
Friedman, M. (2003). Capitalism and freedom. In B. Miroff, R. Seidelman, &  
 

T. Swanstrom, (Eds.), Debating democracy: A reader in American politics (pp.  
 
93-102). Boston: Houghton Mifflin. 

 
Introduction 
 
The free man will ask neither what his country can do for him nor what he can do for his country.1 

He will ask rather "What can I and my compatriots do through government" to help us discharge our 
individual responsibilities, to achieve our several goals and purposes, and above all, to protect our 
freedom? And he will accompany this question with another: How can we keep the government we 
create from becoming a Frankenstein that will destroy the very freedom we establish it to protect? 
Freedom is a rare and delicate plant. Our minds tell us, and history confirms, that the great threat to 
freedom is the concentration of power. 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. Even though the men who wield this power initially be of good will and even 
though they be not corrupted by the power they exercise, the power will both attract and form men of a 
different stamp. 

How can we benefit from the promise of government while avoiding the threat to freedom? Two 
broad principles embodied in our Constitution give an answer that has preserved our freedom so far, 
though they have been violated repeatedly in practice while proclaimed as precept. 

First, the scope of government must be limited. Its major function must be to protect our freedom 
both from the enemies outside our gates and from our fellow-citizens: to preserve law and order, to 
enforce private contracts, to foster competitive markets. Beyond this major function, government may 
enable us at times to accomplish jointly what we would find it more difficult or expensive to accomplish 
severally. However, any such use of government is fraught with danger. We should not and cannot 
avoid using government in this way. But there should be a clear and large balance of advantages before 
we do. By relying primarily on voluntary co-operation and private enterprise, in both economic and other 
activities, we can insure that the private sector is a check on the powers of the governmental sector and 
an effective protection of freedom of speech, of religion, and of thought. 

The second broad principle is that government power must be dispersed. If government is to 
exercise power, better in the county than in the state, better in the state than in Washington. If I do 
not like what my local community does, be it in sewage disposal, or zoning, or schools, I can move 
to another local community, and though few may take this step, the mere possibility acts as a 
check. If I do not like what my state does, I can move to another. If I do not like what Washington 
imposes, I have few alternatives in this world of jealous nations.... 

Government can never duplicate the variety and diversity of individual action. At any moment in 
time, by imposing uniform standards in housing, or nutrition, or clothing, government could 
undoubtedly improve the level of living of many individuals; by imposing uniform standards in 
schooling, road construction, or sanitation, central government could undoubtedly improve the level 
of performance in many local areas and perhaps even on the average of all communities. But in 
the process, government would replace progress by stagnation, it would substitute uniform 
mediocrity for the variety essential for that experimentation which can bring tomorrow's laggards 
above today's mean... . 

 
The Relation Between Economic Freedom and Political Freedom 
 
It is widely believed that politics and economics are separate and largely unconnected; that 

individual freedom is a political problem and material welfare an economic problem; and that any 
kind of political arrangements can be combined with any kind of economic arrangements... . The 
thesis of this chapter is... that there is an intimate connection between economics and politics, that 
only certain combinations of political and economic arrangements are possible, and that in 



particular, a society which is socialist cannot also be democratic, in the sense of guaranteeing 
individual freedom. 

Economic arrangements play a dual role in the promotion of a free society. On the one hand, 
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. 

The first of these roles of economic freedom needs special emphasis because intellectuals in 
particular have a strong bias against regarding this aspect of freedom as important. They tend to 
express contempt for what they regard as material aspects of life, and to regard their own pursuit 
of allegedly higher values as on a different plane of significance and as deserving of special 
attention. For most citizens of the country, however, if not for the intellectual, the direct importance 
of economic freedom is at least comparable in significance to the indirect importance of economic 
freedom as a means to 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. 

Historical evidence speaks with a single voice on the relation between political freedom and a 
free market. I know of no example in time or place of a society that has been marked by a large 
measure of political freedom, and that has not also used something comparable to a free market to 
organize the bulk of economic activity. 

Because we live in a largely free society, we tend to forget how limited is the span of time and 
the part of the globe for which there has ever been anything like political freedom: the typical state 
of mankind is tyranny, servitude, and misery. The nineteenth century and early twentieth century in 
the Western world stand out as striking exceptions to the general trend of historical development. 
Political freedom in this instance clearly came along with the free market and the development of 
capitalist institutions. So also did political freedom in the golden age of Greece and in the early 
days of the Roman era. 

History suggests only that capitalism is a necessary condition for political freedom. Clearly it is 
not a sufficient condition. Fascist Italy and Fascist Spain, Germany at various times in the last 
seventy years, Japan before World Wars I and II, tzarist Russia in the decades before World War 
I— are all societies that cannot conceivably be described as politically free. Yet, in each, private 
enterprise was the dominant form of economic organization. It is therefore clearly possible to have 
economic arrangements that are fundamentally capitalist and political arrangements that are not 
free. 

Even in those societies, the citizenry had a good deal more freedom than citizens of a modern 
totalitarian state.2 ... Even in Russia under the Tzars, it was possible for some citizens, under some 
circumstances, to change their jobs without getting permission from political authority because 
capitalism and the existence of private property provided some check to the centralized power of 
the state.... 

Historical evidence by itself can never be convincing. Perhaps it was sheer coincidence that the 
expansion of freedom occurred at the same time as the development of capitalist and market 
institutions. Why should there be a connection? What are the logical links between economic and 
political freedom? In discussing these questions we shall consider first the market as a direct 
component of freedom, and then the indirect relation between market arrangements and political 
freedom. A by-product will be an outline of the ideal economic arrangements for a free society.  

As liberals, we take freedom of the individual, or perhaps the family, as our ultimate goal in 
judging social arrangements. Freedom as a value in this sense has to do with the interrelations 
among people; it has no meaning whatsoever to a Robinson Crusoe on an isolated island. . .. 
Robinson Cru-soe on his island is subject to "constraint," he has limited "power," and he has only a 
limited number of alternatives, but there is no problem of freedom in the sense that is relevant to 
our discussion. Similarly, in a society freedom has nothing to say about what an individual does 



with his freedom; it is not an all-embracing ethic. Indeed, a major aim of the liberal is to leave the 
ethical problem for the individual to wrestle with. The "really" important ethical problems are those 
that face an individual in a free society—what he should do with his freedom. There are thus two 
sets of values that a liberal will emphasize—the values that are relevant to relations among people, 
which is the context in which he assigns first priority to freedom; and the values that are relevant to 
the individual in the exercise of his freedom, which is the realm of individual ethics and philosophy. 

The liberal conceives of men as imperfect beings. He regards the problem of social 
organization to be as much a negative problem of preventing "bad" people from doing harm as of 
enabling "good" people to do good; and, of course, "bad" and "good" people may be the same 
people, depending on who is judging them. 

The basic problem of social organization is how to co-ordinate the economic activities of large 
numbers of people. Even in relatively backward societies, extensive division of labor and 
specialization of function is required to make effective use of available resources. In advanced 
societies, the scale on which co-ordination is needed, to take full advantage of the opportunities 
offered by modern science and technology, is enormously greater. Literally millions of people are 
involved in providing one another with their daily bread, let alone with their yearly automobiles. The 
challenge to the believer in liberty is to reconcile this widespread interdependence with individual 
freedom. 

Fundamentally, there are only two ways of co-ordinating the economic activities of millions. 
One is central direction involving the use of coercion—the technique of the army and of the modern 
totalitarian state. The other is voluntary co-operation of individuals—the technique of the market 
place. 

The possibility of co-ordination through voluntary co-operation rests on the elementary—yet 
frequently denied—proposition that both parties to an economic transaction benefit from it, 
provided the transaction is bilaterally voluntary and informed. 

Exchange can therefore bring about co-ordination without coercion. A working model of a 
society organized through voluntary exchange is a free private enterprise exchange economy—
what we have been calling competitive capitalism. 

In its simplest form, such a society consists of a number of independent households—a 
collection of Robinson Crusoes, as it were. Each household uses the resources it controls to 
produce goods arid services that it exchanges for goods and services produced by other 
households, on terms mutually acceptable to the two parties to the bargain. It is thereby enabled to 
satisfy its wants indirectly by producing goods and services for others, rather than directly by 
producing goods for its own immediate use. The incentive for adopting this indirect route is, of 
course, the increased product made possible by division of labor and specialization of function. 
Since the household always has the alternative of producing directly for itself, it need not enter into 
any exchange unless it benefits from it. Hence, no exchange will take place unless both parties do 
benefit from it. Co-operation is thereby achieved without coercion. 

Specialization of function and division of labor would not go far if the ultimate productive unit 
were the household. In a modern society, we have gone much further. We have introduced 
enterprises which are intermediaries between individuals in their capacities as suppliers of service 
and as purchasers of goods. And similarly, specialization of function and division of labor could not 
go very far if we had to continue to rely on the barter of product for product. In consequence, 
money has been introduced as a means of facilitating exchange, and of enabling the acts of 
purchase and of sale to be separated into two parts. 

Despite the important role of enterprises and of money in our actual economy, and despite the 
numerous and complex problems they raise, the central characteristic of the market technique of 
achieving co-ordination is fully displayed in the simple exchange economy that contains neither 
enterprises nor money. As in that simple model, so in the complex enterprise and money-exchange 
economy, co-operation is strictly individual and voluntary provided: (a) that enterprises are private, 
so that the ultimate contracting parties are individuals and (b) that individuals are effectively free to 
enter or not to enter into any particular exchange, so that every transaction is strictly voluntary.... 

So long as effective freedom of exchange is maintained, the central feature of the market 



organization of economic activity is that it prevents one person from interfering with another in 
respect of most of his activities. The consumer is protected from coercion by the seller because of 
the presence of other sellers with whom he can deal. The seller is protected from coercion by the 
consumer because of other consumers to whom he can sell. The employee is protected from 
coercion by the employer because of other employers for whom he can work, and so on. And the 
market does this impersonally and without centralized authority. 

Indeed, a major source of objection to a free economy is precisely that it does this task so well. 
It gives people what they want instead of what a particular group thinks they ought to want. 
Underlying most arguments against the free market is a lack of belief in freedom itself. 

The existence of a free market does not of course eliminate the need for government. On the 
contrary, government is essential both as a forum for determining the "rules of the game" and as 
an umpire to interpret and enforce the rules decided on. What the market does is to reduce greatly 
the range of issues that must be decided through political means, and thereby to minimize the 
extent to which government need participate directly in the game. The characteristic feature of 
action through political channels is that it tends to require or enforce substantial conformity. The 
great advantage of the market, on the other hand, is that it permits wide diversity. 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. 

It is this feature of the market that we refer to when we say that the market provides economic 
freedom. But this characteristic also has implications that go far beyond the narrowly economic. 
Political freedom means the absence of coercion of a man by his fellow men. The fundamental 
threat to freedom is power to coerce, be it in the hands of a monarch, a dictator, an oligarchy, or a 
momentary majority. The preservation of freedom requires the elimination of such concentration of 
power to the fullest possible extent and the dispersal and distribution of whatever power cannot be 
eliminated—a system of checks and balances. By removing the organization of economic activity 
from the control of political authority, the market eliminates this source of coercive power. It 
enables economic strength to be a check to political power rather than a reinforcement. 

Economic power can be widely dispersed. There is no law of conservation which forces the 
growth of new centers of economic strength to be at the expense of existing centers. Political 
power, on the other hand, is more difficult to decentralize. 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. But can 
there be more than one really outstanding leader, one person on whom the energies and 
enthusiasms of his countrymen are centered? If the central government gains power, it is likely to 
be at the expense of local governments. There seems to be something like a fixed total of political 
power to be distributed. Consequently, if economic power is joined to political power, concentration 
seems almost inevitable. On the other hand, if economic power is kept in separate hands from 
political power, it can serve as a check and a counter to political power... . 

In a capitalist society, it is only necessary to convince a few wealthy people to get funds to 
launch any idea, however strange, and there are many such persons, many independent foci of 
support. And, indeed, it is not even necessary to persuade people or financial institutions with 
available funds of the soundness of the ideas to be propagated. It is only necessary to persuade 
them that the propagation can be financially successful; that the newspaper or magazine or book 
or other venture will be profitable. The competitive publisher, for example, cannot afford to publish 
only writing with which he personally agrees; his touchstone must be the likelihood that the market 
will be large enough to yield a satisfactory return on his investment.... 

 
The Role of Government in a Free Society 
 
... From this standpoint, the role of the market is that it permits unanimity without conformity.... 

On the other hand, the characteristic feature of action through explicitly political channels is that it 



tends to require or to enforce substantial conformity.... The typical issue must be decided "yes" or 
"no"; at most, provision can be made for a fairly limited number of alternatives. ... 

The use of political channels, while inevitable, tends to strain the social cohesion essential for a 
stable society. The strain is least if agreement for joint action need be reached only on a limited 
range of issues on which people in any event have common views. Every extension of the range of 
issues for which explicit agreement is sought strains further the delicate threads that hold society 
together. If it goes so far as to touch an issue on which men feel deeply yet differently, it may well 
disrupt the society. Fundamental differences in basic values can seldom if ever be resolved at the 
ballot box; ultimately they can only be decided, though not resolved, by conflict. The religious and 
civil wars of history are a bloody testament to this judgment. 

The widespread use of the market reduces the strain on the social fabric by rendering 
conformity unnecessary with respect to any activities it encompasses. The wider the range of 
activities covered by the market, the fewer are the issues on which explicitly political decisions are 
required and hence on which it is necessary to achieve agreement. In turn, the fewer the issues on 
which agreement is necessary, the greater is the likelihood of getting agreement while maintaining 
a free society.... 

 
Government as Rule-Maker and Umpire 
 
... Just as a good game requires acceptance by the players both of the rules and of the umpire 

to interpret and enforce them, so a good society requires that its members agree on the general 
conditions that will govern relations among them, on some means of arbitrating different 
interpretations of these conditions, and on some device for enforcing compliance with the generally 
accepted rules. ... In both games and society also, no set of rules can prevail unless most 
participants most of the time conform to them without external sanctions; unless that is, there is a 
broad underlying social consensus. But we cannot rely on custom or on this consensus alone to in-
terpret and to enforce the rules; we need an umpire. These then are the basic roles of government 
in a free society: to provide a means whereby we can modify the rules, to mediate differences 
among us on the meaning of the rules, and to enforce compliance with the rules on the part of 
those few who would otherwise not play the game. 

The need for government in these respects arises because absolute freedom is impossible. 
However attractive anarchy may be as a philosophy, it is not feasible in a world of imperfect men. 
Men's freedoms can conflict, and when they do, one man's freedom must be limited to preserve 
another's— as a Supreme Court Justice once put it, "My freedom to move my fist must be limited 
by the proximity of your chin."... 

 
Action Through Government on Grounds of Technical Monopoly and Neighborhood 

Effects 
 
The role of government... is to do something that the market cannot do for itself, namely, to 

determine, arbitrate, and enforce the rules of the game. We may also want to do through 
government some things that might conceivably be done through the market but that technical or 
similar conditions render it difficult to do in that way. These all reduce to cases in which strictly 
voluntary exchange is either exceedingly costly or practically impossible. There are two general 
classes of such cases: monopoly and similar market imperfections, and neighborhood effects. 

Exchange is truly voluntary only when nearly equivalent alternatives exist. Monopoly implies 
the absence of alternatives and thereby inhibits effective freedom of exchange. In practice, 
monopoly frequently, if not generally, arises from government support or from collusive agreements 
among individuals. With respect to these, the problem is either to avoid governmental fostering of 
monopoly or to stimulate the effective enforcement of rules such as those embodied in our anti-
trust laws. However, monopoly may also arise because it is technically efficient to have a single 
producer or enterprise. I venture to suggest that such cases are more limited than is supposed but 
they unquestionably do arise.... 



A second general class of cases in which strictly voluntary exchange is impossible arises when 
actions of individuals have effects on other individuals for which it is not feasible to charge or 
recompense them. This is the problem of "neighborhood effects." An obvious example is the 
pollution of a stream. The man who pollutes a stream is in effect forcing others to exchange good 
water for bad. These others might be willing to make the exchange at a price. But it is not feasible 
for them, acting individually, to avoid the exchange or to enforce appropriate compensation.... 

Parks are an interesting example because they illustrate the difference between cases that can 
and cases that cannot be justified by neighborhood effects, and because almost everyone at first 
sight regards the conduct of National Parks as obviously a valid function of government. In fact, 
however, neighborhood effects may justify a city park; they do not justify a national park, like 
Yellowstone National Park or the Grand Canyon. What is the fundamental difference between the 
two? For the city park, it is extremely difficult to identify the people who benefit from it and to 
charge them for the benefits which they receive. If there is a park in the middle of the city, the 
houses on all sides get the benefit of the open space, and people who walk through it or by it also 
benefit. To maintain toll collectors at the gates or to impose annual charges per window 
overlooking the park would be very expensive and difficult. The entrances to a national park like 
Yellowstone, on the other hand, are few; most of the people who come stay for a considerable 
period of time and it is perfectly feasible to set up toll gates and collect admission charges. This is 
indeed now done, though the charges do not cover the whole costs. If the public wants this kind of 
an activity e*nough to pay for it, private enterprises will have every incentive to provide such parks. 
And, of course, there are many private enterprises of this nature now in existence. I cannot myself 
conjure up any neighborhood effects or important monopoly effects that would justify governmental 
activity in this area. 

Considerations like those I have treated under the heading of neighborhood effects have been 
used to rationalize almost every conceivable intervention. In many instances, however, this 
rationalization is special pleading rather than a legitimate application of the concept of 
neighborhood effects. Neighborhood effects cut both ways. They can be a reason for limiting the 
activities of government as well as for expanding them.... 

 
Action Through Government on Paternalistic Grounds 
 
Freedom is a tenable objective only for responsible individuals. We do not believe in freedom 

for madmen or children. The necessity of drawing a line between responsible individuals and 
others is inescapable, yet it means that there is an essential ambiguity in our ultimate objective of 
freedom. Paternalism is inescapable for those whom we designate as not responsible. 

The clearest case, perhaps, is that of madmen. We are willing neither to permit them freedom 
nor to shoot them. It would be nice if we could rely on voluntary activities of individuals to house 
and care for the madmen. But I think we cannot rule out the possibility that such charitable 
activities will be inadequate, if only because of the neighborhood effect involved in the fact that I 
benefit if another man contributes to the care of the insane. For this reason, we may be willing to 
arrange for their care through government. 

Children offer a more difficult case. The ultimate operative unit in our society is the family, not 
the individual. Yet the acceptance of the family as the unit rests in considerable part on expediency 
rather than principle. We believe that parents are generally best able to protect their children and to 
provide for their development into responsible individuals for whom freedom is appropriate. But we 
do not believe in the freedom of parents to do what they will with other people. The children are 
responsible individuals in embryo, and a believer in freedom believes in protecting their ultimate 
rights. 

To put this in a different and what may seem a more callous way, children are at one and the 
same time consumer goods and potentially responsible members of society. The freedom of 
individuals to use their economic resources as they want includes the freedom to use them to have 
children— to buy, as it were, the services of children as a particular form of consumption. But once 
this choice is exercised, the children have a value in and of themselves and have a freedom of 



their own that is not simply an extension of the freedom of the parents. 
The paternalistic ground for governmental activity is in many ways the most troublesome to a 

liberal; for it involves the acceptance of a principle— that some shall decide for others—which he 
finds objectionable in most applications and which he rightly regards as a hallmark of his chief 
intellectual opponents, the proponents of collectivism in one or another of its guises, whether it be 
communism, socialism, or a welfare state. Yet there is no use pretending that problems are simpler 
than in fact they are. There is no avoiding the need for some measure of paternalism.... 

 
Conclusion 
 
A government which maintained law and order, defined property rights, served as a means 

whereby we could modify property rights and other rules of the economic game, adjudicated 
disputes about the interpretation of the rules, enforced contracts, promoted competition, provided a 
monetary framework, engaged in activities to counter technical monopolies and to overcome 
neighborhood effects widely regarded as sufficiently important to justify government intervention, 
and which supplemented private charity and the private family in protecting the irresponsible, 
whether madman or child—such a government would clearly have important functions to perform. 
The consistent liberal is not an anarchist.... 

Is it an accident that so many of the governmental reforms of recent decades have gone awry, 
that the bright hopes have turned to ashes? Is it simply because the programs are faulty in detail? 

I believe the answer is clearly in the negative. The central defect of these measures is that 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. They substitute the values of outsiders for the values of participants; either some 
telling others what is good for them, or the government taking from some to benefit others. These 
measures are therefore countered by one of the strongest and most creative forces known to 
man—the attempt by millions of individuals to promote their own interests, to live their lives by their 
own values. This is the major reason why the measures have so often had the opposite of the 
effects intended. It is also one of the major strengths of a free society and explains why 
governmental regulation does not strangle it. 

 
 
1. Friedman is referring to John F. Kennedy's 1961 inaugural address. 
2. A totalitarian state is a political order in which state power is held by a single political party, 

with no political rights accorded to individuals. Friedman here is referring to the former Soviet 
Union and to other communist countries.  

 


