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"We are at the dawn of a new age," said James Taggart, from above the rim of his champagne glass... "We will set men free of the rule of the dollar... We will build a society dedicated to higher ideals, and we will replace the aristocracy of money by –"

"- the aristocracy of pull," said a voice beyond the group. (p.381-2)

1.  Ayn Rand's Sausage Factory
According to an old saying, "If you like sausages or legislation, you should never watch either being made."
  It is no wonder, then, that Ayn Rand puts the political process under a microscope.  Regulation does not just "happen" in Atlas Shrugged.  The reader goes behind the scenes to witness Jim Taggart help Wesley Mouch blackmail Hank Rearden in exchange for raising railroad rates over the objection of Orren Boyle.  All for the "general welfare," of course!
When Rand published Atlas Shrugged in 1957, most social scientists were still naive enough to take politicians' speeches about "the general welfare" at face value.  But that was soon to change.  In the 60's and 70's, economists began to use their standard tools to understand how democracy works.  "We would never believe a businessman who claimed to work for the public good," they reasoned.  "Why should we believe a politician?"  Instead, they assumed that politicians maximize votes, just as firms maximize profits.  The result was public choice theory, and eventually won James Buchanan a Nobel Prize. (Buchanan 2001)  
Though there is little evidence of mutual influence
, Ayn Rand and public choice converge on a strikingly similar vision of the political process.  Both emphasize the contradiction between the propaganda of government intervention and the reality.  Government supposedly intervenes to advance the interests of the majority.  In reality, however, its goal to advance the interests of political insiders at the expense of everyone else. (Tullock 1967; Krueger 1974)
One of public choicers' favorite examples is airline regulation.  The Civil Aeronautics Board claimed to protect travelers from rapacious airlines.  In fact, the mission of the CAB was to keep airfares up by restricting competition.  To say that "regulation did not work" is rather misleading.  It failed in its official goal of helping consumers, but it succeeded in its actual goal of shielding the regulated industry from competition. (Friedman and Friedman 1979)
This is the story of virtually every act of government in Atlas Shrugged.  In each case, the altruistic rhetoric is a smokescreen.  Laissez-faire would make most people better off, but financially endanger or even bankrupt the politically connected forces behind the expansion of government power.  
2.  The Anatomy of Legislation
The fictional politics in Atlas Shrugged is pure public choice.  Each piece of legislation has the following components: 
1.  A public-interest rationale.  
2.  Supportive interest groups with a hidden financial agenda.  
3.  Negative consequences for the general public.  
Consider the following case studies:

The Anti-dog-eat-dog Rule.  The National Railroad Alliance, "'the better to enforce' the laws long since passed by the country's Legislature," imposes a ban on "destructive competition" known as the Anti-dog-eat-dog Rule. In concrete terms:
[I]n regions declared to be restricted, no more than one railroad would be permitted to operate; that in such regions, seniority belonged to the oldest railroad now operating there, and that newcomers, who had encroached unfairly upon its territory, would suspend operations within nine months after being so ordered; that the Executive Board of the National Alliance of Railroads was empowered to decide, at its sole discretion, which regions were to be restricted. (p.77)  
The altruistic rationale for the Rule is to prevent a shortage of transportation.  Railroads have to stop destroying each other by competing in markets with room for only a single line.

But we should not be misled by the fact that "No railroad was mentioned by name in the speeches that preceded the voting." (p.76)  The real story is that Jim Taggart wants to put a successful new entrant - Dan Conway of the Phoenix-Durango - out of business.  So he works out a deal with steel magnate Orren Boyle.  Boyle agrees to deliver the necessary votes from his friends in the National Alliance of Railroads.  In exchange, Taggart uses his Washington influence to help Boyle pass the Equalization of Opportunity Bill. (pp.50-1)
Since the real goal of the Anti-dog-eat-dog Rule is to help Taggart, not the public, it is not surprising that its purported benefits are the reverse of the truth.  Assure transportation?  Before the Rule passed, the worst-case scenario was that one of the two competing lines would eventually go out of business.  After the Rule passes, Dagny has to move mountains to prevent an interruption of service.
The Equalization of Opportunity Bill.  The Equalization of Opportunity Bill forbids any person or corporation to own more than one business concern.  The public-interest rationales overflow:

The editorial said that at a time of dwindling production, shrinking markets and vanishing opportunities to make a living, it was unfair to let one man hoard several business enterprises, while others had none; it was destructive to let a few corner all the resources, leaving others no chance; competition was essential to society, and it was society's duty to see that no competitor ever rose beyond the range of anybody who wanted to compete with him. (p.127)

The Bill's hidden intent, however, is to help Orren Boyle compete with Rearden Steel.  Rearden produces his own iron ore, and Boyle has trouble finding a reliable supplier.  Forcing Rearden to divest makes it easier for Boyle – or at least harder for Rearden - to get the ore.  To secure the Bill's passage, Boyle calls in a favor from Jim Taggart; after all, Boyle helped Taggart get the Anti-dog-eat-dog Rule.  Taggart persuades Rearden's Washington man, Wesley Mouch, to double-cross him.  Mouch's reward is the assistant's job in the Bureau of National Planning.
 (p.373) 
Needless to say, the Equalization of Opportunity Bill does not revive the economy.  To some extent, businessmen get around the law by setting up dummy corporations, but this charade is the least of the damage.  The main problem is that production falls drastically when owners who won their position in a competitive marketplace have to sell their companies to people who - almost by definition - have never successfully run a business.
The Colorado Directives.  The success of the John Galt lines sparks an economic boom in Colorado.  Forbidden to own more than one business, many ambitious businessmen actually sell their existing companies in order to start fresh in Colorado (pp.257-60).
  In response to the Colorado boom, Wesley Mouch imposes a surprise package of new directives, most notably:

· Maximum speed and car lengths on railroads

· Requiring railroads "to run the same number of trains in every state of a zone composed of five neighboring states" (p.317)

· Limits on steel production

· Forbidding manufacturers to move from their present location without regulators' permission
· A five-year moratorium on railroad bonds

· A 5% tax on Colorado's gross sales to pay for administrative costs

The official reason for the directives is to deal with the "national emergency."  Colorado is booming while the rest of the country spirals downwards, and it is only fair to make Colorado share the pain.
In reality, however, these Directives are a bold power play by none other than Jim Taggart.
  Dagny realizes too late that "[T]he John Galt Line had been only a drainpipe that permitted Jim Taggart to make a deal and to drain [the bondholders'] wealth, unearned, into his pocket, in exchange for letting others drain his railroad..." (p.318)  The plan works:

Jim boasted that this had been the most prosperous six months in Taggart history.  Listed as profit, on the glossy pages of his report to the stockholders, was the money he had not earned – the subsidies for empty trains; and the money he did not own – the sums that should have gone to pay the interest and the retirement of Taggart bonds, the debt which, by the will of Wesley Mouch, he had been permitted not to pay...

"You have always considered money-making as such an important virtue," Jim had said to [Dagny] with an odd half-smile.  "Well, it seems to me that I'm better at it than you are." (p.333)
For the large majority of the nation, however, the directives are disaster.  They kill the Colorado boom, even leading Ellis Wyatt to torch his own oil fields and vanish.  Production plummets, along with hope for a more prosperous future – a Second Renaissance.  

Directive Number 10-289.  As the economy disintegrates, Wesley Mouch calls a secret summit of the nation's interest groups.  As Mouch explains to his fellow luminaries:

The economic condition of the country was better the year before last than it was last year, and last year it was better than it is at present.  It's obvious that we would not be able to survive another year of the same progression.  Therefore, our sole objective must now be to hold the line... Freedom has been given a chance and has failed.  Therefore, more stringent controls are necessary. (p.503)

After some deliberation, they all assent to a package of eight radical policy changes known as Directive Number 10-289. (p.505-6)  Point One makes it illegal for workers to quit or be fired.  Point Two forbids business closings.  Point Three abolishes patents and copyrights.  Point Four prohibits the introduction of "new devices, inventions, products, or goods of any nature whatsoever." (p.505)  Point Five makes it illegal for firms to expand or contract production relative to the Basic Year.  Point Six enjoins everyone to spend the same amount of money as they spent in the Basic Year.  Point Seven imposes universal price controls.  Point Eight makes the Unification Board the final arbiter and interpreter of the directive.
The putative motive of 10-289 is "to protect the people's security, to achieve full equality and total stability." (p.505)  In the words of Eugene Lawson, the resident idealist:

We must not let vulgar difficulties obstruct our feeling that it's a noble plan motivated solely by the public welfare.  It's for the good of the people.  The people need it.  Need comes first, so we don't have to consider anything else. (p.499)

Mr. Thompson, the Head of the State, seconds Lawson's message but wants prettier packaging: "That's the line, Wesley.  Tone it down and dress it up and get your press boys to chant it – and you won't have to worry." (p.499) 
In fact, however, the "good of the people" is a very low priority.  Several of the participants are openly contemptuous of altruistic rhetoric.  Floyd Ferris smugly announces "[T]here's a certain old-fashioned quotation which we may safely forget: the one counting on the wise and the honest.  We don't have to consider them.  They're out of date."
 (p.501)   At one point, Taggart even snaps "If we are to perish, let's make sure that we all perish together.  Let's make sure that we leave them no chance to survive!"
 (p.506)  Labor leader Fred Kinnan, who doubles as comic relief ("Are we here to talk business or are we here to kid each other?" (p.507)) even admits: 

...I'm not going to say that I'm working for the welfare of my public, because I know I'm not.  I know that I'm delivering the poor bastards into slavery, and that's all there is to it. (p.508)

The overarching aim of Directive Number 10-289 is to allow the members of the summit to retain power.  Most if not all of them realize that their policies have had disastrous consequences for the nation, but they refuse to admit their errors and resign.  So they impose new policies to cement their grip on the economy, whatever the damage.  As the nation's elite, they figure that they can prosper even if the average standard of living plummets.  In Jim Taggart's words:

We'll be safe for the first time in centuries.  Everybody will know his place and his job, and everyone else's place and job – and we won't be at the mercy of every stray crank with a new idea.  Nobody will push us out of business or steal our markets or undersell us or make us obsolete. (p.510)

Within the framework of 10-289's radical changes, the summit is politics as usual, as the usual suspects squabble over the details.  Union leader Fred Kinnan gets the upper hand with a blunt ultimatum: "[Y]ou'd better staff that Unification Board with my men... or I'll blast your Point One to hell." (p.507)  Given the strength of his bargaining position, he refuses to share power:
Who is the public?  If you go by quality – then it ain't you, Jim, and it ain't Orrie Boyle.  If you go by quantity – then it sure is me, because quantity is what I've got behind me. (p.508)

Eugene Lawson briefly stand up for freedom of the press.  Directive Four, he notes, prevents the publishing of any new books.
  Mouch argues against making exceptions, but Ferris wins the summit over by explaining that 10-289's tacit censorship is one of its benefits:

 You don't want some recalcitrant hacks to come out with treatises that will wreck our entire program, do you?  If you breathe the word "censorship" now, they'll all scream bloody murder...  But if you leave the matter alone and make it a simple material issue – not a matter of ideas, but just a matter of paper, ink and printing presses... [y]ou'll make sure make sure that nothing dangerous gets printed or heard – and nobody is going to fight over a material issue. (p.512)
Lingering resistance can be defused, Ferris notes, by giving friendly intellectuals "moderately comfortable salaries and extremely loud titles." (p.513)  
The least expected political maneuver comes, however, from Taggart.  Taggart wants to raise railroad rates before the price controls kick in.  Boyle is opposed, and at first, so is Mouch.  But Taggart wins out by offering Mouch the information he needs to blackmail Rearden into signing over the patent for Rearden Metal.
The actual effect of 10-289 is disastrous for the overwhelming majority of Americans.  The economy falls to pieces.  Riots and famine erupt.  Competent people quit their jobs and vanish more rapidly than they did when it was legal to do so.  Still, it prolongs the reign of those in power, and for the members of the summit, that is what counts.
The End Game.  Once Directive 10-289 takes effect, special interests lose their enthusiasm for passing new laws.  Instead, they focus on beating the system.  The elite's public-interest rhetoric gets more and more hysterical as its time horizon gets shorter and shorter.  Gangsters like Cuffy Meigs, anxious only to make a quick buck before the economy collapses, spread like a virus through both government and business:

These were the men whom official speeches described as "the progressive businessmen of our dynamic age," but whom people called "the pull peddlers" – the species included many breeds, those of "transportation pull," and of "steel pull" and "oil pull" and "wage-raise pull" and "suspended sentence pull" – men who were dynamic, who kept darting all over the country while no one else could move... (p.847)
There are a few last gasps of legal wrangling, most notably the Railroad Unification Plan and the Steel Unification Plan.  But we catch an interesting glimpse of the ruling elite's last resort when Head of State Thompson confesses to Dagny:
There's one clique – the Ferris-Lawson-Meigs factions – that's been after me for over a year to adopt stronger measures... Frankly, what they mean is: to resort to terror.  Introduce the death penalty for civilian crimes, for critics, dissenters, and the like... Nothing will make our system work, they say, but terror.  And they may be right, from the look of things nowadays. (p.1008)
As expected, Dagny's alternative – start decontrolling – falls on deaf ears.  The ruling elite prefers mass murder to personal defeat.  Yet they preach the public welfare to the bitter end.  Thompson tells the world that Galt "has heard your pleas and has answered the call of our common human duty!  Every man is his brother's keeper!  No man is an island unto himself!" (p.1045)
3.  From Fiction to Social Science
The men in Ayn Rand's sausage factory come to a bad end.  Their careful machinations work for a while, but eventually blow up in their faces.  In part, the reason is specific to Rand's narrative.  John Galt has secretly organized history's first strike of the "men of the mind."  The interest groups who control national policy therefore repeatedly over-estimate how much wealth they can squeeze out of the economy.  

The effectiveness of Galt's strike is probably the most economically implausible feature of Atlas Shrugged.  It only works because of a miraculous correlation between productive ability and adherence to Randian philosophy.
  In the real world, Dagny and Rearden would not be the only "scabs."  Plenty of business and scientific geniuses sincerely embrace statist philosophy and/or pragmatically prefer to work with the system, despite its flaws.

But Galt's strike is not the only reason the system collapses.  Rand also argues that pressure group warfare leads to disaster when it gets out of hand.  Francisco explains the logic in his speech on money:
Such looters believe it is safe to rob defenseless men, once they've passed a law to disarm them.  But their loot becomes the magnet for other looters, who get it from them as they got it.  Then the race goes, not to the ablest at production, but to those most ruthless at brutality.  When force is the standard, the murderer wins over the pickpocket.  And then society vanishes, in a spread of ruins and slaughter. (p.390)

Galt's speech elaborates on this theme:

You did not care to compete in terms of intelligence – you are now competing in terms of brutality... Your system is a legal civil war, where men gang up on one another and struggle for possession of the law, which they use as a club over rivals, till another gang wrests it from their clutch and clubs them with it in their turn... (pp.989-90)

Public choice has a special name for Rand's scenario: "full rent dissipation." (Buchanan 1980)  The idea is simple.  If the government has $1,000,000 to hand out, lobbyists will spend up to $1,000,000 to sway the legal process to get their hands on it.  So begins a legal "arms race"; the more the government distributes, the harder interest groups fight to get their cut.  

Furthermore, lobbying cannot remain unusually profitable for long, because high rewards attract new entry – like the ruthless Cuffy Meigs.  The long-run effect is not to enrich the special interests, but to destroy wealth.  This is a common explanation for the failures of India's economy. (Krueger 1974)  Everything is politicized, so vast resources that could have been used for production instead chase after government privileges.  So public choicers can basically buy Rand's saga of economic collapse.  They expect production to unravel once the whole economy is up for grabs.   
But why does democracy put the economy up for grabs, if it is such a bad idea?  Public choicers' standard answer blames voters' rational ignorance.  Paying attention to politics has virtually no payoff for the average voter, so it is rational to not pay attention.  The result: Few see through the smokescreen of public interest rhetoric to the sordid reality of the sausage factory.  Even fewer realize that government intervention is the fuel of pressure group warfare.    

The appeal to rational ignorance has its critics. (Wittman 1995)  Big problem: There is a difference between ignorant and gullible.  If voters were really "rational ignorant" about politics, they would greet altruistic rhetoric with skepticism: "Wesley Mouch says Directive 10-289 will help the public, but I don't have time to verify his claims, so I remain unconvinced."  If rational ignorance were the central weakness of democracy, voters could protect themselves with a simple slogan: "When in doubt, vote No."  If the voting public in Atlas Shrugged had followed this rule of thumb, none of the destructive legislation Rand chronicles would have come to pass!
Like public choicers, Rand ultimately blames the failures of democracy on voters.  But she targets their irrationality, not their ignorance. (Caplan 2001)  Voters favor destructive policies not out of lack of information, but intellectual dishonesty:

[T]hat nameless act which all of you practice... the act of blanking out, the willful suspension of one's consciousness, the refusal to think – not blindness, but the refusal to see; not ignorance, but the refusal to know.  It is the act of unfocusing your mind and inducing an inner fog to escape the responsibility of judgment... (p.944)

Listen to how Galt ridicules the typical voter's view of the world:
You propose to establish a social order based on the following tenets: that you're incompetent to run your own life, but competent to run the lives of others – that you're unfit to exist in freedom, but fit to become an omnipotent ruler – that you're unable to earn your living by use of your own intelligence, but able to judge politicians and to vote them into jobs of total power over arts you have never seen, over sciences you have never studied, over achievements of which you have no knowledge, over the gigantic industries where you, by your own definition of your capacity, would be unable successfully to fill the job of assistant greaser. (p.974)

If voters were plain ignorant, they would have the modesty to leave other people in peace.  They would not eagerly support Wesley Mouch's latest witch-hunt.  In practice, however, the man in the street combines ignorance with self-righteous dogmatism – and votes for politicians who pander to his folly.  The ultimate source of destructive policy, for Rand, is grassroots neglect of the virtue of rationality: "This dismal wreckage, which is now your world, is the physical form of the treason you committed to your values, to your friends, to your defenders, to your future, to your country, to yourself." (p.984)

At times, admittedly, Rand seems to accuse intellectuals – the "mystics of spirit" and the "mystics of muscle" - of ideologically seducing the public.  Yet the intellectuals' contradictions are too blatant to make this a credible excuse.  All it takes to see through their rhetoric is the common sense of a Fred Kinnan: "Save it for Jim Taggart, Doc... I know what I'm talking about.  That's because I never went to college." (p.507)  If intellectuals brainwash the public, they brainwash it by engraved invitation.
Rand and public choice agree that interest groups are the proximate cause of a lot of wealth-destroying legislation.  But in my judgment, she is one step ahead of the standard public choice story.  Atlas Shrugged makes an important contribution to social science.  Yes, lobbyists enrich themselves at the expense of the majority, but only after the majority paves the way for the lobbyists by electing statist politicians.  Jim Taggart hides behind altruistic rhetoric while he does his dirty work.  But he succeeds only because much of the public refuses to give his flowery words the respect they deserve.  Instead, like the woman at Taggart's wedding, they say: "I feel it.  I don't go by my head, but by my heart.  You might be good at logic, but you're heartless." (p.392)  The sausage factory is right in front of the voters, but they refuse to see it – or even think about what goes on inside.    
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� Some version of this quote is usually attributed to Otto von Bismarck.  http://www.worldofquotes.com/author/Otto-von-Bismarck/1/





� However, Rand and public choice probably share some common ancestors – most notably Ludwig von Mises.  


   


� As if these machinations were not complex enough, we later learn that Jim Taggart knew that the Bill would hobble the domestic copper industry, leading to a large increase in imports.  He took advantage of his insider knowledge by buying a large stake in Chile's d'Anconia Copper. (pp.384-5)





�  This appears to be a genuinely unintended consequence of the Equalization of Opportunity Bill.  Forbidden to own more than one business, many ambitious entrepreneurs sell out in order to start new firms in the economic boom in Colorado. 





� This does not mean that Taggart is the only lobbyist behind the directives, of course.  We eventually learn that Taggart fought against limits on steel production after learning that Boyle opposed his bond moratorium. (p.372)





� Ferris is even more blunt in his conversation with Hank Rearden: "You'd better get it straight that it's not a bunch of boy scouts you're up against – then you'll know that this is not an age for beautiful gestures.  We're after power and we mean it." (p.411)





� Soon afterwards, Taggart has an even more revealing outburst against Eddie Willers: "You're going to learn a lesson – all of you!  - all of you spoiled, self-indulgent, undisciplined little two-bit clerks, who strut around as if that crap about your rights was serious!" (p.585)





� It does not, Mouch points out, prevent printing more copies of old books.  Hardly surprising, given that Mouch recently lunched with the low-sales literary figure Balph Eubank. (p.512)





� Robert Stadler is the only obvious exception, though perhaps Dan Conway also qualifies.  
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