its masters, the Jews." (ibid, p.243)  For Hitler, preserving "the economic independence of the nation" from "the international stock exchange" is of paramount importance.  

Fascist economic policies involved extensive government regulation, expansive public works, and generous social programs.  Such policies had clear precedents in socialist legislation, but the fascists gave them a nationalist rationale: to heal internal class divisions, move towards economic autarchy, and prepare for war.  As Hitler explained:

[T]he task of the state toward capital was comparatively simple and clear: it only had to make certain that capital remain the handmaiden of the state and not fancy itself the mistress of the nation.  This point of view could then be defined between two restrictive limits: preservation of a solvent, national, and independent economy on the one hand, assurance of the social rights of workers on the other. (ibid, p.209)

Fascists avoided the radical socialist policies of economy-wide nationalization of industry and collectivization of agriculture.  But this deviation from orthodox Marxism was hardly unique to fascism: given these policies' devastating effect in the Soviet Union, every socialist with a modicum of common sense wanted to avoid them.  As Hitler explained:

He had no intention, like Russia, of "liquidating" the possessing class. On the contrary, he would compel it to contribute by its abilities towards the building up of the new order. He could not afford to allow Germany to vegetate for years, as Russia had done, in famine and misery. Besides, the present owners of property would be grateful that their lives had been spared. They would be dependent and in a condition of permanent fear of worse things to come. (Rauschning 1940, p.161)

Economic Policy Under Italian Fascism

Fascism reigned in Italy for over two decades.  During the early years, the influence of national socialist doctrine on actual economic policy was relatively mild.  Government's share of Gross Domestic Product declined from 1922 to 1926, as Italian industry recovered from post-war turmoil, though the depression restored it to earlier levels.  Italian policy came into closer accord with national socialist ideology in the mid-30's.  Public works, state-enforced cartels, and welfare spending expanded significantly.  The state bought assets of failing banks and corporations, eventually owning most of the banking sector and "a greater portion of the national economy than in any other nation-state west of the Soviet Union." (Payne 1995, p.225)  

The 1935 conquest of Ethiopia pushed Italy further down the socialist road.  Government spending rose to fund the war, then went even higher to pay for public works in the new colony.  International sanctions to protest the war lasted only three months, but Mussolini used them to permanently reduce Italian dependence on foreign markets.  The socialist bent of Fascist economic policy peaked in the last three years of World War II, when Mussolini became the semi-puppet ruler of German-occupied Italy.  Mussolini then sought "revenge against the bourgeoisie and the rightist elite whom he believed had thwarted Fascism" (ibid, p.413) by subjecting industry to heavy government and worker control.
Economic Policy Under German National Socialism

The Nazis were far quicker to expand the role of government and cut ties with the world economy.  In the first four years of their rule, the annual increase in real private consumption was 2.4%, versus an astronomical 19.7% for public consumption. Rearmament had priority, but real non-military government spending grew at an annual rate of 5.3%. (Barkai 1990, pp.250-1)  In spite of the rapid economic recovery, Nazi trade policy pushed imports below their depression levels, particularly in agriculture.  Regulation expanded throughout the economy.  Schoenbaum provides a good summary:

Wages, prices, working conditions, allocation of materials: none of these was left to managerial decision, let alone to the market... Investment was controlled, occupational freedom was dead, prices were fixed... [B]usiness, particularly big business, declined or flourished in direct proportion to its willingness to collaborate. (1980, p.150)

Unemployment rapidly fell during Hitler's early years, and his military buildup has enjoyed most of the credit.  But Nazi labor policy suggests a different mechanism: Wage ceilings and prohibition of militant union activity led to a significant reduction in workers' share of national income, making businesses much more eager to employ them.

World War II brought more radical economic changes.  The Nazis instituted state slavery, forcing millions of foreigners into involuntary - and often deadly - servitude.  As the war progressed, Germany moved close to full socialism, ultimately conscripting women, the elderly, and even children for economic or military service.

Fascisms: Divergence and Convergence

In spite of the parallels, almost all observers acknowledge major differences between Italian Fascism and German National Socialism.  Italian Fascism was far less murderous and militarily aggressive, and moderately less socialist and internally repressive.  Though Mussolini openly described his regime as "totalitarian" by 1925, his practice fell short of his rhetoric.

Furthermore, while Hitler borrowed many ideas from Mussolini, the fateful obsession with Lebensraum, or "living space," was unique to Nazism.  Hitler was convinced that Germany was doomed to Malthusian starvation unless it could acquire more land: "The National Socialist movement must strive to eliminate the disproportion between our population and our area - viewing this latter as a source of food as well as a basis for power politics." (Hitler 1971, p.646)  In spite of its superficial appeal, he maintained that peaceful international commerce was short-sighted.  He also rejected overseas colonization, arguing that other imperial powers had already occupied the areas "suited for settlement by Europeans."  Therefore the only remaining option was "acquisition of new land in Europe itself," (ibid, p.139) particularly in Russia.  Hitler provides few specifics about the fate of the current occupants of his prospective conquests, but his subtext is genocidal.  However paranoid Hitler's land fetish seems, his foolhardy sneak attack on the USSR suggests that he was sincere.

Fascism was a nationalist reaction to the internationalism of orthodox Marxism.  Yet the ideological gap began to close after the rise of the Soviet Union.  Stalin openly appealed to Soviet and especially Russian nationalism, and seemed to abandon world revolution by advocating "socialism in one country."  After Hitler's invasion, Soviet propaganda proclaimed it "the Great Patriotic War" and embraced nationalism whole-heartedly.  Stalin implicitly recognized that the fascists had been right all along about mass psychology: nationalism sells, class struggle does not.  His tacit deviation from orthodox Marxism became a permanent feature of post-war Communist regimes.  They were often bitter enemies, and embraced jingoistic extremes like Mao's Cultural Revolution and Pol Pot's killing fields.  Though Fascist Italy and Nazi Germany were militarily defeated, their nationalistic deviation from orthodox Marxism was the ideological victor.

Conclusion

Since the end of World War II, "fascism" has been a term of abuse, automatically equated with whatever one happens to oppose.  To understand fascism, we must study its theory and practice during the inter-war period, when millions openly accepted the label.  Fascism was a Marxist heresy, a synthesis of socialism and nationalism.  It made socialist ideas palatable to a broader audience by abandoning divisive class struggle in favor of unifying national struggle.  Like modern democratic socialists, the fascists favored a large government role in the economy, but pragmatically distanced themselves from frightening Leninist measures like out-right expropriation.

With this historical perspective, we can see that what vanished after World War II was fascism the label, not fascism the idea.  Practically every Third World dictator in the post-war period promoted a blend of socialism and nationalism.  Avowedly Marxist-Leninist regimes similarly draped orthodox ideology in their respective national flags.  Communist parties in the post-Soviet era have eagerly reinvented themselves as "national-patriotic" movements.  In substance, though not in name, fascism is the only form of totalitarianism to survive the 20th century. 
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Ayn Rand. (1905-1982)

Capitalism has had many intellectual defenders, but none as uncompromising as novelist-philosopher Ayn Rand.  She escaped from the Soviet Union to the United States in the 1920's, just in time to witness her adopted homeland's New Deal rejection of free-market policies.  She became famous for her increasingly philosophical novels, culminating with Atlas Shrugged in 1957, then switched exclusively to non-fiction.  

Rand's political thought begins by defining capitalism in the strongest possible terms: "When I say 'capitalism,' I mean a full, pure, uncontrolled, unregulated laissez-faire capitalism - with a separation of state and economics, in the same way and for the same reasons as the separation of state and church." (1964, p.33)  She then staunchly embraces capitalism so-defined.  Unlike so many pro-capitalist thinkers, Rand does not argue that its economic efficiency outweighs its moral shortcomings.  While she hails the wealth-creating power of the free market, her defense of capitalism is a moral one.  Laissez-faire is, she believes, the economic system of freedom, justice, and individual rights.  The leading moral objections to capitalism, conversely, are unjust and totalitarian.  

Even firm proponents of capitalism usually find Rand's position unpalatable.  How could anyone treat capitalist outcomes as morally privileged, and deny the good intentions of leftist reformers?  Her main moral argument rests on the fact that under capitalism, human relationships are voluntary, based on mutual consent.  The consumer and capitalist freely exchange money for products; the capitalist and the worker freely exchange money for time.  This is the form of social interaction that Rand sees as uniquely consistent with the rational nature of man:

In a capitalist society... [m]en are free to cooperate or not, to deal with one another or not, as their own individual judgments, convictions, and interests dictate.  They can deal with one another only in terms of and by means of reason, i.e., by means of discussion, persuasion, and contractual agreement, by voluntary choice to mutual benefit. (1967, p.19)

Government action, in contrast, is fundamentally involuntary.  The taxpayer has to pay his taxes, the businessman obey regulations, whether he agrees with them or not.  Rand denies that democracy makes taxes and regulation any less coercive; a genuine contract requires the consent of all participants, not 50%+1.  It is morally wrong, she maintains, to use physical force against a person who is peacefully living his life:

So long as men desire to live together, no man may initiate - do you hear me?  no man may start - the use of physical force against others... It is only as retaliation that force may be used and only against the man who starts its use... A proper government is only a policeman, acting as an agent of man's self-defense... (1961, pp.133-5, 183)  

It follows that most of what governments do - from price controls and antitrust laws to public education and conscription - is a violation of human rights.  Indeed, taxation itself is morally impermissible; government ought fund its limited activities solely with user fees and charitable donations.

Rand also defends capitalism on the related ground of merit.  Those who succeed under laissez-faire produced every penny of their riches and ought to be lauded for their achievements.  Indeed, Rand is arguably the most meritocratic thinker in the history of political philosophy, idolizing the productive genius, and condemning his egalitarian critics:

It is morally obscene to regard wealth as an anonymous, tribal product and talk about "redistributing" it... Anyone who has ever been an employer or an employee, or has observed men working, or has done an honest day's work himself, knows the crucial role of ability, of intelligence, of a focused, competent mind - in any and all lines of work, from the lowest to the highest... When great industrialists made fortunes on a free market... they created new wealth - they did not take it from those who had not created it. (1967, p.30) 

What about those who do poorly under capitalism?  Rand would not hesitate to point out that this is typically their own fault; in a system based on merit, the "losers" tend to be lazy, irrational, or otherwise culpably deficient.  But even if you are unsuccessful solely through bad luck, that it no reason to scapegoat the better-off.      

There is obviously little affinity between Rand's ethical outlook and that of Christianity.  An atheist, Rand views anti-capitalism as the natural political expression of Christianity's perverse "altruistic" ethic.  Indeed, she deplores the very idea of "unconditional love": 

Love is the expression of one's values, the greatest reward you can earn for the moral qualities you have achieved in your character and person, the emotional price paid by one man for the joy he receives from the virtues of another.  Your morality demands that you divorce your love from values and hand it down to any vagrant, not as reward, but as alms, not as payment for virtues, but as a blank check on vices. (1961, p.147)  

In contrast to many defenders of capitalism, then, Rand refused to pragmatically appeal to religious conservatives on their own terms.  Anti-capitalist politics follow logically from Christian ethics.  Furthermore, Rand observes that for all their so-called "radicalism," Marxists and other socialists blithely accept Christian morality.  Both Christianity and socialism deny producers the credit they deserve, and proclaim the duty of the able to serve the needy.  Could not Marx's slogan "From each, according to his ability; to each, according to his need," just as easily have come from the lips of Jesus?

Rand has a mixed intellectual reaction to free-market economics.  She disapproves of its utilitarian moral outlook: "The classical economists attempted a tribal justification of capitalism on the ground that it provides the best 'allocation' of a community's 'resources.'" (Capitalism: The Unknown Ideal, p.32)  But she nevertheless relies heavily on economists like Ludwig von Mises to answer practical doubts about capitalism.  Monopoly?  The "monopolies" to worry about are those that governments create by making competition illegal; on the free market, a firm can only become the sole supplier by being the best.  Depressions?  They are caused by government manipulation of the money supply, and exacerbated by labor market regulation that keeps wages above the market-clearing level.  Labor unions?  They should be legal, but it is folly to give them - rather than rising productivity - credit for workers' increasing living standards.

Her economic history is equally unconventional.  She praises the wonders of the Industrial Revolution, blaming government intervention and pre-existing conditions for its ills.  As she puts it, "Capitalism did not create poverty - it inherited it." (1982, p.66)  Writing in the fifties and sixties, Rand prophetically described the grim economic conditions behind the Iron Curtain.  At a time when many experts took official Soviet growth statistics at face value, Rand saw only a Potemkin village of "wretched serfs" hidden behind a facade of Communist propaganda. 

Rand's distinctive moral defense of capitalism exerted a powerful influence on twentieth-century libertarian political thought.  It is unlikely that the libertarian movement could have attracted a fraction of its adherents by appealing to economic efficiency or utilitarian cost-benefit analysis.  Atlas Shrugged, her greatest novel, dared to cast entrepreneurs as oppressed heroes and socialists as neurotic villains.  While her artistic decision repelled many, it inspired and influenced a generation of pro-market intellectuals.
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