








risk. For example, if a vehicle is worth 
$10,000 and the risk of it being stolen in a 
year is I in 1,000, the actuarial cost of this 
risk is$ I 0. Actuarial studies are not trivial 
and often require the processing of large 
data files and the exercise of professional 
judgment but there are people who can an
swer these questions. 

Prices exceed value 
When we compare the price charged (the 

premium) to the value received (the actuarial 
cost) we find that the price is usually at least 
double the cost. One example is airline 
travel insurance. Many credit card issuers 
now provide accident coverage if the credit 
card holder uses the card to buy a scheduled 
airline ticket. In their accounting systems 
they allow 17 to 20 cents for the actuarial 
cost of providing $150,000 coverage. To 
buy equivalent covernge at the airport costs 
$5.00. 

Prices must exceed actuarial cost 
The reason price usually exceeds the ac

tuarial cost is: for the insurance company to 
remain in business it must cover all its costs 
and make a profit. The company must pay 
salesmen, record keepers, taxes, office space, 
a multitude of other costs and pay claims to 
its policy holders. After meeting all these 
costs, it must make a return for its stock
holders. 

Reason for concern 
So the reason for concern is: Insurance 

premiums usually greatly exceed the actu
arial costs of the risk to the consumer. 

But - Values are subjective 
Austrian economics teaches us that all 

values are subjectiw. Knowing the real cost 
of production of any good or service does 
not tell us what it will be worth to any 
individual. Only that person can judge what 
it will be worth to them. One example, of 
many possible, is to consider a travelling 
salesman's need for auto theft insurance. If 
a salesman's job is dependent on his vehicle, 
be bas no monetary reserves, and auto theft 
insurance is a small fraction of his income; 
his individual subjective valuation of insur
ance may place a much higher valuation on 
the insurance than the actuarial risk cost. 

If a purchaser in the free market, whose 
access to information is not prevented by 
force, wishes to make a purchase at a price 
higher than someone else deems proper, the 
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purchaser should be free to do so. 

Proposals are for speculative uses of 
insurance 
FNF proposals are speculations on future 
solutions 

These proposals are intended to stimulate 
thinking and discussion about the perplex
ing problem of how, in the future, we might 
provide what some economists have chosen 
to call public goods. Goods and services are 
only valued because they benefit individu
als. We have been challenged by the public 
goods categorization to propose a method 
for paying for goods in which moi;t people in 
a society share the benefit and thereby have 
(supposedly) no incentive to pay to have the 
good or service produced. 

Not an endorsement 
Any proposal or 1>-peculation we formulate 

is in no way an endorsement of any currently 
available insurance policy. 

Insurance may he less overpriced than 
government 
Government services routinely overpriced 

We are well aware that most of the services 
provided by government are usually over
priced if we add to the user fee, if any, the 
cost of subsidies. When fire protection 
services are provided by private companies 
the cost is usually one fifth the government 
cost. 

Insurance still a better buy than government 
Even ifwe conclude that using insurance 

to provide a good or service will cost citizens 
at least double the actuarial risk cost, in
surance may still have a significant cost 
advantage over government. We might 
in1prove our overall efficiency if we shifted 
from government to insurance. 

Insurance morally preferable to government 
Insurance provided by private means does 

not entail the use of force. Government 
almost always involves the use of force (if it 
didn't we rrobably would argue that it is not 
really a government). So even if the cost of 
insurance is higher, we would still find it 
preferable since it does not have to involve 
the use of force. 

Bottom line 
Even though there may be concerns about 

endorsing current insurance policies, advo
cating insurance as part of a future method 

to deliver goods or services may be prefer
able to advocating government. Ii 

Bobby Yates Enwry of Raleigh, North 
Carolina, has worked a career as a pro
grammer and systems analyst at IBM A 
longtime libertarian activist, he has run for 
offices from County Commissioner to U.S. 
Senator, and held political party offices 
from Precinct Chairman to Regional Rep
resentative to the National Committee. 

Comments upon 
Security, National 

and Domestic 
by Richard Hammer 

1. Introduction 
I have never had a clear concept of bow 

we libertarians would defend the borders of 
the realm in which we would like to live. My 
desire to learn more of this subject led me to 
suggest that in our next forum we address a 
related question: "How, and to what extent, 
could the inhabitants of a free country rely 
upon private institutions, insurance and 
defense agencies, to satisfy their needs for 
security, both domestic and national?" In 
this article I will use the term "security 
companies" to name these hypothetical in
stitutions which combine insurance and 
defense. 

During the past few months I have asked 
several people where I might find informa
tion on this question. I have followed many 
leads. But I have not found solid fare; all 
available material seems to be speculation. 
It is good speculation to be sure, but I had 
hoped to find a developed theory. In this 
article I will present some of what I have 
found, and contribute some of my own 
speculation. 

1.1 The subject of national security is 
both important and unpleasant 

Incidentally, this is I believe the most 
critical subject faced by the free nation 
movement. On the one hand, I expect that 
few sensible people would be willing to 
invest their lives or property in a free realm 
unless they felt secure from international 
invasion. And on the other hand, if some
how there were created a free realm in which 
somehow all felt secure from invasion, I 
believe libertarians and many others would 
flock into this realm without pausing to 
worry about any of the other services which 
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they may be accustomed to expect from 
government. In the recipe for a free nation, 
national security is probably the critical 
ingredient which can make everything else 
jell. 

But I find national security to be an un
pleasant subject for two reasons. First, it is 
about war and violence. And second, it is 
not easy, when talking about fighter bombers 
and armies, to escape realizing how impos
sible it seems that our small and disorga
nized movement could ever wield a ft:spect
able defense. 

Naturally we experience the impulse to 
put this onerous subject aside. In this regard 
our instincts may serve us well. It makes 
sense for us to do today what we can, and to 
hope that the tasks which we put off today, 
because they look impossible, will come 
within reach tomorrow. But we can do more 
than hope. Looking toward the seemingly 
impossible goal, let us ask what we might 
achieve today so that, come tomorrow, that 
goal might begin to look possible. 

1.2 Can a formulation for domestic 
security stretch to cover national 
security as well? 

Discussion in this article emphasizes na
tional security, and treats domestic security 
as a side issue. Let me explain. Recall that 
the question which drives this discussion, as 
written in the first paragraph above, includes 
both domestic and national security. Re
gardless of the scale of a threat, whether 
from an individual or from a state, we can 
think in general terms of the means we 
might use to defend ourselves. These means 
include, for instance: amity, diplomacy, 
counterattack, and preemptive strikes. For 
the sake of simplicity, it would be good if we 
could prcxluce one general formulation for a 
set of institutions which could span all our 
needs for security, both domestic and na
tional. 

But a theory has limits, and can comfort
ably span only certain instances. For my 
part at least, my research thus far has left me 
believing that security on a domestic scale 
can be achieved through private means. See 
for instance Chapter 2 in The Enterprise of 
Law by Bmce Benson. Therefore my desire 
to stretch my understanding leads me to ask 
questions about national security. 

2. Ideas about security in general 
While searching for material on the ques

tion of whether security companies 
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could provide national defense, I found little 
that addressed my question directly. But I 
ciµne upon many ideas which addressed the 
broader subject of security. In this section I 

Richard Hammer 

will tell some of these ideas. Then, in 
section 3, I will tell things which relate more 
directly to my question. 

The reader may notice that some of these 
ideas beckon us to think of security in new 
ways. If we ask, "how are we going to 
finance an air force and induct an army?" we 
may be asking the wrong question. 

2.1 Free people cannot be conquered 
in one fell swoop 

It is hard to conquer a free people, because 
there is no government or single power 
which has the authority to surrender on 
behalf of other people. An invasion may 
overwhelm one region, and the people in 
that region may surrender, but their surren
der does not bind anyone else in the remain
der of the nation. An invader wanting to 
control the whole nation may well have to 
conquer each and every house. 

The history of Ireland provides an ex
ample. As Murray Rothbard tells, for a 
thousand years until the seventeenth cen
tury, Ireland had no state or anything like it. 
The conquest of Ireland by England was 
bloody and difficult, and seems not to be 
over yet. 

2.2 Free people may be heavily armed 
We could expect many of the inhabitants 

of a free nation to be heavily armed. This 

would make conquering the country much 
more difficult. We have a present day ex
ample in Switzerland where, as I understand 
it, many householders have automatic 
weapons in their closets. This is understood 
to be a principal ingredient of their national 
defense. I have heard that Hitler planned to 
invade Switzerland, but decided against it 
when advised by his generals that the popu
lace was heavily armed. 

2.3 Free trade provides incentives for 
peace 

If goods are being traded between the free 
nation and the potential aggressor, then be
cause of this trade, some people in the 1x)ten
tial aggressor will stand to lose should war 
start. If this point seems unclear, recall that 
free trade by its very nature benefits both 
parties to each ongoing relationship of ex
change; since participation is voluntary each 
trading partner must perceive himself as 
winning, otherwise he would cease entering 
such bargains. If many goods are being 
traded across the border then the traders 
within the potential aggressor might put 
considerable pressure on their government 
to avoid war. 

2.4 Potential aggressors can be 
discouraged from even trying 

Kevin Cullinane draws a distinction be
tween protection and defense that is worth 
repeating. Protection, as he describes it, is 
what you do to discourage an aggressor 
from even trying. Examples are: locks, 
fences, camouflage, credit checks, mine 
fields. Defense, on the other hand, is what 
you do to respond to an aggressor who is 
attacking. Examples of defense are: fight
ing with an aggressor, and counterattacking 
into the aggressor's territory. Cullinane 
says that if your protection is good enough 
then you do not need defense. Defense 
involves violence and you want to avoid it if 
possible. So he advocates focusing on 
protection. 

2.5 People naturally want to avoid war 
As I have frequently heard Phillip 

Jacobson argue, there are great incentives to 
avoid violent conflict. War is costly. If it 
starts each party tries to destroy the valu
ables of the other. War is a negative sum 
game. Whereas peace with free trade is a 
positive sum game. We can normally ex
pect potential antagonists to be willing to 
invest heavily in avoiding war. 
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