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THE CASE AGAINST
T-BILLS And Other
Thoughts On Theft

by John A. Pugsley
Underlying all economic systems, and permeating all economic
questions, whether they are about the value of assets, or political
programs to foster economic change, is the fundamental question
of the nature of exchange of transactions-to wit: is any particular

exchange of property voluntary or involuntary? The importance of

this question to the individual should not be underestimated. The
solution to virtually all social problems can be derived from this
starting point. The entire "'science” of economics is built around it.
And the monetary prpﬁ’lems of this country, which lead to the in-
vestment problems you have as an individual, all originate because
individuals fail to ask this question.

Let us begin by establishing a definition of theft. | define theft as
any involuntary transfer of property from its owner to someone
else. While this definition is quite clear, understanding its implica-
tions requires some examples. Consider the following situations.
When Is Theft Not Theft?

Responding to a knock at your front door, you open it to find a
stranger standing there pointing a pistol at you. He demands
money. Being of sound mind, you give him what you have.

Your property has been taken from you without your voluntary
consent, and therefore this would be an act of theft by our detini-
tion.

Suppose that you later find out that the individual who demand-
ed your money used it to satisfy an essential need-let’s say he was
hungry and he used the money to buy food. Does the fact that he
needed the food mean that the act of taking money from you was
not an act of theft? In other words, is there any need he might have
for the money that would convert his act from theft to something
else? No, by definition, it was still stealing.

Suppose that you find out that the culprit used the money to,

satisfy an essential need of someone else-let’s say his daughter was
ill and needed the money for medicine. Does this change the
nature of the act from theft to not theft? in other words, is there
any need someone else might have that would change your opinion
of the act and make it not an act of theft?

Suppose that you find that the man with the gun was not acting
by himself, but instead had been hired by a group of people to take
your money. Would the fact that they had hired him transform his
act from theft into something else? Is it possible that the number of
people who were involved in hiring him has a significance? If ten
people met and decided to hire him to take your money, would that
change what we called his act? How about 10,000?

What if 10,000 pcople met and hired the gunman, and they used
the money to buy medicine for someone’s ailing child? Would the
fact that so many people were involved, coupled with the fact that
the money was used for a "good’ cause make a difference in how
the act was defined? What if the people who took your money
without your consent decided to buy something with the money
that they could all enjoy (perhaps a nice color TV set), and they
allowed you to occasionally come and watch it. Would the fact that
you could participate in the use of the goods for which your money
was taken make the act not an act of theft?

The conclusion that most people would come to in considering
these questions is that no matter what the money is used for, and
no matter how many people consent to taking it from you by force,

and no matter who else needs the money, it is an act of theft if the
owner of the property-you-do not voluntarily (and that means
without any kind of threat) consent to part with it.

By Definition, Taxation is Theft

How does the IRS agent who collects our taxes differ from the
gunman? He does not. You are forced to pay under threat of im-
prisonment (the gun). Your money is taken without your voluntary
consent. It is used by other people who claim that their need is a
just demand on your property. The process is justified because a
group of people (voters) decide as a group that you should be rob-
bed and that the money should be used for whatever purposes they
deem proper.

The next objection that is normally raised is that even though we
might define taxation as theft, it is still necessary and proper in
order to insure that the “'needs” of society for government services
are fulfilled. | have answered this a number of times before, so |
won't attempt to refute this premise in any great detail at this
point. Let me just throw out a couple of thoughts for your con-
templation.

First, | reject the idea there is some real, definable entity out
there called “society.” There are only individuals. Only individuals
live, think, and act. Groups do not think or act. So if property is be-
ing transferred, it is always being translerred from one individual
Lo another individual. Conscquently, we are back to the key ques-
lion, does one individual’'s need constitute a just and rational claim
on the property of another?

Will The Means Fit The Ends?

There is no moral question involved here. it is a matter of ends. |l
the end objective of a social system is to provide the safest cnviron-
ment for the individual members, and is to result in the highest
average standard of living for those individuals, then | can casily
prove that any form of theft would be wrong. Every successful act
of theft, no matter how large or small, diminishes the total produc-
tion of the members of society in that it reduces the incentive of the
recipient of the plunder to be productive. It also results in the diver-
sion of labor away from consumable goods to the production of
defensive goods, such as locks, fences, alarm systems, police
forces, etc.

A social system based on theft, whether it's called taxation or
anything else, cannot promote the highest standard of living for
the individuals in that society. In fact, the higher the degrce of
theft, the lower the standard of living. The reason that Russians
suffer a lower standard of living than Frenchmen is that the Kus-
sian social system confiscates more property from individuals than
does the French system. The reason the average Swiss has a higher
standard of living than the average frenchman is because the
Swiss system is less confiscatory than the French. Taxation-
whether in the form of direct taxes, regulation, or inflation-varies
in intensity from nation to nation. The result, however, is identical-
the greater the involuntary transfer of property, the lower the stan-
dard of living.

Voluntary Citizenship?

| recently received the following Ictter from a reader who feels
that perhaps taxation is not theft. The reasoning is based on
another factor: citizenship.

Since | began reading your thoughts in 1975 1 have
believed that taxation is theft-‘removal of one’s wealth
with a threat of force.” Recently | confronted a line of
logic which makes me question that basic premise.

Each of us who is born in this country is offered
citizenship. We may either accept it or we may reject it.
If we accept it we do so with conditions attached,
namely that we agree to abide by the laws of the land.

Continued, page 4
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‘“We’re All Inside Traders’’

by Carl Watner

Events on Wall Street during the last year and a half have includ-
cd the prosecution of several “inside traders.” In June 1986, Den-
nis Levine pleaded guilty to four felony charges and settled insider
trading charges for $ 11.6 million. In November 1986, Ivan Boesky
agreed to pay a $ 100 million penalty for trading on insider infor-
mation that had previously been furnished him by Mr. Levine. In
February 1987, three top Wall St. officials (of Goldman Sachs, Kid-
der Peabody, and Merrill Lynch) were arrested and charged with an
information swapping conspiracy that allegedly made millions.

Although insider trading is regulated by the Securities and Ex-
change Commission (under rule 10B-5 and Section 10-B of the 1934
Securities and Exchange Act) both the Commission and Congress
have left its definition to the courts. The judiciary has generally
declared that insider trading is theft or breach of trust ir. trading
on “material, non-public information.” In other words, it is viewed
as a breach of fiduciary duty. For example, when the executives of
Texas Qulf Sulphur bought stock from their own shareholders
before announcing discovery of a new mineral deposit, they were
successfully prosecuted for trading on information which was not
yet “public.” Classic insider fraud occurs when an investment
banker, such as Levine, obtains information through the con-
tidence ol a client and then uses it himsell or sells it to someone
clse, such as Boesky, who then trades on it at the expense of the
client.

The SEC has extended this concept ol liduciary duty to include
those bankers, lawyers, accountants, and others who gencrally
have legitimalte access to inside, non-public information for limited
purposes. However, as a result of the Supreme Court decision in
Chiarella vs. the United States, the SEC formulated Rule 14E-3,
which broadens the concept to encompass those who have no
direct responsibility to corporate sharcholders. In the Chiarclla
case, a printer traded on what he had learned by looking at tender
documents that his company was given to print, but the Supreme
Court decided that he had no fiduciary duty and hence was not an
insider.

In another more recent case, the SEC is prosecuting Ross Winans,
a WALL ST. JOURNAL rcporter who tcaked inforimation on the com-
panies that were to appear in his “Heard on the Street” column. The
Winans case, which has not yet been resolved, points up one of the
difficulties of defining insider trading: what is “public’” and what is
“non-public” information? In fact, officials at the SEC argue
against a clearer definition of insider trading because they think a
more explicit definition would invite more of it. “Says Bevis
Longstreth, a former SEC commissioner: ‘It's like trying to define
fraud. As soon as you pin it down to something precise, someone
who wants to commit fraud will simply find a way outside that line
where he can commit fraud with impunity’.” In the Winans case, it is
not clear at all that the SEC will win their prosecution. While it may
be argued that Winans violated his employer’'s trust and acted
unethically, his actions may nol be unlawful because he was
already dealing with information “heard on the street.” Such infor-
mation was already public and hence, was not inside information.

One of the main problems in dealing with insider trading is the
lack of a clear delineation of rights of ownership in the information

that is being dealt with. On the one hand, onc ol the prosecutors in
the US Attorney’s Office in New York City argues that insider
trading is “theft,” pure and simple. The insiders are “"thieves. They
steal information and then they fence it. It's no different than if
they were stealing ice skates.” -According to this theory, the in-
siders are stealing from the shareholders ofhe corporations for
whom they work. Presumably the rights to the insider information
belong to the corporation at the time it is obtained. On the other
hand, it could easily be argued that none of the insiders has ever
signed an employment contract foreswearing that they will not take
advantage of or benefit from inside information. Hence, the infor-
mation belongs to the party who creates or discovers it. Although
such information is normally created in the course of employment:
with the corporation, customary practice has not yet defined who
owns it or if a party (such as the printer) righttully owes any sort of
duty to the corporation not to benefit from it.

What happens when such trading does occur? In the case of many
recent mergers and acquisitions, insiders have been able to buy
stocks at current prices and then sell the same stock at much
higher prices after the merger or acquisition has been publicly an-
nounced. This made Boesky millions of dollars. Insider trading,
however, is not limited to taking advantage of good news. Insiders
might just as well profit from bad news, by shorting the
market(selling the shares before they go down in price as a rcaction
to the unfavorable news, and then repurchasing the same sharces at
a lower price, thus capturing the profit involved on the bearish
news),

The main economic question raised by insider trading is whether
or not the stock market is best served by allocating profits random-
ly, “somewhat like a lottery,” or by allowing insiders to benelit
from their “superior information gathering capabilities.” Another
question to be determined is whether or not anyone should benetit
from insider trading profits. If the inside traders themselves agree
not to benefit personally, does this mean that they may not trade
for the account of the corporation itselt? if one argues that insider
information is owned by the shareholders (i.e.. the corporation)
then is the corporation itself having its property rights violated by
not being able to trade on its own account?

Essentially, the inside trader is an entrepreneur who helps the
stack market move closer and faster towards a stock price which
reflects new conditions. The insider acts just likc any other market
participant who takes advantage of newly discovered or created
possibilitics. As Austrian cconomists Walter Block and Isracl Kirz-
ner have pointed out, “Profits arc earned by entreprencurs who sce
and scize opportunities which are not readily apparent to other
people.” The insider, like all other entreprencurs, “takes advantage
ol the ignorance of other peopte” but his profits are not made at
their expense. Itis simply the function of the entreprencur, qua en-
trepreneur, to sce to it that “mutually beneficial opportunitics tor
trade are not bypassed.”

Fraud aside, all insider trading transactions are strictly volun-
tary. The people with whom the inside trader deals are frec to ac-
cept or reject his offers to buy or sell stock. If they accept, it is only
because they feel they benefit from trading with him. They may
ultimately rue their decision, but this does not alter the fact that at
the time they traded, they anticipated profiting from their transac-
tion with him.

Some students of inside trading have claimed that insiders have
taken the prospect of stock market profits via insider trading into
the formulation of their employment contracts. Thus it is possible
that they may accept a smaller salary in exchange for trading on
the exclusive information generated by their inside position.
Whether this is true or not is somewhat besides the point. What
shareholders and corporate executives neéd to do is clear the mud-
dy waters of insider trading by more clearly defining property
rights in information. There is clearly nothing wrong if a corpora-
tion owns the information and decides to exchange it with an ex-
ecutive in return for a lower salary.

The case of fraud enters when there is some explicit agreement
that the transaction is not based on inside information. Such an
agreement could come about in at least two ways. First, executives
or the corporate entities for which they work could state that their
shares and the transactions which they enter into would not be
traded on the basis of inside information. This would protect the
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