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On Redistribution
Ever since the New Deal of President Roosevelt, the

Federal Government (and many lower levels of govern-
ment) have adopted policies specifically intended to
redistribute current production (income). These policies
appear to have two principal objectives. One is the desire
to remedy what are conceived as social injustices to the
"poor," and another is a desire to stimulate economic
expansion by increasing aggregate demand. In Research
Reports dated November 29, 1976, we described some
aspects of programs to help the "poor." President Carter's
budget proposals for stimulating the economy reflect the
latter desire.

In this report we make no attempt to analyze the
detailed means by which the Government is and has been
attempting to accomplish its purposes. Rather, our focus
is on the distribution of income primarily for the purpose
of ascertaining whether or not there might be a
reasonable basis for deciding what is desirable from the
viewpoint of the social group.

Conceivably the existing distribution of income has
been established by divine decree or natural forces. If that
is the situation — if unalterable forces, working through
environment and what is vaguely called human nature,
account for the present distribution of income — and if
there is no means of modifying the action of those
natural forces, the question is of academic interest only.

Another alternative is that the existing distribution of
income is based upon human institutions and customs, at
least in part. Man has been busy for thousands of years
discovering new means for modifying or adapting the forces
of nature to his own purposes. Therefore, to assume that
the distribution of income is governed by influences that
are subject to human control seems reasonable.

Some subordinate alternatives must be given serious
consideration. Possibly the present distribution of income
is according to the just deserts of the individuals
concerned. Lacking omniscience, no man can say
unequivocably that such is not the case. Oppositely, one
cannot deny that the current distribution of income
involves serious conflict with our basic view of justice. If
the distribution of income is in accordance with the just
deserts of the individual, institutions and customs (insofar
as they affect the current distribution of income) must
either be perfect, or their imperfections must offset one
another. The chance that this is the case seems so small
that we probably can safely ignore it. Therefore, that
there is social injustice, a lack of equity, a failure of the
individual to get his just deserts seems probable. This
raises the question, Have we any criterion or guide to the
just deserts of an individual?

A Suggested Criterion

That individuals have a right to themselves, at least to
the extent that this right does not conflict with the equal
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rights of others, is generally accepted. (In passing, it may
be wise to observe that this assumption does not rest on
an indisputable foundation.) Slavery long has been
considered a violation of the principle of personal liberty
and the right to self. However, the connecting link that
justifies this viewpoint toward slavery frequently is
overlooked. Slavery may and frequently did involve
physical restrictions upon the movements of the indi-
vidual concerned. This was the more spectacular aspect of
slavery, but it was only incidental to the vital issue. In
many places and times, physical restraint was entirely
unnecessary; the slave was satisfied with his lot, and
would not have left for other regions even had
circumstances made it easy for him to do so. The
condition of slavery is not related primarily to physical
restraint or forced labor but to the simple act that the
fruits of the slave's labor are permanently taken from his
control. His self, to the extent that it has been
incorporated in output (his congealed labor as it were), is
taken from him. Thereby he is denied his right to himself.

This logical corollary of the basic principle of human
liberty furnishes a criterion as to the meaning of equity,
or social justice, when the terms are applied to the
distribution of income. Analyzing the practical application
of this criterion under existing conditions would involve
tremendous labor. However, we shall describe a few
possible implications of applying this criterion.

Monopoly, which secures to an individual more than
the results of his own efforts, seems to be a clear
violation of the basic principles of equity described above.
Perhaps it would be more accurate to say that monopoly
may involve such a violation, inasmuch as one having a
monopoly conceivably might refuse to take advantage of
his special position. Natural resources, including the site
value of land, are economic factors that often seem to
have been acquired for the purpose of benefiting from
their monopolistic qualities. To the extent that vested
interests armed with these tools can secure for themselves
an inordinate share of the output currently produced,
that part of their income must be at the expense of
others.

Patent monopolies are peculiar in that they can hardly
secure for their possessors a greater portion of currently
produced wealth than the increment thereto made
possible by the invention. Perhaps these may retard social
gain, but they can hardly be responsible for absolute loss.
Since some reward doubtless stimulates invention, patent
monopoly benefits for some period of time seem to be in
the best interests of humanity.

The facilities or means created by man for the purpose
of aiding in productive processes are of especial
importance in this connection. Many persons apparently
believe that ownership of production goods, by its very
nature, carries with it some degree of monopolistic power



that enables the owners thereof to secure a differential
advantage, violating principles of equity mentioned above.
Unfortunately, such persons seem to ignore the contribu-
tion to increased output made by the owners of
production goods by means of such goods. In the absence
of actions denying equal opportunities to others, the
owners of production goods hardly violate our criterion
of equity, even though their claim on current production
(income) might be inordinately large.*

Society and Human Parasites

When some individuals receive more claims on
current output than they contribute to output and
others receive less, there is a violation of the prin-
ciples of human liberty in the form of an inequitable
distribution of wealth. In the form of society found
in the United States and in most of the countries of
Western Europe, those who are receiving more in
proportion to their contribution have been called
"rentiers" or "the leisure class." The pure and unadul-
terated variety, so to speak, those who receive a great
deal and do practically nothing for it, are relatively few in
number in comparison with the entire population.
However, the sum total of their takings may be rather
large. Of course, there are individuals all the way down
the scale, if classified according to incomes, who probably
are receiving some amount of unearned income; and there
are other individuals in nearly all income groups who are
forfeiting a portion of their share on that account.

Societies that are socialistic in nature, presumably are
guided by the doctrine, "From each according to his
ability, to each according to his needs." In these societies,
the parasitical members of the social body — that is, those
receiving a net unearned increment of income — probably
are exceedingly numerous, but the unearned takings of
each may be relatively small.

Apparently, so long as there are incapable and
maladjusted persons within society, there always will be
parasites of one kind or another. The problem appears to
be, then, whether either of the arrangements just
mentioned is satisfactory, or whether some other solution
for the problem of distribution of income might be more
desirable from the viewpoint of the social group as a
whole. Once more a criterion may help one assess the
issue.

A Sign of Decline?

Any civilization, or nation, or even any smaller social
group, is an aggregation of individuals. The grouping of
individuals creates special circumstances differing from
those applying to individuals themselves but the social
organism, if we may call it that, has as many individual
parts as there are men and women comprising it. The
perpetuation of any social system, or of any type of
civilization, therefore, involves the continual adaptation of
the species. The ruthless order of nature seems to be,
"Adapt or perish." Is it not probable that this natural
order applies to civilizations?

Individuals reveal their adaptability to circumstances to
a great extent through their capacity for earning the
necessities of life. When a growing portion of the
individuals making up any social group fails to exhibit the

*There is widespread and repeated failure to differentiate between
the items of wealth used for production purposes that have been
created by man and can be reproduced by man, and other things,
such as oil deposits (but not the drilling and operation of wells)
and building sites, which cannot be reproduced but, nevertheless,
are subject to private ownership under current customs.
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necessary adaptability, the life of the group as a whole
clearly is in danger. To suppose that customs and
institutions superimposed by men upon the world as they
found it will be perpetuated when the human beings are
deteriorating is unreasonable. The existence of human
parasites indicates that there are individuals poorly
adapted to conditions. An increasing proportion of them
perhaps signals a declining civilization.

From the broad social viewpoint, therefore, neither a
small leisure class nor a large transfer-payments class is
desirable. Even worse would be the existence of both.
Clearly, a system of institutions and customs that awards
to each individual his just deserts is much to be
preferred .t

Freedom to Adapt

The same conclusion is reached by a slightly different
approach to the problem. The adaptation of a civilization
to a changing environment in order that it may survive
evidently involves both the modification of individuals
and of groups of individuals. The practicability and
desirability of new modes of behavior and new
institutions can only be determined by physical experi-
mentation or mental venturing analogous thereto. Hence,
progress is related to individual freedom, to liberty in the
full sense of that word.

But men are not free when they are partly
enslaved, and this is precisely the status of those who
fail to receive claims on the national product in
proportion to their contribution to it. They are
deprived of that portion of themselves incorporated in
tangible wealth that is taken from them.** Since
slavery hinders those experimental adjustments so es-
sential to adaptation, the possibility of accomplishing
completely satisfactory adjustments are diminished to the
extent that slavery exists. The life of the social group
thereby is placed in jeopardy.

At first, one might think that the freedom from heavy
burdens given the leisure class would make possible more
complete experimentation and consequent adaptation
than a system more nearly providing freedom for each
individual. Such does not appear to be the situation. As
Thorstein Veblen pointed out many years ago, the
principal preoccupations of the leisure class are com-
petitive display and conspicuous waste.

As for the parasitical group established by socialistic
precepts, their condition is even worse. Being parasites by
virtue of a lack of capacity or willingness for adjustment
to the environmental situation, they become mired in
their inferior condition. That the capable should be
forced to abandon a substantial portion of their freedom
for the benefit of less productive brethren is sheer folly.
These arrangements handicap those in whom hope for the
future necessarily rests. The future for such a society
would seem to be bleak.

Conclusion

We are led to the conclusion that individual freedom is
vital to the continuous adaptation of society to changing
environment and that freedom implies an equitable (not

tVoluntary humanitarian dispensations of charity by individuals
or groups are another matter, one we shall not consider here.
**We recognize that one man's efforts may be more efficient than
another's. For example, the coordinating labors of the manager
may result in a larger addition to the net product than the
physically more arduous labors of his subordinates. These
differences, under conditions approximating freedom for indi-
viduals, are adjusted through free competition. Free competition
was described in Research Reports dated February 28, 1977.



equal) apportionment of current income. The history of
the first 150 years in America was characterized by a
large degree of freedom and the swiftest adaptation of
men to environment of which we are aware. That
"capitalism" never evolved to the state of perfect freedom
seems clear. However, instead of recognizing the need for
further progress toward individual freedom, the leaders of
this nation turned back. For nearly 50 years they have
passed laws enslaving more and more persons.

If progress is to be resumed in the United States, we
suggest that the policies of government affecting the
distribution of income should be aimed at eliminating
special privileges of all kinds rather than at creating new,
"countervailing" privileges for the "disadvantaged."

STATISTICAL INDICATORS
Among the primary leading indicators of business-cycle

changes, the index of 500 common stock prices decreased
during February. However, this series remains appraised as
probably expanding cyclically. The percentage of primary
leaders so appraised remains 75.

Personal income in manufacturing, in 1967 dollars,
increased during January and continued to expand
cyclically then. All other primary roughly coincident
indicators remain appraised as expanding cyclically.

No new data were received for any of the primary
lagging series, 83 percent of which appear to be
expanding cyclically.

That 75 percent of the primary leading indicators are
appraised as expanding cyclically has favorable impli-
cations for the near-term cyclical trend of general business
activity.

BUSINESS
AUTOMOBILE PRODUCTION,
SALES, AND INVENTORIES

During 1976, domestic automobile manufacturers
produced 8,530,419 passenger cars, which was a marked
27 percent more than the 6,709,022 cars they produced
during 1975 but nearly 12 percent less than the record
number produced during 1973. As Table 1 shows,
monthly increases from year-earlier volumes of auto-
mobile production were very large during the first half of
last year. The smaller volume of automobile production
during September and October was at least in part
attributable to the strike by members of the United
Automobile Workers union that halted all production at
Ford Motor Company plants for several weeks during
those months. Production "lost" then may have been

Table 1
DOMESTIC AUTOMOBILE PRODUCTION

Month

January
February
March
April
May
June
July
August
September
October
November
December

1975

370
497
583
604
621
490
497
663
756
610
562

(In thousands)

1976 1977
666 708
685
826
797
778
854
531
530
657
694
715
718

Percent
Change From
Year Earlier

+ 6.3
+85.1
+66.2
+36.7
+28.8
+37.5
+ 8.4
+ 6.6
- 0.9
- 8.2
+17.2
+27.8

Table
NEW CAR

(Percent share
Type of Car
Domestic

Small
Intermediate
Full Size
Luxury
Other Domestic

Foreign

1974

32.7
24.4
23.2

2.8
1.0

15.9

2
SALES
of market)

1975

34.4
24.1
17.9
4.0
1.2

18.3

1976

33.3
27.8
19.2
3.8
1.2

14.8
Source: Ward's Automobile Reports
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made up during November and December. During the 4
months September through December 1976, automobile
production averaged 7.4 percent more than that during
the comparable period of 1975. That rate of increase was
similar to the rate of increase from the comparable
months a year earlier during July and August 1976 and
January 1977.

Production of passenger cars by domestic manu-
facturers during January totaled 708,253 units, or 6.3
percent more than that during January 1976. Such
production during February was estimated to have been
681,000 units, or about equal to that a year earlier. The
major domestic automobile manufacturers recently an-
nounced plans to produce 916,000 units during March,
809,000 units during April, and 824,000 units during
May. That 3-month production total would be about 6
percent more than that during the corresponding 3
months of 1976.

Sales of new U.S.-model passenger cars totaled
8,606,573 units during 1976, which was 22 percent more
than that during 1975 but 12.4 percent less than the
record amount during 1973. During January 1977,
601,325 new U.S.-model automobiles were sold domes-
tically. This number was 6.4 percent more than that a
year earlier.

At the end of January, U.S. dealers had an inventory
of about 1,597,000 new U.S.-model automobiles, which
was 66 selling days' supply. (The days' supply is the
end-of-month inventory divided by the daily selling rate
for that month.) A year earlier, domestic dealers had
about the same days' supply, which historically has been
a common days' supply at the end of January.

Table 2 reveals that sales of intermediate-size and
full-size automobiles accounted for a greater percentage of
total new car sales during 1976 than during 1975. Sales
of small cars (compacts and subcompacts) and of foreign
cars accounted for a smaller share of the market than
they did a year earlier. Several factors might have
accounted for this shift towards larger autos: (1) the
more affluent purchasers continued to have funds for
purchasing cars, while the less affluent (who would buy
smaller cars) still were reluctant or unable to purchase
new cars after the recent recession; (2) some manu-
facturers reduced the sizes of some models, which
improved their gas mileage and perhaps made them more
economically appealing; and (3) the price of gasoline
changed little during 1976 after having increased rapidly
during the preceding 2 years, leaving car purchasers
somewhat less concerned about fuel economy.

The share of sales accounted for by full-size cars soon
may decrease, however, because energy shortages during
this winter once again have directed attention to
conserving all types of energy. Reportedly, President
Carter is considering increasing the Federal tax on
gasoline as a means of fostering fuel conservation.



Although the probability that Congress will approve a
large increase in the gas tax is small, some increase in the
tax probably will be forthcoming. Higher prices for
gasoline might also result from a reduced supply related
to a late changeover by refiners from producing heating
fuels to gasoline. Substantial increases in gasoline prices
might rekindle buyers' interest in small cars.

Reportedly, President Carter also is considering pro-
posing legislation that would require automobile manu-
facturers to increase substantially the fuel efficiency of
new cars. Such legislation probably would result in the
production of smaller cars, or in the development of
different, more efficient means to power large auto-
mobiles. With reference to the latter, General Motors
Corporation announced that some light trucks and some
models of Oldsmobile will be available with an optional
diesel engine in the 1978-model year. These would be the
first American-made automobiles to use this type of
engine. Reportedly, these engines will be 25 percent more
fuel efficient and also require less maintenance. Presently,
only foreign-made Mercedes-Benz and Peugot, are avail-
able with diesel engines in the United States. Volkswagons
with diesel engines reportedly will be available in this
nation in April.

In the absence of evidence suggesting otherwise, we
expect automobile production and sales during the next
few months to be moderately larger than those during
year-earlier corresponding months. However, the trend
toward larger cars might be reversed soon.

SUPPLY
INDUSTRIAL PRODUCTION

Production of steel, automobiles, and electric power (1)
in the 1- and 4-week periods ended on the indicated dates
in the current year and (2) in the corresponding periods
of earlier years was as follows:

Steel
Ingots (million tons)
1 week: February 26
4 weeks: February 26

Automobiles
Vehicles (thousands)
week: February 26

• weeks: February 26
Electric Power

Kilowatt-hours (billions)
1 week: February 26 32.6 35.8 34.8 35.4 36.7 39.2
4 weeks: February 26 133.3 144.8 141.2 145.7 151.3 164.6

Percent change from 4 weeks a year earlier: +8.8
p Preliminary.

1972

2.44

9.56

176

708

1973

2.91
11.56

218

856

1974

2.89
11.54

162

566

1975

2.72
10.83

97
370

1976

2.46

9.49

170

685

7977

2.31

8.69

200

684

DEMAND
RETAIL SALES

Estimates of retail sales during the most recent week
and 4 weeks compare with such sales during the
corresponding periods a year earlier as follows:

Period Percent change
Week ended February 19 +11
Four weeks ended February 19 +10

PRICES
COMMODITIES PRICES

Index
Spot-market, 22 commodities*
Commodity-futures
Steel-scrap

2976 1977
Feb. 23 Feb. 14 Feb. 21

509 557 556
641 822 828

$79.50 $72.17 $72.17

Mar. 4 Feb. 24 Mar. 3

$132.25 $141.25 $144.70Gold
*For the preceding Tuesday.
Note: The indexes are, respectively, those of the U.S. Bureau of
Labor Statistics, Dow-Jones, and Iron Age. The spot-market and
futures indexes are converted so that their August 1939 daily
averages equal 100. The steel-scrap index is a composite price for
No. 1 heavy melting scrap. The gold price is the final fixing in
London.

BRIEFLY NOTED

According to Robert I. Weingarten, publisher of
Financial World, American investors soon might be
subjected to "socialized investing." He recently re-
ported that Roderick Hills, chairman of the SEC, has
said, "We want to eliminate those things that cause
diversion of investment funds into areas that don't
have Congressional policy sanctions or don't make
good economics."

This view is another example of the notion that
Government officials know what is best for all individuals.
If this view becomes Government policy, only those
investment media considered by bureaucrats to be "good"
for investors or in the best national interest will be
permitted. Who believed that the investment climate
could not get worse?
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INVENTORIES

DOMESTIC AUTOMOBILE PRODUCTION, SALES, AND INVENTORIES

(NOT SEASONALLY ADJUSTED, IN THOUSANDS)
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