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Editorial Preface by Jeffrey A. Tucker

HOW MANY TIMES have you watched a public policy fiasco and been mystified as to how the politicians can believe their own rhetoric?

The politicians talk about how raising the minimum wage is going to make the poor better off, even though there is no mechanism in the nature of things to bring about that reality; about how some new war is going to rid the world of despotism, despite knowing that the history of war tends in the opposite direction; about how some new healthcare mandate is going to bring freedom from disease, and yet you know that legislation can’t actually achieve anything like this.

There always seems to be a missing step in the chain of logic. They actually seem to believe that passing a law will generate a certain wonderful result, even though the relationship between cause and effect is nowhere present. It seems like a giant exercise in fantasy.

In one of my favorite chapters in Gary Galles’s wonderful book Faulty Premises, Faulty Policies, he calls this effect of presuming that the crucial stage in the chain of causation amounts to a miracle. The program begins, starts to run, is implemented at every level of society  and then “a miracle happens” and a glorious new world dawns in which all the good intentions of legislation actually makes the world a better place.

What is this miracle? It is that at some point, the normal things that make sense stop making sense and government somehow obtains the magic ability to improve our lives by stealing from us and bossing us around. This miracle presumption exists in nearly every political debate today. No matter what the policy being proposed, there is a disconnect between the means and the goal. Once you begin to see this, political discussion can appear literally insane  a stream of rhetorical nonsense having nothing to do with reality.

Galles is an incredibly good guide to showing precisely what is nonsensical about political debate.

What I most admire about him is not his logic  as beautiful as it is  or his erudition (he seems to have read everything) but his patience. No doubt this comes from his extensive teaching experience. He is very interested in showing, step by step, where the thinking behind a huge number of political programs goes wrong.

I’m jealous of this ability, mainly because I certainly don’t have it. Few people do. The effect of reading Galles on every subject he covers  and he covers hundreds  is to develop an ironclad logic for thinking about public policy that makes a realistic assessment between a proposed policy and its likely result. This is what makes him a wonderful teacher.

There is no anger in his prose, and there doesn’t need to be. He has the arguments, the analytics, and the facts  those alone make the case. As one reads Galles, one may likely conclude that a book like this could have saved the twentieth century a tremendous amount of grief. I believe it could do the same for the twenty-first century, if only the people who need to read it most ever bothered to check their premises. Sadly, the nature of politics is precisely the opposite; and this incredible book’s audience is lacking the ears of the policy makers that could benefit most from its message.

At the very least, Galles’s book is an outstanding tool for navigating your way through the sea of folly that is the politics of our time.
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I. Introduction

I HAVE thought about, taught about, and written about public policy issues for over three decades. And frequently during that time, I have been genuinely struck by the very good intentions of my students. They would like to change the world for the better and are willing to put time and effort into their laudable goal. But those intentions quickly run up against one of economists’ most common aphorisms  “good intentions are not enough.”

Unfortunately, when it comes to public policy, because people seldom have ill intentions (beyond the need to harm some to get the resources to do the good they intend for others), good intentions do not get one very far. This is because one also needs a correct and complete enough grasp of virtually everything involved or affected. Not surprisingly, that is a daunting, if not overwhelming, hurdle, which is why economic policies so often illustrate the law of unintended consequences. There is confusion and misunderstanding all around, not to mention the misrepresentation by what Henry Hazlitt called “the best buyable minds,” employed to convince people that things are true (or false), regardless of whether they really are.

In my experience, this is where the good intentions of my students, as well as the general public, most commonly go off the rails and lead to support for policies that are faulty, if judged by their consequences. They often do not effectively address the issues that give rise to them; they cause serious negative consequences; and they even make the problem supposedly addressed worse over time. It is these faulty policies and what gives rise to them that are the topic of this book. My intent is not to offer analysis that requires extensive economics training, but rather a discussion of topics that is accessible to any careful reader.

To get a useful intellectual handle on often-dismal policy consequences, it is helpful to start with some of the faulty underlying premises that lead to so many misguided laws and policies.

The reason for starting with premises comes from the structure of logical arguments. In logic, for an argument to be valid means that if the premises are true, the conclusions must follow. That implies that if the premises that routinely underlie public policies were true and the logic applied was valid, policies would be effective. However, if the premises are false, even valid logic (a standard much higher than politics routinely satisfies) offers no assurance that the conclusions drawn are correct or useful.

Either false premises or bad logic can lead to unsupported conclusions. But because the logic behind policy making must be publicly spelled out, it can be judged by anyone who cares to think carefully about it, so that the most effective approach to convincing people that false conclusions are true is to begin from one or more false premises that won’t be recognized or seriously challenged.

In this book, I have organized some important types of faulty premises to help structure our understanding. I focus on three categories that I find useful, even though there are some overlaps between them. First, faulty premises often reflect commonly held or expressed  and hence unquestioned  misunderstandings about markets and government that can make people denigrate voluntary arrangements and overestimate government competence. Second, they often reflect confusion introduced by our language  and those who systematically abuse it  as common usage often mischaracterizes the circumstances and trade-offs people actually face. Third, they often reflect measurement problems that range from reliance on highly inaccurate measures to including things that shouldn’t be measured to measuring the wrong things altogether. These make up the first three sections of the book.

While these chapters deal with the specifics of particular policies, they focus on illustrating false premises that can be generalized to other policies as well. Then, the final section deals with applications that illustrate various combinations of false premises and bad logic over a broad range of policies, including price controls, poverty and redistribution programs, government interventions into labor and agricultural markets, social-welfare programs, such as Social Security and Medicare, domestic regulations and mandates, international protectionism, antitrust policy, and more.

I hope that the discussion and illustrations of the false premises that underlie so much public policy and the faulty policies that result will help enable readers to recognize those mistakes or misrepresentations and resist being fooled by them. Due to the power of even one important false premise to mislead understanding and derail good policy making, recognizing any of them raises a serious red flag about the policy conclusions reached. When there are several false premises, the odds turn heavily against the likelihood of good policy. The likelihood of multiple faulty premises leading to good policy is very low, while the ability to use such tools to misrepresent or deceive increases sharply. And recognizing such faults is an important part of doing what America’s founders urged, when they wrote about the importance of citizens’ paying careful attention to government, particularly to defend their rights from government usurpation, if our experiment in liberty was not to end in its loss.
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II. Markets and Government Misunderstood

THE chapters in the section that follows deal with pervasive misunderstandings about markets and governments. But because there are a great many such misconceptions out there, it is worth highlighting a few of the most important before we begin.

A common misunderstanding is the belief that markets involve Darwinian survival of the fittest, which is almost diametrically opposed to the reality, which is survival of the fittest products and methods of production  a process that benefits everyone involved. In fact, the Darwinian struggle is more applicable to politics than markets, even though the reverse is generally assumed.

Similarly, there is a common belief that markets involve “dog eat dog” competition, rather than cooperation (usually conceived of as directed through government). However, market competition is actually a means of better discovering whom people can best cooperate with, and how, whereas government policies imposed on the unwilling are the opposite of cooperation. They are a means of intentional coercion.

The focus of most people’s views of competitive markets is on competition to consume, which would necessarily come at others’ expense if we were in a world of given goods and services. In contrast, however, true market competition (when people’s rights are protected) is primarily competition to create products people desire more, and to do so at lower cost. This means of acquiring the resources to allow consumption expands the options of others as well, increasing their well-being. It is why market competition is not a zero-sum game, where one party’s gains must come at someone else’s expense. It is a positive-sum game in which each participant gains.

Market competition is also routinely characterized as creating divisiveness and disunity, when, in fact, the need to get mutual acceptance from all parties whose rights are involved reduces and resolves disagreements without violence or the threat of violence. This misunderstanding reflects, in part, the common belief that the problems society must deal with typically involve how to accomplish what we all want, when our specific goals and desires are typically contradictory, requiring a mechanism to harmonize such “mismatched” goals, for which unity is impossible. Markets provide such a mechanism, whereas the artificial “harmony” created by government is the dominance of one group imposed over others who disagree. The belief that centralized government can create unity, when people inherently disagree, is also why federalism  governments that must compete for citizens  rather than centralized government is necessary to reduce the adverse effects of disunity.

People often believe that in market competition, the weak are abused by the strong. However, the property rights that undergird markets’ voluntary arrangements protect the weak from abuse by the strong. In fact, the liberal reforms in the eighteenth and nineteenth centuries involved reducing government power, because that power was used to harm the weak and poor in order to help the politically strong, and markets increased their protection from abuse. Sadly, this same misconception underlies the common belief that government interventions increase social cooperation, when, in fact, most government interventions beyond defending individuals’ rights contract social cooperation.

Another common misconception about markets and government is the view that government decision makers have sufficient information to make better decisions for people than they would make for themselves. Unfortunately, the nature of such centrally planned actions requires that a great deal of valuable information knowable only to those directly involved must be thrown away, along with the wealth creation it would have made possible. In other words, substituting government decisions for individual decisions simply moves choices to those with worse information and worse incentives. This misconception, that governments know better than the targeted individuals, is illustrated whenever the paternalism of parents for their children is used as an analogy for government imposing decisions on adults, which I will show is faulty in several important ways.

One of the more dangerous misunderstandings circulating today is the belief that government and society are essentially interchangeable concepts, which is taken to imply that when government gets more powerful, society becomes more powerful. Unfortunately, as Albert Jay Nock pointed out, more often than not, “the interests of the state and the interests of society  are directly opposed.” Increasing government power decreases the power of individuals in society to make their own arrangements, reducing their power over the results. This misunderstanding of the nature of power is also behind accusations and beliefs that “unregulated” market competition would create anarchy. In fact, it would create a system where only voluntary arrangements could take place, because the inviolability of property rights that underlies market competition regulates away the most important source of abuse  the ability of some to steal from others  that government regulations frequently enable.

Additional confusion begins with the view that intentions, rather than results, are what matter for social cooperation. Innumerable government-policy failures have been excused because the adverse effects were not intended. But they still punish those in society. In contrast, the positive unintended consequences of market interactions for others (i.e., as Adam Smith noted, each of us may only desire to benefit ourselves, but the result of market competition also results in unintended benefits to our trading partners) are condemned because they were not primarily motivated by the intent to benefit others.

A particularly pernicious belief regarding markets is the idea that property rights can routinely be set aside to advance the “public good” or “general welfare.” This is extremely damaging to society, because it is actually the fullest protection of individuals’ rights that makes the highest levels of social cooperation possible. This is also why liberty rules out most current forms of collective action. Further, this misconception is behind the nave trust that government will control itself and not overstep its legitimate authority, although that would be unprecedented in history.

These and other widespread misconceptions about markets and government are offered to increase clarity of understanding, with the hope that a more informed citizenry will be the end result.




1. Not Just Survival; Not Just of the Fittest

OPPONENTS of private-property rights and the market mechanisms they give rise to routinely appeal to emotional reflexes in their condemnation of capitalism. As Murray Rothbard described one of their favorite lines of attack,


  The free-market economy, they charge, is “the rule of the jungle,” where “survival of the fittest” is the law. Libertarians who advocate a free market are therefore called “Social Darwinists” who wish to exterminate the weak for the benefit of the strong.



While such assertions meet the low standards of proof used by those who wish to override market results with ones they will dictate, anything approaching close logical scrutiny reveals them as baseless. To view capitalism as “dog eat dog” social Darwinism, in which only the very fittest survive at everyone else’s expense, is not only erroneous, but in several ways, the exact opposite of the truth.

Markets Make More People Fit

The most obvious error of the “survival of the fittest” view of capitalism is that markets  even ones as hindered by regulation, taxation, etc., as they are now  dramatically expand the number of people who are fit enough to survive. The wealth and technology that capitalism creates  e.g., the medical miracles that now routinely save previously “unfit” people  demonstrate that capitalism’s benefits are not restricted to the fittest.

Capitalism, even when undermined and hampered by government intervention, has no peer when it comes to providing more abundant, and therefore cheaper, goods and services for all. And the less it is hampered, the better it achieves those results, without violating individual liberty. That means that virtually all survive better, making capitalism dramatically anti-Darwinian. Over the past two centuries, roughly six times as many people have been enabled to survive on the earth, with dramatically longer life spans, as well. As Sheldon Richman summarized it, “If under capitalism only the fit survive, it seems to have a knack for making people fit.”

In enriching most those who are most productive, capitalism allows the survival of billions of people who would not otherwise have survived. In fact, capitalism gives everyone  particularly the weakest, whom it is accused of harming  the best chance not just to survive but to thrive. One of many ways this is revealed is the vast increases in leisure that markets have made possible, while real incomes dramatically increased at the same time. This could not result from “dog eat dog” competition.

Private Property Prevents the Law of the Jungle

Private property, the basis of capitalism, prevents rather than enables the law of the jungle that capitalism’s attackers accuse it of. Private property prevents the physical invasion of a person’s life, their liberty, or their property without their consent. By preventing such invasions, private property is an irreplaceable defense against aggression by the strong against the weak. No one is allowed to be a predator by violating others’ rights. Property rights negate the rule of “might makes right,” which prevails in the absence of such rights. In Herbert Spencer’s words, “far from being, as some have alleged, an advocacy of the claims of the strong against the weak, [it] is much more an insistence that the weak shall be guarded against the strong.”

As Ludwig von Mises explained it, private property is the basis for “joint action and cooperation in which each participant sees the other partner’s success as a means for the attainment of his own,” in sharp contrast to a Darwininan struggle in which others are enemies. Even those who would be tyrants, if given the opportunity, must instead focus their efforts on offering what others value, to induce their voluntary cooperation. Free markets channel even the drive for power into service for others.

Unlike predatory animals that must race to beat others to scarce prey, market prices mean people need not race each other to stores to secure highly limited supplies of goods for fear that none will be available. Contrast this peaceful order to the case of price controls, which, by overriding market mechanisms, create just such shortages. In markets, we see order rather than violence.

Murray Rothbard may have stated this best in Man, Economy, and State:


  The free market, in fact, is precisely the diametric opposite of the “jungle” society. The jungle is characterized by the war of all against all. One man gains only at the expense of another, by seizure of the latter’s property. With all on a subsistence level, there is a true struggle for survival, with the stronger force crushing the weaker. In the free market, on the other hand, one man gains only through serving another  It is precisely through the peaceful co-operation of the market that all men gain through the development of the division of labor and capital investment. To apply the principle of the “survival of the fittest” to both the jungle and the market is to ignore the basic question: Fitness for what? The “fit” in the jungle are those most adept at the exercise of brute force. The “fit” on the market are those most adept in the service of society. The jungle is a brutish place where some seize from others and all live at the starvation level; the market is a peaceful and productive place where all serve themselves and others at the same time and live at infinitely higher levels of consumption.

  The free market, therefore, transmutes the jungle’s destructive competition for meager subsistence into a peaceful co-operative competition in the service of one’s self and others. In the jungle, some gain only at the expense of others. On the market, everyone gains. It is the market  the contractual society  that wrests order out of chaos, that subdues nature and eradicates the jungle, that permits the “weak” to live productively  in a regal style compared to the life of the “strong” in the jungle. Furthermore, the market, by raising living standards, permits man the leisure to cultivate the very qualities of civilization that distinguish him from the brutes.



Competition in Production

In the jungle, animals compete for a given quantity of available food. In contrast, in markets, people compete and prosper by increasing the value of goods and services produced by more than they receive in return, especially through new ideas and innovation, which are not part of animal competition. As William Graham Sumner expressed it, markets


  turn the competition of man with man from violence and brute force into an industrial competition under which men vie with one another for the acquisition of material goods by industry, energy, skill, frugality, prudence, temperance, and other industrial virtues.



The more people serve others, the greater their income.

Given the fact of scarcity, individuals can seek to satisfy their desires in one of two ways  they can benefit themselves by harming others or by benefiting others. Unlike any other form of structuring society, markets restrict us to the latter. As Sheldon Richman put it, “the competition that goes on in the marketplace is not, for the most part, competition in consumption, but rather competition in production  we compete to consume by competing to produce.”

And capitalism obviates the need to get some economic planner’s permission to produce. All it takes to acquire the resources to produce in capitalism is to convince sufficient investors that a project benefits others sufficiently, gauged by potential profits; consumers then choose among the offerings put forward.

Capitalism’s competition in production was well summarized by George Reisman, in “Some Fundamental Insights into the Benevolent Nature of Capitalism”:


  Under capitalism, not only is one man’s gain not another man’s loss, insofar as it comes out of an increase in overall, total production  one man’s gain is positively other men’s gain.

  As von Mises has shown, the economic competition that takes place under capitalism is radically different than the biological competition that prevails in the animal kingdom. In fact, its character is diametrically opposite. The animal species are confronted with scarce, nature-given means of subsistence, whose supply they are unable to increase. Man, by virtue of his possession of reason, can increase the supply of everything on which his survival and well-being depend. Thus, instead of the biological competition of animals striving to grab off limited supplies of nature-given necessities, with the strong succeeding and the weak perishing, economic competition under capitalism is a competition in who can increase the supply of things the most, with the outcome being practically everyone surviving longer and better.

  Under capitalism  they compete  by means of offering the best and most economical products their minds can devise. Since such competition is a competition in the positive creation of new and additional wealth, there are no genuine long-run losers as the result of it. There are only winners.

  Productive geniuses are free to succeed in revolutionizing products and methods of production  [others] are able to enjoy  products whose very existence they could probably never have even dreamed of on their own.



Comparative versus Absolute Advantage

Survival-of-the-fittest rhetoric also ignores the essential difference between absolute advantage and comparative advantage. It puts forth the idea that only those who are absolutely the best survive, which is not the reality of market competition. As economists have long known, even when one party is absolutely better at everything than another, they can both gain by specialization in what each is relatively good at, then exchanging via markets. When wages and prices are not prevented from changing, they adjust to the point where each person is able to work where they are fittest (e.g., if I am half as good as you at everything, I still survive in the marketplace because at half of your wage, the cost of producing with me is the same as using you). Where wages and prices are prevented from changing to coordinate people’s plans, dog-eat-dog behavior can result, but that is the result of overriding markets, not the result of allowing them to work.

In Sheldon Richman’s words,


  capitalism is based not on survival of the fittest but rather on advancement of the fittest. After all, in the market the less “fit” don’t perish. They just make less money. That is no small consideration when comparing capitalism with other social arrangements.



When a business venture fails, or a line of work becomes less attractive, owners and employees do not die. They are moved toward different work that consumers value more. At such times, the workers and owners may earn less than they wish, because their services have become less valuable to others. But absent coercion, there is no way to prevent such a possibility, unless all changes by which people think they can benefit cease, and all progress with it. Further, as George Reisman explains, even those who are now paid less are not hurt by capitalistic competition:


  Even in those cases in which an isolated competition results in an individual having to spend the remainder of his life at a lower station than he enjoyed before  even he cannot reasonably claim that competition has harmed him. The most he can reasonably claim is merely that from this point on, the immense gains he derives from competition are less than the still more immense gains he derived from it previously. For competition is what underlies the production and supply of everything he continues to be able to buy and is what is responsible for the purchasing power of every dollar of his. And  it proceeds to raise his real income from the level to which it was set back. Indeed, under capitalism, competition proceeds to raise the standard of living of the average wage earner above that of even the very wealthiest people in the world a few generations earlier.



Misunderstanding the logic of comparative advantage seems to be a major reason why protectionist sentiment is so frequently expressed, even though it would decimate our well-being if applied generally. Those who promote protectionism in areas that benefit them (by taking away others’ options, thus harming them) do not want similar restrictions imposed everywhere. The vast majority of people seem to favor restrictions on those who compete with them, but they do not want similar restrictions hindering market competition among those who sell to them or buy from them, because such restrictions will hurt them.

Unfortunately, in politics, people seldom give markets the credit in the uncountable instances when they “win” as a result, but are quick to blame markets (even when market prices are just conveying the adverse effects of government restrictions) whenever competition keeps them from earning as much as they feel they deserve. So protectionist voices tend to drown out others, leading to counterproductive restrictions on markets.

Competition to Improve Cooperation

Survival-of-the-fittest rhetoric also views competition and cooperation as incompatible alternatives. However, competition in markets is competition to discover whom one can most beneficially cooperate with  information that is unattainable without market competition to reveal it. Market competition, properly understood, is the process of improving social collaboration and the mutual gains it creates, not social warfare.

This confusion seems to arise from a too-narrow focus on competition in describing markets. The result is that the true central feature of markets  coordinating voluntary choices  is often overlooked, even though it is the antithesis of the law of the jungle. Competition arises whenever people are free to make their own choices, because when there are multiple others with whom they may choose to deal, they can advance their well-being by having them compete for the privilege. And when property rights are enforced, that competition rules out force and fraud, which are rampant in the jungle competition that results where property rights are not enforced.

Sheldon Richman puts competition and cooperation in proper perspective:


  For human beings competition is not the negation of cooperation but a form of it. We know this because when competition is forcibly suppressed, cooperation breaks down and something like the real law of the jungle takes its place. Competition is what arises when people are free to choose with whom to cooperate. Thus freedom plus cooperation equals competition. Those who would banish competition would also have to banish free cooperation. All that would be left would be forced cooperation, with the state dictating the terms  compulsion.



Survival of the Fittest Goods and Organizational Forms

Survival-of-the-fittest rhetoric involves the implication that it is unfit individuals who do not survive. That is a mistake. The market requirement to earn positive profits in order to survive weeds out the least-fit goods and services (those that consumers value less than alternative goods and services that could be produced with the same resources) and the least-fit organizational forms (e.g., if organizing production via corporations is more efficient than through partnerships, corporations would capture increasing market shares at the expense of partnerships, and if large-scale factories are more efficient than handcrafts, more would be produced at a large scale).

This form of survival of the fittest is highly beneficial to consumers, greatly improving their well-being, as better and better options are offered to them as a result. In George Reisman’s words, “the only sense in which only the ‘fittest’ survive is that it is the fittest products and fittest methods of production that survive, until replaced by still fitter products and methods of production.”

Thus, the survival of the fittest that actually takes place in markets results in the survival of more and more people, many of whom would have been unfit otherwise. This is why the Darwinian imagery of the survival of the fittest people was emphasized not by capitalism’s proponents, who saw its dramatically un-Darwinian results, but by capitalism’s opponents, who wanted to demonize it, in order to open the door for various versions of state control.

Political Survival of the Fittest

If competition is always to be termed survival of the fittest, then the fact of political competition should be analyzed the same way. But critics of voluntary market arrangements fail to apply those same standards to their “solutions,” because to do so would destroy their arguments.

Government’s only comparative advantage is in the use of coercion, yet coercion is seldom necessary to be more survivable. As Rose Wilder Lane put it, “The need for Government is the need for force; where force is unnecessary, there is no need for government.”

In this regard, one must only ask who is most fit to survive in the environment of arbitrary government power. Those willing to make the most use of coercive power to reward friends and punish enemies tend to rise to the top, as they can plunder more resources, allowing them to bribe or extort to get their desired results  always at someone else’s expense  while those who are the fittest in markets are those most willing and able to serve others. As Sheldon Richman notes,


  The “fittest” are those who best meet the requirements of the system. When society is controlled by the state, those who are skilled at deceit, treachery, and brutality rise, as Friedrich A. Hayek put it, to the top. In a market society, the skills rewarded are creative attentiveness to consumers  entrepreneurship. In each case, the fittest advance and, at least in relative terms, prosper.



The contrast between market and political competition is made clear by Murray Rothbard:


  It is precisely statism that is bringing back the rule of the jungle  bringing back conflict, disharmony, caste struggle, conquest and the war of all against all, and general poverty. In place of the peaceful “struggle” of competition in mutual service, statism substitutes  the death-struggle of Social Darwinist competition for political privilege and for limited subsistence.



Ken Ewert has elaborated on the same point:


  In contrast with economic power, political power is truly something to be feared because of its coercive aspect. The power-seeking individual in government  can actually abuse one group of people but still succeed by gaining the favor of other groups of people. In fact, virtually every state intervention into the economy is for the purpose of benefiting one party at the expense of another  some are exploited by others via the medium of the state. Therefore, if we are concerned about the powerful oppressing the weak, we should focus our attention on the abuse of political power. It, and not the so-called “economic power” of individuals acting within the free market, is the true source of tyranny and oppression. Our concern for the downtrodden should not lead us to denigrate economic freedom but rather to restrain the sphere of civil authority.



Markets reward morality in the form of honesty, keeping commitments, entrepreneurship, and hard work turned to others’ advantage, unlike government, which routinely rewards misrepresentation and abuse to attain and retain office.

Markets also generate the wealth that allows charity to flourish, as what is not produced cannot be redistributed. That contrasts with government-mandated “charity.” The first improves our character, while the second, based in violations of others’ rights, debases it. A system that expands and makes more survivable good character is preferable to one that erodes good character.

Rhetoric that paints market arrangements as a Darwinian “survival of the fittest” has long been used to advantage by those who wish to impose their coercive “improvements” in their place. That misdirection and misrepresentation has only worked because most people have failed to think carefully (perhaps because their position in some part of the government gravy train has undermined their incentive to do so). However, closer inspection reveals just how false such language is.

Markets make more people fit rather than triggering a “dog-eat-dog” fight for survival. Private property prevents the law of the jungle rather than enabling it. In markets, individuals compete to consume by expanding production and wealth for others rather than by consuming at others’ expense. Price adjustments in markets allow even those who are less capable in an absolute sense to survive rather than being weeded out. Market competition improves cooperation rather than supplanting it.

The real survival of the fittest in markets  the fittest goods and services, the fittest productive and organizational forms  greatly benefits consumers rather than harming them. And the alternative  survival of the fittest in the political arena, backed by the power of coercion  creates rather than eliminates the law of the jungle, where the fight for control of government erodes cooperation, morality, and charity.




2. Markets: Competitive and Cooperative, but Not Coercive

WHEN people consider the question of how society should be organized, there is a tendency to portray issues in terms of false alternatives. Such is the case with competition or individualism (i.e., market organization) versus cooperation or community (i.e., organization through government). It is often stated, and even more frequently implied, that we can choose cooperation over competition, when competition in markets is in fact a superior way to achieve social cooperation.

This misconception about cooperation and competition, which becomes a false premise for all sorts of doomed-to-failure proposals to “reform” society, is of long standing. As John Ruskin once put it, “government and cooperation are in all things the laws of life; anarchy and competition the laws of death.”

The presentation of cooperation as superior to competition is attractive on the surface because of the emotions the words elicit. “Competition” triggers images of dog-eat-dog selfishness and conflict, where very disagreeable things might easily occur. “Cooperation” more soothingly suggests communal harmony and benevolence, as well as organization and predictability. As a result, cooperation  “pulling together” for the joint interests of the group  usually wins when it comes to verbal comparisons. In reality, however, a competitive market economy is characterized by more extensive and effective cooperation, because of the form that competition takes, than an economy controlled by the state, which is the means of achieving supposed “cooperation” by way of coercion.

The reason that market competition enhances social cooperation is that it is the process by which we establish who can best cooperate with us. That is why commerce has reduced conflict  especially armed conflict  throughout mankind’s history, with greater beneficial effects the smaller the extent that it has been hamstrung by governments. Markets reward competency; consistent, honest dealing; and good faith, which are also virtues that improve the quality of every aspect of social cooperation.

The competition of a market economy, based on a legal framework reflecting people’s “natural” rights to life, liberty, and property (most notably including “thou shalt not steal,” as John Adams and many others, especially in America’s founding generation, noted long ago), outclasses that in a command economy because it is permeated by voluntary cooperation across the almost uncountable margins where individual choices interact, rather than far-more-limited “cooperation” imposed on some against their will.

Competition exists within firms, as well as throughout the whole supply chain. But competitive markets excel at promoting cooperation, because success in the marketplace requires extensive cooperative skills among many individuals in widely varied activities. Further, the stronger the competition for consumer patronage and in the labor market, the more cooperation develops within organizations. Just as sports teams and orchestras illustrate how fierce competition can produce outstanding cooperation, the employees of firms must cooperate to produce high quality, low cost results, or risk being outperformed by rivals.

Another way to put it is that competition in the marketplace is rivalry in which the best cooperators  who cooperate more effectively with more other people  earn greater rewards.

Each interaction in the vast web of market relationships (what Hayek described as the “extended order” of the marketplace) involves voluntary cooperation, which is the origin of the market’s mutual benefits. No arrangement is imposed by someone else’s decree. Rather, each develops as people follow their self-interest, among participants who often live in vastly disparate places, speak and write in a multitude of languages, and often believe many different, and sometimes mutually inconsistent, things. And the more competition operates at each stage, the better the outcome, because the requirement to get others’ consent forces competition into positive channels, generating beneficial results.

People compete for jobs to cooperate with others to produce goods and services. And the cooperation extends to owners and creditors, suppliers and customers. A worker that cooperates more effectively earns more income. A firm that better cooperates with customers and suppliers raises its market value.

Market competition leads to improved cooperation because all arrangements are voluntary and anyone can offer to cooperate at acceptable, stated terms. The process rewards those most able to meet consumer desires, whoever the consumers may be. Competition overcomes restrictions against those who would willingly offer to cooperate at better terms, opening up improved opportunities for them as well as those who would prefer to deal with them, if given the chance. It does not allow the strong to abuse the weak; rather, it favors those better able to serve others, however weak they may be in politics or other aspects of society, with a special premium for benefiting the masses (which is where really large rewards can be reaped). In that way, competition is the primary uplifting force for the poor, not the means of making them victims of a dog-eat-dog world.

Another part of the confusion about competition and cooperation arises from a misunderstanding about goals.

The imagery of cooperation starts from the presumption that we agree upon goals, where the only issue is how best to achieve them. Unfortunately, when it comes to the specific goals each of us wants to achieve, they differ substantially, and are often at odds. This is usually hidden through aggregation, which camouflages the inherent conflicts (e.g., we can be said to all want food, clothing, and shelter, but we do not want the same kind of food, clothing, and shelter, nor do we want them at the same time or in the same place for the same person). As a result, people generally need to cooperate not to achieve the same goals, as implied by those lauding “cooperation,” but to achieve different, and often conflicting, specific goals.

It is the presentation and imagery of cooperation as involving people united in the pursuit of a single overriding goal that makes competition appear as the opposite of cooperation, because competition involves individuals pursuing various differing private goals.

A free society does involve people coming together to pursue common goals. But such organizations are voluntary  voluntarily joined and pursuing voluntarily chosen ends. No coercion is necessary in the guise of forced cooperation. Further, while groups can organize around certain goals they share, society does not have any similar comprehensive shared set of goals. Society is simply the term we use to describe the group of individuals who comprise it, and none of them are the same. My desires and situation are not exactly the same as yours, so we disagree about most of the particular goals we pursue. But we all gain from finding ways to cooperate, despite those differences.

Organizing whole societies as if they shared a single set of common goals has never failed to be a recipe for disaster. Competition then takes the form of groups with political power trying to impose their goals on others, which is always oppressive to those not in power. Individuals, in all their diversity of situations and preferences, cannot be successfully regimented into lockstep, so that the identification of government impositions as cooperation and competition as lack of cooperation has its logic reversed.

That is why the proper function of government is only the negative one of defending individuals against others’ efforts to restrict their freedom to pursue their own self-chosen goals. Common action should be limited to this, which is virtually the only common, specific end we share (although our language typically camouflages our disagreements on particulars by referring only to broad, general ends); otherwise coercion is necessary. Attributing specific goals to society  which is the entity introduced into the discussion not because that grouping makes sense in discussing goals, but only because it appears to justify that coercion to those who won’t think too carefully about it  when they only characterize individuals, only confuses us and offers an invitation toward what Hayek called The Road to Serfdom.

A further problem with viewing competition and cooperation as alternative ways of organizing society is that in “cooperative” societies, there will be competition to control the supposed cooperation.

No societal organization can eliminate scarcity or self-interest, and thereby none can eliminate competition. In the “cooperative” public sector, however, it takes the form of competition for control of those laws and rules that are to be imposed for their advantages over others  to extract all that is possible from others through the coercive powers of the state. So despite the imagery that all agree, allegedly cooperative benefits in fact go to some at others’ expense, and the competition for that control is just the cooperation of some to win special favors by controlling the government apparatus that will enforce “cooperation” on those who are not otherwise (i.e., not really) willing. And that competition can be unbelievably ugly, as the socialist regimes of the twentieth century proved.

Competition is simply the freedom to offer to cooperate on terms one is willing to accept. An absence of competition means cooperation among the subgroup of those currently with power to benefit themselves at others’ expense. That is why calls for more cooperation are, at heart, calls for more state coercion, to force some to sacrifice for ends they oppose.

But nothing prevents individuals who are sovereign over themselves from voluntarily cooperating whenever all involved expect to benefit. We do it countless times each day, without even noticing it. Competition is not eliminated when those with political power can impose limits on how we are allowed to cooperate with others; it is transformed into a political war to control what we must cooperate in pursuit of, as well as how and for whom. There is nothing harmonious, benevolent, caring, or community-minded about such conflict, which focuses on reducing the options of others.

The terms coined to characterize competition are intentionally misleading, as well as derogatory. Their harsh imagery massively misrepresents competition derived from self-ownership, applied to the fruits of one’s efforts. In competitive markets, workers and firms compete to discover who is best able to cooperate with others, with their rewards calibrated to the extent of that success. To reduce that competition in the name of cooperation would reduce people’s efforts to cooperate with others.

Competition in some form cannot be avoided, no matter how society is organized. In capitalism  voluntary cooperation based on private property (in turn based on the principle of self-ownership)  it creates wealth out of otherwise latent abilities in others, but under “cooperative” decision making, competition for political power destroys wealth and hamstrings society from being a truly cooperative arrangement. The key to the success of competition in capitalism is that it is limited to the voluntary sphere of production, and kept barricaded away from the compulsion of the political arena.

Contrary to those who rhapsodize about cooperation’s superiority to capitalism’s competition, capitalism is the only system that strips force away from all relationships, allowing truly voluntary cooperation to exist. The issue is not one of competition versus cooperation, but channeling people’s competition, inevitably arising from their self-interest, exclusively into forms that lead to mutual cooperation and benefit. Markets do that. But “cooperative” arrangements, enforced by governments, actually ensure the absence of the cooperation their partisans sing the praises of.




3. Wikipedia Shows Why You Should Love Markets

NOT long ago, I came across a celebratory article about Wikipedia by Sue Gardner, executive director of the Wikimedia Foundation. Gardner was helping to mark Wikipedia’s twelfth birthday. It is impressive how ubiquitous and useful Wikipedia has become in such a short time, to the point that virtually everyone takes its availability for granted.

Members of my immediate family, for instance, have undertaken undergraduate and graduate training in mathematics, economics, philosophy, English, art history, theology, counseling, women’s studies, education, and digital editing. All of us agree about Wikipedia’s value. When used sensibly, it’s very helpful, particularly as a place to start the learning process.

After reading Gardner’s article, I went to the Wikipedia article on Wikipedia itself as a sort of test. I found a lengthy piece (which had last been updated just minutes before) in which the author(s) clearly strived for balance. There were twelve major headings, 286 footnotes, and many references for further study. I was impressed to discover that it is the most popular general-reference website on the Internet, with 365 million readers, 24 million articles (over 4.1 million in English) in 285 languages, and growing by about 800 new articles a day.

While almost everyone I know echoes Ms. Gardner’s positive view of Wikipedia, as an economist, I found certain things she wrote particularly important. Her words reminded me that anyone who likes Wikipedia should love markets. She wrote:


  An encyclopedia is one of humankind’s grandest displays of collaborative effort, and Wikipedia takes that collaboration to new levels.

  I don’t know of a comparable effort, a more diverse collection of people coming together, in peace, for a single goal.

  Wikipedia has become an indispensable part of the world’s information infrastructure.



Each of those quotes pulls out something  the degree of collaboration, the extent to which it incorporates diversity, the degree to which it achieves its goal in peace, that it is an indispensable source of information  that reveals why voluntary exchange in markets is mankind’s greatest accomplishment.

Vast Collaboration

Even Wikipedia, with its thousands of contributors, is only a demonstration of the beauty of desired collaboration. Market interactions bring everyone into collaboration, whether they intend to collaborate or not.

In markets, every participant’s preferences and values are incorporated into the results. Everyone who chooses to buy does so voluntarily, reflecting the fact that they place a greater value on what they receive than on what they give up. Everyone who chooses to sell does so voluntarily, reflecting the fact that they, too, place a greater value on what they receive than on what they give up. And those market relationships move goods and services to more highly valued forms, locations, and time periods, as well as to owners who place higher values on them, which are the only changes all self-interested parties mutually agree to. That is a far vaster field of social cooperation than Wikipedia. And everyone who uses the prices that result as information about the trade-offs others are willing to make  that is, everyone  benefits from it.

Because markets reflect the choices  and therefore the preferences, abilities, and circumstances  of their participants, they also reflect the changes that impact them, communicating information by way of relative-price changes. While Wikipedia is far more nimble than other reference sources in incorporating new information, markets incorporate vastly greater amounts of useful new information far more quickly.

In fact, as Friedrich Hayek pointed out in his tin example in “The Use of Knowledge in Society,” markets can incorporate information initially known only to one individual, even if she has no intention of benefiting others by that knowledge, because her self-interested market behavior will be reflected in price changes that communicate the consequences of that information, regardless of her intent.

Further, Wikipedia focuses on presenting facts that can be articulated and whose sources can be traced. But in markets, there is so much more information  including all the details of time and place that can change individual evaluations of goods and services  that it overwhelms our ability to know and process it. Much of the information is transitory and often not clearly articulable to third parties, so markets pass on only the central thing most of us want to know about how they connect to our specializations or consumption choices: How much?

How much will someone else give me for something now, or how much will someone else demand for their products now? Markets economize on information, sparing us all the infinitely complex combinations of who, what, when, where, and how, by communicating via price changes alone.

When one thinks carefully about the beyond-remarkable feats of social coordination markets make possible, it is not hard to understand why Hayek concluded:


  I am convinced that if [the market system] were the result of human design, and if the people guided by the price changes understood that their decisions have significance far beyond their immediate aim, this mechanism would have been acclaimed as one of the greatest triumphs of the human mind.



Add to these marvels the fact that the market’s amazing feats of cooperation are also accomplished in peace. When one’s property rights are well defined and defended, only voluntary arrangements are possible. Or as Leonard Read put it in his most-famous book, only anything that’s peaceful is allowed. Force is imposed only if necessary to stop those who would violate others’ rights.

Indeed, early leaders of the free-trade movement, such as Frdric Bastiat, John Bright, and Richard Cobden, emphasized not just markets’ advantages for society in general and the poor in particular, but for the advancement of peace. In Cobden’s words:


  We advocated Free Trade, not merely on account of the material wealth which it would bring to the community, but for the far loftier motive of securing permanent peace [with] people  brought into mutual dependence by the supply of each others’ wants.



The peaceful nature of market interactions is all the more amazing in view of the fact that unlike Wikipedia, markets do not advance a single goal. They do improve social cooperation, but that cooperation is in service of individuals’ widely disparate, often conflicting, particular goals. For example, we all desire food, clothing, and shelter, but we do not want the same kinds of food, clothing, or shelter, nor do we want them at the same time or in the same place.

Not only are markets a far more “indispensable part of the world’s information infrastructure” than Wikipedia, they function under a greater handicap: our government does not constantly attack and undermine the information Wikipedia provides. In contrast, the information infrastructure provided by markets is widely undermined by government through a panoply of intrusions, including price ceilings and floors, taxes and subsidies, protectionism (tariffs, quotas, and nontariff barriers), and regulations that deter entry and stifle innovation.

Wikipedia is certainly an impressive success story. It’s collaborative, diverse, and peaceful  and people increasingly rely on Wikipedia to acquire information. It is worth celebrating. But it is not humanity’s greatest collaborative effort, nor our greatest source of useful information. Those come from the direct and indirect benefits of the peaceful, voluntary arrangements referred to in shorthand as “market interactions.” Yet while we laud Wikipedia for what it provides, we should also remember that the benefits of voluntary association in the market are under attack on many fronts. Giving markets the kind of respect Wikipedia currently enjoys would be a major step forward for humanity.




4. Voluntaryism

VOLUNTARYISM. Other than to those who have seriously considered the overwhelming case for liberty in human affairs, the word doesn’t have a very catchy ring. As a result, it would not survive vetting by our modern gamut of political focus groups and public relations gurus. Yet that was what Englishman Auberon Herbert used to describe and endorse the only social arrangement that does not deny people’s self-ownership  voluntary cooperation.

Herbert was born in 1838 and died in 1906. As well as being a member of Parliament, he was a writer, editor, and political philosopher. He advocated government “strictly limited to its legitimate duties in defense of self-ownership and individual rights.” Therefore, he said, it must be supported by voluntary contributions.

Unlike many intellectuals, Herbert acted on his avowed beliefs in a manner that made him, as the late Chris Tame put it, “probably the leading English libertarian” in the early twentieth century. His writing, in the words of Benjamin Tucker, the libertarian-anarchist editor of Liberty, was “a searching exposure of the inherent evil of State systems, and a glorious assertion of the inestimable benefits of voluntary action and free competition.” But in addition, he founded the journal Free Life and the Personal Rights and Self-Help Association, was an antiwar leader, and more.

Auberon Herbert rejected the term anarchism for his beliefs because he believed in government empowered solely for the defensive use of force. Instead, he chose the term voluntaryism because it captured a characteristic that is true of “complete liberty in all things,” but not of any alternative social “-ism”: the non-coercive respect for the rights of others.” In his words, “under voluntaryism the state would defend the rights of liberty, never aggress upon them.”

If one accepts that every individual owns himself, which Herbert called “supreme moral rights,” there is only one consistent form of social organization: mutual consent. From that he derived his view of the role of government: “Therefore force may be employed on behalf of these rights, but not in opposition to them.” Any other state-imposed compulsion is illegitimate because it must inherently violate mutual consent, and therefore self-ownership. But such illegitimate compulsion is the core of government as we have long experienced it.

At a time in history when, despite occasional garnishes of boilerplate rhetoric in favor of freedom, the practical philosophy of those in the innumerable tentacles of our governments is that they own as much of each individual as they choose to, Herbert’s moral challenge to the idea that others have “a commission to decide what [their] brother-man shall do or not do” is essential to the defense of the liberty that remains to Americans. And it is equally important to any hope of expanding that liberty.

Herbert started from what he discerned as “the question always waiting for an answer: Do you believe in force and authority, or do you believe in liberty?” Self-ownership led him to the answer that we must “reject compulsion in every form.”

Herbert identified self-ownership as the core of John Locke’s trinity of “life, liberty and estates [property].” Further, he understood that property rights derived from self-ownership were the only solid basis for our mutual pursuit of happiness: “Each man must be left free so to exercise his faculties and so to direct his energies as he may think fit to produce happiness  with one most important limitation. His freedom in this pursuit must not interfere with the exactly corresponding freedom of others.” The sole way to achieve this was through “the fullest recognition of property.” He drew the ominous implication for our era: “Destroy the rights of property, and you will also destroy both the material and the moral foundations of liberty.”

Herbert also showed the logical contradiction between self-ownership and the use of government coercion to pursue happiness: “No man can have rights over another man unless he first have rights over himself. He cannot possess the rights to direct the happiness of another man, unless he possess rights to direct his own happiness: if we grant him the latter right, this is at once fatal to the former.”

Herbert recognized that without defending self-ownership and its inevitable implications, there could be no such thing as true morality. “Force rests on no moral foundations,” he said, because “without freedom of choice  there are no such things as true moral qualities.”

Further, he saw that justice (in its legitimate meaning, applicable “for all,” as opposed to the many variants that apply only to some by denying equal treatment to others) was only possible under self-ownership: “Justice requires that you should not place the burdens of one man on the shoulders of another man.” And the only way to achieve that is to recognize that “if we are self-owners, neither an individual, nor a majority, nor a government, can have rights of ownership in other men.”

Herbert reasoned further that once we accept self-ownership, logic must lead us to also accept that “All these various wholes, without any exception, in which an individual is included  exist for the sake of the individual. They exist to do his service. If they did not minister to his use, if they do not profit him, they would have no plea to exist.” In other words, because it is not true that “numbers  take from some persons all rights over themselves, and vest those rights in others,” no one can be legitimately forced to support any group decision against his will. Despite this fact, “Far the larger amount of intolerance that exists in the world is the result of our own political arrangements, by which we compel ourselves to struggle, man against man.”

Auberon Herbert thought deeply about self-ownership. He recognized and was repulsed by “the odiousness of compelling men to act against their own wishes,” not only from pragmatic considerations, but especially from a moral standpoint. He even put his beliefs in verse, as in the chorus to his poem, Libertas in Excelsis:


  Each man shall be free, whoever he be,

  And none shall say to him nay!

  There is only one rule for the wise and the fool 

  To follow his own heart’s way.

  For the heart of the free, whoever he be,

  May be stirred to a better thing;

  But the heart of the slave lies chill in its grave,

  And knows not the coming of spring.



In our era, where myriad government bodies tax and regulate away individuals’ self-ownership far beyond that when Herbert wrote, we need to hear and act on his compelling case for liberty, with its voluntary arrangements, as the organizing principle of society. As he recognized, the alternative involves the widespread abuse of people’s rights and is ultimately futile: “All the methods of restriction  are wrong and will only end in disappointment.”

When Auberon Herbert chose “voluntaryism” to express his political philosophy, logically derived from the principle of self-ownership, he did not pick a term that modern spin doctors would have chosen. But it is hard to imagine a more promising future than that which it envisions, especially in contrast to the direction society seems to be headed today:


  Voluntaryism  denies that any good or lasting work can be built upon the compulsion of others  It invites all men to abandon the barren problems of force, and to give themselves up to the happy problems of liberty and friendly co-operation; to join in thinking out  while first and foremost we give to the individual those full rights over himself and over whatever is his  how we can do all these things, without at any point touching with the least of our fingers the hateful instrument of an aggressive and unjustifiable compulsion.






5. Social Cooperation: Expanding or Contracting?

THERE is a bias to overemphasize short-run, visible benefits in politics, often to the exclusion of what Frdric Bastiat termed the unseen effects on others and in the long run, because a politician’s primary success requirement is to get elected long before all the consequences of their policies become obvious.

That was Henry Hazlitt’s central theme in Economics in One Lesson:


  We are already suffering the long-run consequences of the policies of the remote or recent past. Today is already the tomorrow which the bad economist yesterday urged us to ignore. The long-run consequences of some economic policies may become evident in a few months. Others may not become evident for several years. Still others may not become evident for decades. But in every case those long-run consequences are contained in the policy as surely as the hen was in the egg, the flower in the seed. From this aspect, therefore, the whole of economics can be reduced to a single lesson, and that lesson can be reduced to a single sentence. The art of economics consists in looking not merely at the immediate but at the longer effects of any act or policy; it consists in tracing the consequences of that policy not merely for one group but for all groups.



One of the most essential aspects of these biases is government reliance on coercion, because the use of coercion is government’s only comparative advantage, and coercion is an inherently short-run strategy, with seriously harmful consequences that are even worse in the long run than in the short run. The reason is that the results of voluntary cooperation improve over time, while coercion’s results deteriorate.

The expansion of cooperation over time, as long as it is voluntary, is illustrated by a phrase, “Supply curves and demand curves are more elastic in the long run than in the short run,” some form of which is taught in virtually every principles-of-economics course. That phrase reminds students that the longer the time period sellers have to respond to an increase in demand by buyers, the more their improved incentives will lead them to discover new and better ways of accommodating them with additional output; similarly, the longer the time period buyers have to respond to an increase in supply by sellers, the more their improved incentives will lead them to discover added valuable uses for those goods or services.

Essentially, this summarized the fact that when you give me better incentives to voluntarily cooperate with you in the marketplace, I will discover and implement more effective ways to do so over time, expanding the degree of our cooperation. I will search for better ways to cooperate, whether I am the demander and you are the supplier or vice versa.

On the other hand, if you coerce me, you are making me do something that is against my self-interest  except for the threatened penalties to enforce the imposition. My underlying incentives are worsened. As a result, over time, I will find more ways to respond to those worsened incentives, just as for improved incentives. I will employ my skills and efforts to evade the burdens imposed by coercion, rather than to better satisfy the desires expressed through voluntary offers. Social cooperation will contract. This is why Friedrich Hayek stressed “the fundamental principle that in the ordering of our affairs we should make as much use as possible of the spontaneous forces of society, and resort as little as possible to coercion,” in The Road to Serfdom.

The deterioration in social cooperation due to coercion is illustrated with innumerable price ceilings (such as rent control) and price floors (such as the minimum wage). Over time, people find an increasing number of ways to do less of what they are being forced to do against their interests, and the search for ways to reduce the harm imposed by the coercion undermines cooperation. As Hayek noted, “Any attempt to control prices or quantities of particular commodities deprives competition of its power of bringing about effective co-ordination of individual efforts.”

When the government holds the price of rental dwellings below what others would be willing to pay for them by law, with rent control, they reduce the incentives of landlords to supply such dwellings. Over time, landlords find ways to withdraw from the market (via condo conversions, deterioration, etc.), reducing the supply of rental housing  i.e., they will reduce their degree of cooperation with renters progressively over time (an ironic solution to the problem usually cited to justify rent controls  that housing is too expensive because there is too little of it available).

The same story plays out in other areas of coercion. When government taxes people more heavily on income earned by benefiting those who voluntarily dealt with them, over time they earn less  i.e., do less to benefit others  and spend more effort looking for ways to hide or shelter their income from taxation instead. When government forces people to provide free habitat to any endangered species that might choose to inhabit their property, they progressively find ways to make their property unattractive to them (sometimes even killing them secretly to avoid the massive property “tax” that would otherwise be imposed on them).

When government makes employers provide “free” benefits to workers, they progressively reduce other parts of their compensation bundle that workers have revealed they value more (by accepting them in preference to the mandated benefits, when given the choice) to “pay” for them, or they find ways to make do with fewer workers.

Further, because coercion in any of these forms triggers entrepreneurial attempts at evasion, more and more resources have to be devoted to enforcing edicts, which both takes resources away from productive uses and violates principles of justice that are upheld only when arrangements are voluntary.

Since there are very few areas where coercion is necessary to achieve social cooperation, there are very few areas where government advances such cooperation; its intervention elsewhere necessarily undermines it, and violates justice (particularly “Thou shall not steal”) at the same time.

That is why Ludwig von Mises’s observation that “those who ask for more and more government interference are asking ultimately for more compulsion and less freedom” is not just important, but an ominous portent for the direction America is now taking. Not only does each expansion of government power shrink freedom and further constrain the realm of otherwise expanding, voluntary cooperation, its effects worsen progressively over time.




6. Is Government Intelligently Designed?

IN 2005, a federal trial over a Pennsylvania school that required bringing up the question of “intelligent design” (are there aspects of life not explained by evolution that might best be explained by the existence of an intelligent “designer”?) brought the issue once again to America’s front pages.

The core of the argument against intelligent design is that it deserves no credibility because it is neither proven nor provable. However, that argument has an important social parallel. Is it provable that the government, whose only superiority is in the use of coercion, advances Americans’ “general welfare” by its intrusion in every area of life? If not, should we believe in relying on it to make ever more of our choices for us?

Can we prove that there is sufficient evidence of intelligent government design? Can we conclude that government policies and programs work so well, with each intricate part fitting together so seamlessly that we should credit their designers with sufficient intelligence to trust still more decisions to them? And if not, why do we believe in demanding that government “do something” for every problem, old or new, real or imaginary?

Why would we think that moving decisions to government will result in more-intelligent arrangements? There is no way a government planner or plan can replicate the market system’s integration and productive use of the vastly different and overlapping knowledge of each of its participants, coordinated without central planners.

Moving decisions to government throws away a great deal of valuable, detailed information millions of individuals know, giving choices to those far less intelligent about essential issues than those betting real money on being correct.

This is illustrated by how ineffective government policies involving even simple issues have been. The apparently simple logic of mandates such as the 55-mph speed limit and innumerable safety and other requirements has been undone by the law of unintended (and more importantly, unanticipated) consequences, often to the point of having effects opposite to those intended.

The government’s questionable expertise is reinforced by innumerable regulatory hearings. After boilerplate expressions of thanks for the government’s efforts to help, those who actually know how things work explain that proposals won’t work as planned because they have left multiple crucial issues out of their considerations.

The number of demonstrated government “successes” not really the result of involuntary “contributions” coerced from others offers no more support to intelligent government design. Through markets, people can make use of the highly varied, dispersed information each has, without needing to precisely explain “who, what, when, where, why, and how.”

All it takes is revealing their preferences by what they offer to buy or sell in their varying circumstances. In contrast, for government decision making, all the knowledge must first be centralized. A great deal of valuable intelligence (i.e., sources of wealth creation) is unavoidably lost in the process, resulting in governments telling others what to do on the basis of unavoidably inadequate, and not infrequently incorrect, information.

And that fatal error is not rectified by the electoral process, because voters also know little about the relevant issues, much less the details necessary to implement improvements.

If you were using your own money, you would not give up important decisions to designers with a short track record of success and a long one of failure. You would not consider them intelligent enough in the relevant ways to decide for you. But saying we need to have the government do more, as is so common now, especially in times of crisis, on no better evidence, makes no more sense.

Intelligent government design is not proven. We should not believe it purely on faith. And we should surely not teach such unproven ideas in our schools without far better evidence than has been offered for it.




7. Inexcusable Unintended Consequences

RECENTLY, my wife started a major “some assembly required” project at our home. At a stage when the question was becoming whether to finish or take things apart again and return them, the chance to do something she very much wanted to do came up. So she left the rest to me, but apologized that she didn’t mean to dump that extra work on me. That is, the adverse consequences for me were just an unintended byproduct of her choice.

After magnanimously accepting my wife’s apology, my next thought was that while her imposition on me was unintended, it was not unpredictable. It was a completely predictable consequence of her choice. That the intent she had in mind did not include imposing costs on me left unchanged the fact that it did so.

That recognition, in turn, got me started asking questions about the law of unintended consequences when it comes to government policy, my favorite version of which is “every government ‘solution’ has unintended adverse consequences, and that fact always comes as a surprise.”

Does the fact that the adverse consequences of a policy are unintended excuse them?

In other words, under what circumstances is “I didn’t mean it” a sufficient excuse or apology, with no further actions required?

In personal relationships, intent looms very large because that is the core of such relationships. Did I intend to insult you or embarrass you? Did I sacrifice your interests to mine? These questions can have substantial implications about “us.” In that case, saying “I didn’t mean it” seems to be necessary to make things right. But even then, it may be far from sufficient. It might still need further “making up for,” regardless of intent.

In contrast, politicians campaign on promises to “do the right thing,” rather than just to intend the right thing, and the consequences of their incomplete consideration of effects can be costly for millions of the people they claim to represent. As a result, the relevant standards would seem to be substantially higher. Since it is their central job to do things right, “I didn’t mean it” is an even-less-sufficient excuse for unintended adverse effects.

There is also the issue of whether an apology is even offered. While apologizing is a central part of restoring interpersonal relationships, it is far from the typical response of politicians to the unintended effects of their policies. Instead, our “public servants” prefer to point fingers at others for causing the damaging fallout as the best way to keep others from noticing that those problems actually trace back to their own policies (e.g., the financial meltdown). They often go even further, holding hearings to better smear and embarrass others publicly (or to threaten such abuse to silence their critics) rather than admitting any responsibility.

What if the unintended effects are completely predictable?

What if the adverse consequences of a choice are necessarily implied by that choice? This is the usual consequence of scarcity, because it implies that a government  with no resources it does not confiscate from others  can only benefit one party at another’s expense. This consequence is heightened by the fact that such redistributions worsen the productive incentives of both the involuntary giver (who has lost some of his rights to his own efforts) and the recipient (whose benefits give him less incentive to benefit himself by benefiting others through voluntary arrangements and reward him for seeking special treatment from government instead). It would seem that, when such adverse consequences for others are necessarily implied, lack of specific intent to cause the harm is irrelevant and meaningless as an excuse.

Alternatively, what if any of several effects, all adverse, might be implied as an unintended effect of that policy, but none are necessarily implied? This is a very common case, because increased government spending must be financed by some combination of taxes, borrowing, inflation, and default. Politicians can deflect criticism that added spending will require taxes, because it need not, and similarly for any other specific adverse effect, because other means with somewhat different adverse effects could be used instead. However, such evasions, hidden in the vagueness that is another hallmark of government policy proposals, do not change the fact that one or more of them  and their predictable adverse consequences  must be imposed on others.

What if the supposed unintended effect is actually an intended consequence (or even the primary one)?

This question of “ascertaining the actual purposes of a given action” is important, according to Robert K. Merton, in his famous “The Unanticipated Consequences of Purposive Social Action,” because of the difficulty in “discriminating between rationalization and truth.” This problem is important in virtually all “social welfare” programs. For example, Social Security and Medicare are advocated to help the elderly. But one of their supposedly unintended consequences is to make the elderly (and those who are not yet elderly but are forced to pick up much of the tab) more dependent on government. But for politicians seeking power, the increased dependence on government through these and other programs may well be the primary intended consequence, rather than an unintended one. When you consider the reductions in economic growth such programs cause, which harms all future Americans, this interpretation seems far more likely.

What if the intended effects of a policy are not actually accomplished, but the adverse unintended effects do occur?

One of the greatest problems with government policy is that the intended effects are not actually achieved. For instance, agricultural price supports, intended to benefit farmers, instead benefited current owners of agricultural land whose prices rose to capitalize the value of the expected subsidies, yet consumers were still faced with higher prices for food as a result (and similarly for subsidies for homeownership). When the intended effects are not accomplished, how can the adverse effects that accompany the failed effort be justified?

What if a “public servant” chooses intentional ignorance so as not to see predictable adverse consequences?

When unintended effects arise, it can sometimes be the result of simple misunderstanding. In that case, we tend to be lenient in imputing culpability. However, in many cases, that possibility is inconsistent with anything approaching due diligence. When the relevant analytical tools and empirical consequences have long been known, as is often the case (e.g., the effects of rent control or the minimum wage), only willful ignorance, which Merton termed “a determined refusal  to consider certain elements of the problem,” can explain why predictable effects remain unanticipated. But such sought-out ignorance cannot be excused as misunderstanding.

Our “public servants” explicitly seek the delegated task of advancing the general welfare (which cannot justify benefiting one at another’s expense). However, those who legislate or regulate from a position of ignorance cannot follow the Hippocratic oath to “first do no harm”  a constraint that is necessary to defend the general welfare. And when those in government move boldly forward anyway, with claims to know real solutions, the harm they cause in their self-delusion is even less defensible.

The law of unintended consequences is ubiquitous. It is the result of a complicated, changing, and interdependent world that exceeds our ability to completely understand it, much less control it. One consequence is that, as any parent knows, it is hard to do good on purpose (because of the potential for negative effects on children’s incentives or ethics from our “help”). Still, parents work hard to actually do the best they can for their children, despite life’s inherent limitations. Often, therefore, unintended adverse consequences of their choices are excusable. But the unintended consequences imposed by public policy makers cannot be so easily excused.

Politicians promise to “do the right thing,” which necessarily includes a commitment to honest, good-faith efforts to understand what is entailed. Their mistakes can heavily burden millions of people they claim to represent. Yet in most cases, the unintended harms they impose are highly predictable. Where they are not, it is often only the vagueness of their own proposals that prevents that recognition. They often overlook adverse effects by choosing intentional ignorance. Based on that ignorance, they claim to provide solutions anyway, and boldly move forward with policies that demonstrate the difference between their rhetoric and reality. Rather than admitting responsibility and apologizing, they not only misdirect blame to others but also use their control of the political apparatus to smear and publicly humiliate scapegoats. Policies also often fail to achieve their alleged intended effects, but succeed in imposing adverse unintended effects.

To make things even worse, the unintended adverse consequences of government “solutions” undermine the premier example of unintended positive consequences in society  the “invisible hand” of market mechanisms that arise from self-ownership and lack of coercion. The fact that people’s dealings must be voluntary means that, in what Adam Smith called a commercial society, our self-interests are primarily advanced indirectly by using our resources in ways that benefit others (in exchange for compensation). Advancing our interests then advances the public’s interest (i.e., “the general welfare”), even if that effect is unintended. Government coercion removes the protection that voluntary arrangements provide, destroying their unintended positive consequences at the same time that it imposes unintended negative consequences.




8. What Information Overload Teaches Us

AMERICANS are bombarded with so much information that it is hard not to realize how little we know about all that is going on in the world. This awareness is valuable, because it means we can avoid some major mistakes, triggered by the presumption that we know what is necessary to make certain choices, when we do not.

However, it also leads to a common mistake  assuming that turning decisions over to political processes and government decision makers moves them from the hands of the uninformed to those of experts.

In fact, placing decisions in government hands does the opposite. It moves choices from the relevant experts, with incentives to act on that expertise, to those far less informed, with far less incentive and ability to take real expertise into account.

The fact that each of us knows there are vast areas beyond his knowledge makes it easy to understand why so many want to turn decisions over to those more expert. It is the next step  that giving them to politicians and government bureaucrats does the trick  where the difficulty lies. It arises because those aware of their own lack of knowledge in particular areas forget that they aren’t the ones who, in market systems, make the choices that are crucially dependent on that knowledge.

Markets do not put power to decide in the hands of the uninformed public, but in the hands of the relevant experts, even when only a handful of people are experts. As Friedrich Hayek emphasized over half a century ago in “The Use of Knowledge in Society,” markets are mechanisms that make use of the vastly different and overlapping knowledge of all participants, each “expert” in a different array of circumstances of time and place, even when the vast majority knows nothing at all about them. Specialization coordinated by markets is, in fact, the primary source of advancing civilization.

A useful illustration is the fact that only a handful of people on earth really understand the details of what your particular job in your particular industry and situation involves. But that doesn’t mean that markets  people interacting voluntarily  can’t get that job done. You do it, because you are more productive in your command of the relevant information than others, i.e., because you are more expert in it than others. That is how markets, which identify and reward those better at accomplishing what others desire, move decisions into the hands of the experts in the relevant information.

In contrast, the questionable expertise of government decision makers is illustrated by innumerable regulatory hearings into industries and their practices. They become parades of people who express appreciation for the government’s solicitude on their behalf, but who then argue that the ideas proposed won’t work as planned because they fail to take account of a variety of vitally important issues. The paucity of legislative or regulatory “successes” that have arisen from this process underscores their claims.

This problem goes beyond just knowledge of facts. It extends to insights that come only from intimate familiarity with them, allowing connections unseen by others to be recognized and used for productive purposes. But government overseers do not have that level of understanding. What insight they have is knowledge rented from others (usually with self-interested stakes in the outcome) who may have some general or statistical expertise, but who know far less about essential aspects than those in the industry who are betting owners’ money on being right. Their information is both biased and more limited. And the information politicians exclude in making their decisions (as well as the irrelevant outside political considerations they do take into account) eliminates the wealth it can create.

Further, when politics is to determine results via its experts, one must know in advance who the experts are. That is a daunting problem, given how often alleged experts disagree. Markets, on the other hand, let people reveal who has the relevant expertise, through superior performance, without people having to know in advance who the expert will be.

Competition reveals expertise by who turns out to be right, measured by others’ choices with their own money. Political competition, in contrast, reveals expertise in getting reelected by a majority who know little about the issues and whose votes cost them nothing, because they won’t change the outcome. And while the advantages of incumbency in politics are often so great as to preclude effective competition from those with other ideas, markets are always open to anyone who wants to offer an alternative to the status quo. No “market power” can continue to prevail against customer-preferred options, once they are discovered, as illustrated by the long list of supposedly dominant firms that are no more, but that is not nearly as true of those with political power.

Information also must be brought together in one person or body when centralized decision making is used, as in politics, but market coordination does not require such centralization  people can interact using the unique and dispersed bits of information they have, without having to articulate the precise reason why something should or should not be done  they just reveal the crucial information (e.g., how much something is worth to them in their current situation) without providing all the reasons we generally don’t care to know anyway.

As Thomas Sowell, in Basic Economics, described the essential distinction, producers in markets get instructions from their customers’ decisions, funneling the relevant information but not the unnecessary details to those with an incentive to act on it; governments and bureaucrats, who do not have all that information, dictate to others from their necessarily inadequate information.

The general expertise policy makers or their advisors may have does not compensate for their lack of knowledge of the details, where the devil and the crucial incentive issues typically lurk. And they are, in turn, selected by those almost entirely ignorant of the relevant issues, instead of by those whose preferences and incentives determine them, as in markets.

Knowledge is the source of wealth. It is why we are so much richer than in the past, despite a virtually identical endowment of atoms as centuries ago  we know more about how to rearrange them to make them more valuable with regard to form, location, and ownership. Any social mechanism that throws away information that allows us to increase that wealth, such as turning issues over to political or government determination, with what Hayek called its pretense of knowledge, makes us poorer.

In a world of unavoidable scarcity, you would not choose to turn over decisions in what you are expert in to those less expert. Does it make any more sense to do that with the vast array of expertise held by different individuals throughout the economy? Not when, as Hayek also

observed:


  The more men know, the smaller the share of knowledge becomes that any one mind [the planner’s mind included] can absorb. The more civilized we become, the more relatively ignorant must each individual be of the facts on which the working of civilization depends.






9. The Faulty Analogy to Paternalism

MUCH of what we “know” is by analogy to something else. That is why so much of what is said and written is couched in those terms. But that is also dangerous, because any analogy, however helpful, is misleading if pushed too far or used in the wrong context. As a result, analogies can be abused to mislead as well as inform. And abuse often predominates in public discourse, where sound bites can pass for serious thought.

One such major political abuse is justifying (or criticizing) government policies on the basis of their supposed “paternalism.” There are crucial differences between parental decision making “for your own good” as a child and government policies “for your own good” as an adult. The analogy just doesn’t hold up.

Does the government care as much for you as your parents? Documented examples are hard to find. But if not, the likelihood that “paternalistic” policies are really intended to benefit you are substantially smaller.

That explains why, so often, paternalism has provided cover for special-interest legislation (e.g., “unfair competition” laws so vague they make it open season for costly lawsuits about anything and “consumer protection” regulations that are really barriers to exclude potential competitors). Further, for government policies to be justified in this regard would require that people care more about American children as a whole when voting than they do about their own children when they raise them.

Does the government know as much about you as your parents? There may be some situations where the government “knows better” for us than we do. But if so, the solution is to provide people the information, then let them decide for themselves, not to coerce them against their will.

Further, how often does the government know all the important details of individual character and circumstance that are important to solving problems as well as those directly involved? “One size fits all” government programs make it all but impossible to make productive use of such knowledge.

Government programs tend to be highly bureaucratic and inflexible (and all but impossible to end, even when any usefulness is long past), while parents can learn from experience and tailor choices to changing circumstances. Moreover, if the government knows so much, why does it create so many programs that operate at cross purposes (such as crop price supports, which reduce food affordability, and food stamps, intended to make food more affordable for the poor)?

Does the government use its own resources? Parents use their own resources in childrearing  resources earned through voluntary, mutually beneficial market arrangements with others. But government, with no resources of its own, takes them involuntarily from others. In the process, those people are harmed, left with fewer resources to address the issues they find most important (far fewer, with the average American family spending more on government than food, shelter, and clothing combined).

Does the government seek to build character or develop appropriate behavior as much as parents? Rather than teaching lessons to prepare people for making responsible and sensible choices for themselves, the government more often subsidizes the results of poor choices, making them more common.

And as more poor choices are made, they, in turn, become excuses to further reduce people’s liberties to protect them from themselves (e.g., mandating motorcycle helmets because accident victims might impose healthcare costs on others, but which do so only because the government has already socialized most of those costs).

Justifying government policies on the basis of paternalism is just one of many analogies used to mislead people about their true nature and effects. Politicians and bureaucrats do not care as much or know as much about those affected as parents; they aren’t as concerned with training people to make better decisions for themselves; and they take the resources from others against their will, which parents cannot. And the inevitable distortions and mistakes government policies create are then used as excuses for further government encroachment on our shrinking freedoms. That is far from a recipe for truly useful policy.

Given that many Americans are now taxed more heavily than medieval serfs, serfdom might be a much better analogy for paternalism’s effects (as Friedrich Hayek suggested long ago in The Road to Serfdom). Of course, we don’t hear that from those who seek to “sell” such policies to the public. But recognizing the parallels to serfdom can provide a useful antidote to the paternalism analogies now used to rationalize government programs. As Thomas Jefferson said, “If we can prevent the government from wasting the labors of the people under the pretense of taking care of them, they must become happy.”




10. You Didn’t Build That

PRESIDENT Obama’s “you didn’t build that” statement to successful business owners not long ago has created a serious backlash. In rebuttal, his defenders point to his more complete statement for “clarification”:


  If you were successful, somebody along the line gave you some help. There was a great teacher somewhere in your life. Somebody helped to create this unbelievable American system that we have that allowed you to thrive. Somebody invested in roads and bridges. If you’ve got a business, you didn’t build that. Somebody else made that happen. The Internet didn’t get invented on its own. Government research created the Internet so that all the companies could make money off the Internet.



Their defense is that what President Obama said somebody else made happen was not their success, but the teachers, roads, bridges, etc., provided by government, which “gave you some help.” However, that broader statement is still both confused and ominous for America.

Most ominous is President Obama’s mistaken equation of society and government. Starting from the correct premise that one’s society plays a role in successes, he incorrectly concludes that the successful therefore owe more taxes to government. However, society and government are very different, and in many ways, “the interests of the state and the interests of society  are directly opposed,” as Albert Jay Nock wrote.

Or as Thomas Paine put it, “Society in every state is a blessing, but Government, even in its best state, is but a necessary evil.”

First of all, only a very small part of what government does can be justified as making our voluntary social arrangements work better, advancing the general welfare. But that can only justify very low and commonly borne taxes, not high and taxes highly disproportionately borne by a small minority who already pay the lion’s share of taxes, while exempting almost a majority of citizens from bearing any burdens for what they also benefit from.

Government has also coercively displaced voluntary market arrangements in so many areas that many cannot even conceive of government not doing things that were done by others before. Teachers are one example. Some share of many successes belongs to teachers. But it is those “special” teachers that deserve our gratitude, not the government that has commandeered the education system from parents’ control into its control. That gratitude does not require that we must be made to give teachers more money later, as they taught voluntarily for the compensation they agreed to. And we do not owe government more just because they took over a function that does not require their intervention, particularly since it hamstrings more than it advances the quality of education.

Government, with its massive inefficiencies, also vastly overcharges citizens for their services, as demonstrated in study after study. Roads and bridges are prime examples, due to pork-barrel earmarks, prevailing-wage rules, union restrictions, project labor agreements, environmental extortion, buy-local restrictions, and more. Such inefficiency cannot justify making “successful” people pay more to make up for overcharging us for what we could do more cheaply and voluntarily, if government would only allow us the freedom to do so. If anything, it instead justifies a rebate to compensate for government “price gouging.”

Much of government spending supposedly requiring higher taxes is also to inhibit rather than enhance voluntary social arrangements. Many of the metastasizing alphabet soup of regulatory agencies, such as the EPA, fit this mold, as do price controls (for example, minimum-wage laws), many labor and zoning laws, occupational-licensing requirements, ad infinitum. Such restrictions cannot even be justified as advancing Americans’ general welfare, much less as demonstrating a need for some to pay more to create ever more roadblocks.

Taxes (the burdens of which are continually ignored by the president) also create roadblocks to voluntary arrangements. Every dollar the government takes, it takes from others. But in patting itself on the back for the few things it does tolerably well, it ignores the wonders individuals could have worked with the resources taken away to fund all that the government does. In addition, taxation distorts people’s incentives, which imposes further costs on society. Just as, say, a regulatory burden of 30 percent eliminates some voluntary arrangements that would otherwise have created wealth for the parties involved, so does a 30 percent marginal tax rate. The gains crowded out dramatically raise the cost of government, increasingly so as it grows larger, demanding a far higher standard for the government to meet than whatever the current administration decides is good for us.

Most of our “unbelievable American system,” which the president views as provided by government and expanding along with government, is in fact due to centuries of voluntary arrangements with one another. But those arrangements weren’t due to government. It was the opposite. The previously unimaginable success of America was made possible because we more stringently limited government than ever before (for example, the Constitution’s creation of the world’s largest internal free-trade zone and the Bill of Rights’s “thou shalt not” limits on what the federal government is allowed to do).

The president is right that we have inherited an “unbelievable American system,” but he totally misunderstands what its basis is. It is not government, particularly all that the government chooses to do today. It is the social coordination and wealth made possible by keeping most things off limits from government meddling and extortion. And that incomparable social inheritance from reining in government that Americans enjoy cannot justify undermining that success for us and our future by expanding government further, which is the non sequitur conclusion the president reaches.

President Obama’s “you didn’t make that happen” comment has been twisted by some. However, without any such twisting, his words reflect both a misunderstanding of and a threat to what has made America great. He has forgotten what Albert Jay Nock observed long ago:


  It is a curious anomaly. State power has an unbroken record of inability to do anything efficiently, economically, disinterestedly or honestly; yet when the slightest dissatisfaction arises over any exercise of social power, the aid of the agent least qualified to give aid is immediately called for.



Given the growth in the power and reach of the federal government, President Obama needs to learn that expansion of the state is not an expansion of social (voluntary) power, but a contraction of it. His remarks make that result unlikely.




11. Compromise, Principles, and Politics

“PUBLIC servants” laud compromise as a principled and sensible political course. They call it statesmanship or bipartisanship, and portray it as the path to unity, while roundly criticizing those unwilling to compromise in the desired way. This appeal often strikes a chord with the public. (Leave aside that compromise is usually sought by legislative near majorities that intend for others to move toward them, rather than the other way around.)

Political reality reveals that the unity argument is a sham. The diametrically opposed things people want government to do guarantee disunity. America cannot be unified about government powers that some consider essential but others reject as unjustifiable. Unity in defense of freedom cannot be achieved when some intend to violate others’ rights to get what they want. How can those who wish to pick pockets and those who are to have their pockets picked unite? As long as government is involved in income distribution, real unity is beyond reach. There is only the question of whose preferences will dominate.

Further, politicians’ self-congratulatory compromise rhetoric glosses over important distinctions. In particular, there are huge differences between market compromises  flexible, voluntary compromises by all whose rights are affected  and political compromises  typically arrangements in which just over half the participants compromise on an agreement to coerce others.

There are few better illustrations of the distinction between market compromises and political compromises than the legislation governments impose on economic arrangements.

The free market (as opposed to the current mixed economy) is nothing but a name for voluntary, peaceful compromise. For example, in a market negotiation, I may offer you five dollars for an item and you may ask for ten dollars. The resulting price we agree on will typically be something in between  a compromise, but unlike political compromises, one without coercion. It is practical. It disturbs no one’s harmony or peace. And as any of innumerable circumstances change, that price can change in response, again without coercion. No less important, everyone whose rights are involved, but no one else, must come to mutual agreement.

Unfortunately, the nature of market compromise can be easily misunderstood, especially when misunderstanding is continually promoted by demagogues. During negotiations, when a higher price benefits the seller more and a buyer less, and a lower price benefits the buyer more and the seller less, it is easy to lose sight of the mutual benefit that drove buyer and seller together in the first place. The apparent win-lose imagery of the negotiation process can obscure the win-win reality of agreed exchanges.

As a result, whenever the market price rises against buyers’ wishes (especially when they have become used to a price, so that they feel they have a right to it and anything higher is “unfair”), they may believe they are being ripped off rather than part of a compromise. Sellers can feel the same way when the market price falls. That can lead them to ignore the fact that they still gain, because their focus is instead drawn to their portion of the joint gains. They can overlook the unique ability of markets to maintain voluntary arrangements even as myriad conditions change. It’s a short step to demanding that government do something, such as impose maximum or minimum prices.

Because market prices are compromises between those who would like to pay less and those who would like to sell for more, price controls and other economic restrictions are bans on such compromises that people would otherwise willingly make with each other. In restricting such compromises, governments reduce people’s options and gains from trade. That harm is not mitigated at all by calling a price control a political compromise.

Market interventions such as price controls remind us that the essence of government is coercion, because it alone can force supposed compromises on those who didn’t agree to them. But coercion  “Do it my way, or else”  is the opposite of compromise; it is tyranny, regardless of how many parties compromised before proceeding to plunder others.

Property rights, which form the basis for market exchange, are no better understood by those who shill for political compromise. Property rights reflect an absolutely crucial compromise, yet allow us to avoid what can be an extremely costly process of reaching compromise when it is unnecessary.

Respect for property rights arises because I could gain by taking your property, forcing you to invest money and effort to defend it, and vice versa. If we could honor one another’s property rights, the risk from predation would be lowered, benefiting both of us and setting the stage for further mutually beneficial voluntary market arrangements.

This view was clearly expressed by John Locke, who wrote that “the preservation of property [is] the reason for which men enter into society.” That central purpose of government was widely echoed by America’s founders. For example, John Adams wrote that “The moment the idea is admitted into society, that property is not just as sacred as the law of God, and that there is not a force of law and public justice to protect it, anarchy and tyranny commence.” In the same vein, James Madison, the “father of the Constitution,” wrote that “Government is instituted to protect property  This being the end of government, that alone is a just government which impartially secures to every man whatever is his own.”

Importantly, the establishment and defense of property rights is not a compromise over what people will do, but over what they will not do. They are negative rights to be free from others’ interference, not positive rights to be guaranteed things without the willing cooperation of others. Unlike positive rights, which must treat individuals differently, negative rights that no one is allowed to violate reflect the rule of law. They are the only type of rights that can advance the general welfare in the commonplace sense  making all of us better off than before. The compromise leading to respect of negative property rights stands in sharp contrast with “compromise” legislation that gives some individuals new positive rights by violating others’ negative rights against intrusion.

Well-established property rights also allow us to avoid an extremely costly process of reaching compromises when they are unnecessary. Clear property rights establish that the owner has the power to dispose of an asset. All the other people who would like to control or influence that disposition (so-called stakeholders) can do so only by persuasion. Owners, of course, have a right to remain unpersuaded. Vast social benefits result from their being free to avoid having to compromise with everyone who would free ride on their rights.

There is also a huge gap between the marginal compromises on markets and compromises that involve moral principles. As FEE founder Leonard Read put it,


  The compromising attitude is exalted by many  [but] it has no application whatever in a moral sense  Principle does not lend itself to bending or to compromising  I must either abide by it, or in all fairness, I must on this point regard myself as an inconsistent, unprincipled person.



Offering a little more money or accepting a little less to consummate a transaction is compromise, but it does not violate any moral principles. But unlike prices, which are designed for marginal adjustments to maintain mutually beneficial arrangements, essential moral principles tend to be all or nothing; compromising means abandonment. “Thou shalt not steal” is violated by small thefts as well as large. In both cases, you take other people’s property not only without their consent, but over their objections. So a compromise between someone who doesn’t want to steal and someone who wants to steal a lot  stealing a smaller amount  abandons the principle in the process of compromising.

Unfortunately, as Read concluded, surrender of principle appears to be the distinguishing mark of our time  [and] ideas born of surrendered principles are the most dangerous vandals known to man.” This is illustrated by the eroded status of Americans’ inalienable rights that were laid out in the Declaration of Independence. Inalienable rights cannot be compromised without being lost, but they have been dramatically compromised. You see it in the massive overstepping of the limited role the Constitution assigned to the federal government. The political process has so compromised the participants that only the explicit “Thou shalt nots” in the Bill of Rights have even a fighting chance of protecting citizens from the predatory tendencies of government.

Unlike market compromises, political compromises do not include all parties whose rights are affected. If Rep. Curly wants to take X dollars from Moe to benefit his constituents and Rep. Larry wants to take Y dollars from Moe to benefit his constituents, doing both can be enacted on a two-to-one vote. Yet that is a compromise only between Curly and Larry to help them at Moe’s expense. If not done through government, that would be considered a criminal conspiracy.

Calling it a compromise cannot change the fact that Curly and Larry only compromised over the extent to which they would support each other’s violation of Moe’s right not to be robbed. George Washington rejected such compromises long ago when he asserted that Parliament “hath no more Right to put their hands into my Pocket, without my consent, than I have to put my hand into yours, for money.”

The day-to-day “work” of legislators and other politicians  finding ways to make theft work better by mutual agreement among the thieves  further undermines moral and ethical principles. If Curly wants to take X dollars from Moe, but Larry believes it is wrong to harm Moe, Larry would oppose doing so. But instead, in search of a majority, Curly looks for a way to compromise with Larry by paying him off with some of the booty (as with earmarks and other logrolling agreements), raising the price of Larry’s adherence to principle in hopes that he will become willing to compromise himself. And if Curly holds a powerful position (say, as a committee chairman or a member of an appropriations committee), he can keep raising the bribe offers until he attracts enough of the most cheaply corruptible legislators to pass the legislation. Moe, having been abused, then translates that into an excuse to participate in similar rip-offs of others, when the opportunity arises. All end up corrupted.

Charles Sumner once observed that “it is by compromise that human rights have been abandoned” and that “repose can only be found in everlasting principles.” Unfortunately, despite a great deal of lip service to the principles on which America was founded, we have compromised them to a large degree. Not only are the consequences for society adverse, but they erode ethical behavior in a way that is a creeping catastrophe.

Leonard Read said that those


  who believe that they should gratify their personal charitable instincts not with their own goods, but with goods extorted from others by the police force, who fail to see how thieving damages integrity, and who accept the practice of political plunder as right and honorable  to them “Thou shalt not steal” must appear wrong in principle  [W]hen vast numbers of people surrender living by what they believe to be right, it follows that they must then live by what they believe to be wrong. No more destructive tendency can be imagined.



Politicians who laud compromise are right in one sense. It is part of living successfully in society. However, they are also very wrong. The kinds of compromise that advance our well-being by improving social coordination are those that respect our property rights and the markets built on them. Unfortunately, those are not the compromises politicians have in mind. Instead, they wish to compromise exactly the rights from which we all benefit while posing as social benefactors. There is nothing noble about compromising people’s well-being and integrity.




12. Greedy-Bastard Economics

IF your landlord or apartment manager hasn’t gotten around to fixing your garbage disposal for weeks, how carefully do you think about why? If you are like many people, you simply blame your landlord or manager, rather than inquiring further.

This is an example of greedy-bastard economics: rather than tracing their understanding of something they dislike back to its ultimate source, people only trace it back until they get to someone they can demonize as a greedy bastard. That is, scapegoats become what Frdric Bastiat called “what is seen,” while the real cause remains “what is unseen.” Unfortunately, that real cause is frequently the coercive hand of government, moving control of resources to itself, and the blame for the resulting consequences to others.

In the case of rental housing, rent control rather than the “greedy bastard” landlord may be the real cause. Rent control undermines landlords’ incentives to provide the services tenants want, because it denies landlords the ability to receive adequate compensation to make their efforts worthwhile. What landlords are blamed for is in fact one of many predictable, adverse consequences of rent control, including housing shortages, increased discrimination, increased uses of subterfuges to evade the controls (like tying willingness to rent to astronomical key deposits or the simultaneous rental of furniture, parking or other goods), reduced construction, and deterioration of the housing stock.

All these predictable effects follow without landlords being any greedier than anyone else (although rent control might attract greedier people, who are more willing to do what it takes to get around the regulations), which should properly place the blame at the feet of the government body that imposed the controls. But instead, government gets to control resources without paying for them, while “greedy bastard” landlords who would otherwise look for ways to cooperate with renters get the blame.

Rent control is not the only example of the adverse effects of price controls. All price ceilings reduce the quantities traded, wiping out the wealth that would otherwise be created by mutually agreed-upon arrangements. They also increase discrimination (and evasion efforts) by lowering the cost of saying “none for you.” And people blame the greedy bastards they deal with directly rather than the greedy bastards in government who are the actual cause and who impose the cost of doing their will on others without compensation.

Price floors such as minimum-wage laws, Davis-Bacon “prevailing wage” requirements (which far exceed prevailing wages), and agricultural price supports push allowed prices up instead of down. However, they also increase discrimination (by buyers rather than sellers), and reduce the quantity of mutually agreed arrangements and the wealth they would have created (by making buyers willing to buy less).

All of them increase the costs borne by producers, and therefore by consumers and taxpayers, but place blame on producers rather than the policy makers responsible. And as with all price controls, they make prices, which are the signals of relative scarcity by which social cooperation is maintained, misleading indicators. Market prices are messengers of the effects of government restrictions, but they are not themselves to blame.

Hidden taxes are another mainstay of greedy-bastard economics. They give the government resources and control, but give the blame to those whom people deal with directly. The employer half of Social Security and Medicare is a prime example. Employers must pay 7.65 percent directly to the government, on top of the wages they pay employees.

But since employers know they must bear those costs, they offer less pay for a given level of employee productivity. The consequence is anger at employers for not paying employees what they are worth, when any such effect is actually the result of compensation being siphoned off by government.

Similar effects are triggered by employer-paid unemployment, worker’s compensation insurance, and other nonwage forms of compensation. The resulting government rake-off from employees’ total compensation leaves them less to take home, triggering resentment at employers. But government claims credit for all the benefits those dollars finance.

Corporate taxes, which economists particularly object to for the large distortions and costs to society they cause, are another major example of greedy-bastard economics. To the extent that those higher costs result in higher prices, the corporations are demonized for greed, but government gets the resources. Similarly, to the extent these costs lead to reduced wages, workers blame employers, but government gets the resources. In addition, these taxes reduce the after-tax rate of return on corporate investments, reducing the level of those investments, slowing the growth of worker productivity and the income it would generate.

Similarly, taxes imposed on “not me” are ways for government to claim credit for the resulting spending without the blame for the tax burden. America’s highly disproportionate “soak the rich” income-tax burdens are the largest and most obvious example. These income taxes not only finance the largest fraction of government spending, but also allow almost two in five households to have negative income taxes, largely because of the refundable Earned Income Tax Credit.

In addition, taking away a great deal of the after-tax incentive for high-skilled individuals to bear the risk and put in the effort to find ways to benefit others reduces the value of output supplied. Thus, it acts as a tax on others when the reduced supply of productive services raises prices.

“Not me” taxes include hotel-room taxes, which are largely imposed on people from out of state to finance benefits for residents. They also include import tariffs and quotas, dumping restrictions, and other barriers to international trade. By the time the goods reach consumers, their burdens are already included in the price (as with value-added taxes in other countries), and sellers can once again be blamed for the revenues government receives.

Government mandates and regulations, whose estimated burdens exceed one trillion dollars a year (and some estimates are double that amount), also take advantage of greedy-bastard economics. The web of restrictions is vast, running the gamut from Sarbanes-Oxley burdens to low-income housing set aside to qualify for permission to build, yet buyers are only dimly aware of the burdens these rules impose on producers.

But whatever they are called, those regulations give government added control over resources. And, since they act like taxes (an employer doesn’t care whether a $100,000 burden of dealing with government is called a tax or a regulation), they raise costs and prices to others, for which suppliers will largely be blamed.

Similarly, government barriers to entry, like licensing regulations, restrict supply and competition, but focus complaints about prices and shoddy performance on those in the industry. Antitrust laws, which often restrict competition in the name of protecting it, are used to demonize efficient firms and practices. Such laws let the government claim credit for consumer protection even as they undermine the competitive process that is the real protection.

Inflation is another page from the same playbook. While it is caused by government expansion in the money supply, those in government can always point fingers at some greedy bastards other than themselves, whether it is businessmen raising prices or workers demanding higher wages in response.

Greedy-bastard economics is also used to separate responsibility from blame for financial bubbles. For instance, the housing and bad-loan bubble was widely blamed (especially by those overseeing government regulations) on greedy loan originators and unregulated markets. This blame was used to promote increased government intervention as a cure.

But government’s hand was everywhere you looked in any serious attempt to understand the alleged “market failure.” The Fed’s maintenance of interest rates far below what the level of savings would actually sustain made housing falsely profitable. Allegations of redlining led to implicit government requirements that banks lend to borrowers who didn’t meet conventional financial standards, and whom banks knew often couldn’t repay their debts.

Under pressure for financial malfeasance and other failings, Fannie Mae and Freddie Mac made it clear that they were in the market for “bad” loans in a big way (well over one trillion dollars). Given that their hidden subsidies (particularly implicit government guarantees worth over two billion dollars a year and lower capital requirements than the rest of the financial system) had made Fannie and Freddie by far the most-dominant players in mortgage lending, this declaration told others that bad loans were far safer than they really were. No matter how bad the loans, Fannie and Freddie would take them off your hands. When that implicit guarantee suddenly dissolved, market participants (worldwide, not just in the United States) were suddenly faced with the real risks and far-lower values of these assets.

Even the latest healthcare “reform” reflects greedy-bastard economics. Pundits blame insurance companies for rising healthcare costs, yet ignore the plethora of government mandates and restrictions, not to mention subsidies to subgroups of citizens (e.g., the elderly or poor), which raise the costs to everyone else. Similarly, insurance companies are blamed for excessive administrative costs, even though these are directed largely at dealing with fraud, government impositions, and the supposedly obvious waste of profits.

Having tarred insurance companies with the blame, government now proposes more greedy-bastard economics as the solution. Such policies will further increase costs that can be blamed on insurance companies: Companies won’t be able to deny coverage for preexisting conditions, which means they must pool higher-cost customers in with lower-cost customers, thus requiring higher premiums. They will not be able to control risk by putting annual or lifetime caps on coverage, similarly raising costs that must be borne by all policy holders. They will be required to include certain preventative care with no extra charge, and to limit out-of-pocket costs, which also may maim the private markets for catastrophic coverage.

In reality, scarcity is the cause of many of the difficult choices individuals face. However, governments prefer to find “greedy bastard” bogeymen to blame. This allows governments to play as saviors rather than as the parasites causing the problems in order to benefit favored constituencies at others’ expense. But government has no power to eliminate scarcity.

Government, beyond its role of defending voluntary arrangements against force and fraud, only makes the effects of scarcity worse. It substitutes decisions by people with worse information and incentives, backed by the power of coercion, for decisions by people with better information and incentives. That is why it is actually government “solutions” that increase the influence of greedy bastards in society. After all, “greedy bastard” is an excellent description of someone who demands power over others without cost or their willing consent and falsely blames others to gain it.




13. Supply-Side Economics in One Lesson

HENRY Hazlitt’s Economics in One Lesson, one of the great books in economics, showed how powerful careful thinking was at debunking the misleading assumptions, claims, and assertions of liberal government-policy interventions. But published in 1946, its many applications do not include issues that have arisen since. Supply-side economics, one of the most misrepresented economics topics in memory, is one of them.

As I explain in class, the term “supply-side” was intended to differentiate the approach from the Keynesian-based focus on controlling aggregate demand. Supply-siders insisted that while there may be policy effects on the demand side, one cannot ignore the consequences of the changes they make in the incentives of suppliers to cooperate productively with buyers, particularly due to changes in marginal tax rates. For instance, increasing tax rates on “the rich” to give the same amount to “the poor” would have no effect in the Keynesian aggregate framework, because it does not change net taxes or disposable income in the household sector as a whole. However, it would worsen the incentives facing both groups, as the higher tax rates for “the rich” and the greater benefit reductions facing the poor as they earn more would give both of them less in take-home pay from additional efforts.

In essence, supply-side economics asserted that “supply matters, too,” when the dominant approach ignored those issues. It also grew out of classical economists’ focus on the long run, because altering incentives changes behavior, which changes economic growth, and in the long run, real economic growth dominates other determinants of well-being. But the public discussion (i.e., distortion) of supply-side economics largely bypassed such issues, by violating Hazlitt’s lesson, given in his opening chapter:


  The art of economics consists in looking not merely at the immediate but at the longer effects of any action or policy; it consists in tracing the consequences of that policy not merely for one group but for all groups.



The supply-side economics discussion has been a prime example of failing to look at longer-run as well as immediate effects, and at the effects on all affected groups, rather than just some groups. In fact, it also reveals an added clause that is implicit, but not explicit, in Hazlitt’s lesson: over the many margins of choice that will be affected.

Hazlitt’s opening chapter also pointed to an important reason why such basic principles are so often violated in politics:


  Bad economists [who ignore his lesson] rationalize this intellectual debility and laziness by assuring the audience that it need not even attempt to follow the reasoning or judge it on its merits, because it is only “classicism” or “laissez-faire” or “capitalist apologetics” or whatever other term of abuse may happen to strike them as effective.



That provides a natural connection to supply-side economics, because the commonly used pejoratives for supply-side economics, such as “trickle-down economics,” “tax giveaways for the rich,” and “voodoo economics” (and its “dj-voodoo economics” variant) reveal ways in which its opponents failed, often intentionally, Hazlitt’s lesson (but had mastered the lesson that bad economics is often good politics).

“Trickle-down economics” (a term no supply-side advocate ever used) illustrates the failure to look at effects on other groups. It incorporates, without ever discussing, the false assumption that reducing the disincentives faced by heavily taxed high-income earners, leaving them with more take-home pay, only benefits high-income earners, except for the income that trickles down to others when the rich spend some of that income to buy goods and services from the rest of us. That vision is enabled by misrepresentations of income-distribution figures, in which a higher share of income to “the rich” is used to infer that they benefited themselves at others’ expense, because others were left with lower shares of total measured income as a result.

However, when people, however rich or poor, get richer through voluntary arrangements, they do not hurt anyone except the envious and jealous. They benefit others. And changes in the measured percentage distribution of income do not accurately represent the effects on others.

If I create a massively successful software program, my measured real income will be greater, but all the buyers who were left with a smaller measured share of income will also be better off, because they face better options than before. So redistribution fans’ campaigns to punish the rich by exploiting envy moves the debate away from the central question  are others helped or hurt?

Worsening the incentives of high-income people to be productive, by reducing their effective ownership in that production, induces them to do less for others, hurting those people. On the other hand, if the rich got richer by rigging the political process, that is objectionable, but it is not a market failure. And the solution is to get the government out of the theft business, not to first make such ill-gotten gains possible, and then use the unfairness as an excuse to tax high-income earners more heavily.

“Tax giveaways to the rich” was another denigrating description of supply-side economics. That term illustrates looking only at the short run, but not the long run, which is dramatically different from supply-siders’ focus on making productive incentives permanently better wherever they are particularly adverse.

Improving incentives by reducing tax rates or regulatory burdens will inherently focus most immediate benefits on those who own the relevant assets at that point in time, because present and anticipated future gains will be capitalized into those assets’ prices. And those owners are disproportionately higher-current-income or wealthy people. But treating that as merely “tax giveaways to the rich” misrepresents the issues (even though some jumped on the supply-side bandwagon, claiming to be “true believers” as soon as followers got some political power, even though they were really only concerned with more for themselves).

It is important to remember that, from society’s perspective, the long-run effects, especially on others, are far more important than the immediate measured wealth effects. However, the supply-side effects leading to greater economic output are often a longer time in coming (as with educational effort put into learning skills valued by others, which is more affected by tax rates decades in the future, when peak earning years will come, than current tax rates), and are dependent on improved incentives staying improved over time. And since economic growth is the most important variable long-run determinant of well-being, and incentives largely determine growth rates, these effects are large.

“Voodoo economics” has also been used as a misleading descriptor to distort the analysis of supply-side incentive improvements, by implying that the analysis involves some bogus “magical” assumptions that could not possibly be true. It was used to imply that lower tax rates on those who are heavily taxed could not possibly increase the tax revenue from them, because the incentive changes and therefore the behavioral effects could not be great enough, short of some “hocus pocus” sleight of hand. Yet it really illustrates critics’ failure to take into account the many margins of choice that will be affected.

Supply-side critics assert that the incentive effects of tax-rate changes cannot be large enough for supply-side claims to be true. In particular, they emphasize that estimates of labor supply elasticities (how much more people work in response to changes in take-home wages) are far too low to support large supply-side effects. However those estimates are only for the short run, which do not incorporate the longer-term effects of permanently improved incentives or the many margins at which behavior will change.

Looking at longer-run labor-supply responses to incentives generates a very different picture than that for the short run. Nobel Prizewinning economist Edward Prescott found that long-term labor responses are far greater. In fact, he found that in the long run, “I find it remarkable that virtually all of the large difference in labor supply [nearly 30 percent] between France and the United States is due to differences in tax systems.”

Further, supply-side opponents’ focus on near-term labor supply as if it is the only relevant variable that will change from tax-rate reductions is a dramatic misrepresentation. It ignores the many other margins at which behavior will change.

Beyond changing work in the current year, permanent tax-rate reductions can increase human-capital investment (through increased education, on-the-job training, etc.), which increases productivity, by raising the after-tax rate of return to skills that others value but high tax rates undermine incentives for. In a parallel manner, they can increase capital investment, which increases the productivity and therefore income of workers. They can increase how many secondary workers there will be in households, and how much they will work. They can also delay retirement, expanding lifetime labor supply. They reduce disincentives to productive risk taking by shrinking the tax penalty on those risks that pay off. They reduce the incentive to substitute less-desired goods with tax advantages over other more-desired goods. They reduce tax evasion and tax cheating. They can even cause the in migration of more productive people from less-friendly tax and regulatory climates.

Recognizing all the dimensions at which people’s actions will be affected paints a very different picture than the far more narrowly blinkered view supply-side opponents use. And every margin of choice that is distorted by government policy causes a welfare cost to society by forcing people’s choices away from those that would otherwise have advanced their self-interests. As a result, not only are market mechanisms more powerful than is commonly thought, but government interventions are more costly to society than commonly thought.

The various rhetorical phrases used to attack the ideas of supply-side economics are misleading for a simple reason  one cannot honestly prove that improvements in incentives do not expand productive behavior, benefiting others, because that contradicts one of the most basic economic realities. But Henry Hazlitt’s (slightly embellished) lesson can protect us from being hoodwinked by the misdirection. So it is worth remembering that the art of economics consists in looking not merely at the immediate but at the longer-run effects of any action or policy; it consists in tracing the consequences of that policy not merely for one group but for all groups, over the many margins of choice that will be affected.

Further, that lesson suggests a basic test that should be applied to every political proposal, not just those related to supply-side economics. Given that politicians are salesmen for themselves and their proposals, they will present them in as attractive a way as possible. But if a proposal really makes sense, the best way to demonstrate that something is in the “general welfare” is to accurately present the whole truth. So whenever you see the truth being distorted or effects being ignored to “sell” you some political proposal, its backers either don’t know enough to competently evaluate their own positions or they are lying to you, and either possibility is a good indicator you should not “buy” it.




14. The Olympics and Comparative Advantage 

WE have recently finished our latest quadrennial search for who is the very best in the world in a dizzying array of sports. We discovered who were absolutely the best at a given time, under the same circumstances, even if it was by a fraction of an inch or a hundredth of a second. But, especially in those photo finishes that provided audiences so many thrills, to many, it seemed that the differences in rewards (gold versus silver medal, bronze medal versus off the medal stand, making the team or the finals versus just missing them, etc.) were far greater than the often small differences in performance.

That can lead to serious misunderstanding when people reason by analogy from sports competitions to market competition (shorthand for whatever voluntary arrangements people make with one another).

In the Olympics, the rewards seem to only go to a very few “winners,” which could be taken to imply that most of the participants  however talented, hardworking, and admirable in many ways  were losers (the most cynical version is that “second place means first loser”). In economics language, absent careful thinking, it appears that the “winnings” go to those with an absolute advantage at a task, however slight their superiority, and such winner-take-all gains leave others worse off.

Even though that is a narrow and misleading view of winning (ignoring the value of self-improvement and the accomplishment of making it that far, for instance), I believe similar thinking discolors many people’s views of market competition.

From the idea that in competition, including market competition, rewards are unfairly disproportionate to performance, it is but a short step to a host of statist interventions in the name of fairness that do little to advance fairness but a great deal to undermine the benefits we all derive from the competition involved in voluntary arrangements.

The analogy from winners in sports to winners in market competition reflects, in part, a confusion between absolute advantage (who can do absolutely more of something with their given resources) and comparative advantage (who is better at doing one thing relative to what else they could have done with the same resources)  a distinction, first recognized by David Ricardo, with such important implications that every principles-of-economics course tries to make it clear. And a central part of that discussion is to demonstrate that, even when one party is better than another at both of two tasks considered, gains don’t go to the one with the absolute advantage at the expense of the other party. Instead, specialization and exchange benefits both parties, as long as arrangements are voluntary, as in free markets.

Economists have been through this story so often it seems obvious to us. But over-thirty years of classroom experience has taught me that many students struggle to break out of a default setting of thinking in terms of absolute advantage (“to the winner goes the gold, but others lose” sports analogy), which is necessary to really understand comparative advantage. And many of those who do “get it” can still get confused by the jargon, sloppy thinking, faulty logic, and misrepresentation that typically misinform public policy discussions.

As a result, to help students get and retain what they have learned against the assaults of what Henry Hazlitt called “the best buyable minds,” it is very helpful to both personalize things (so students can understand things as explaining what they would do) and use simple stories that keep to the essentials. And if this is useful for those who are taking economics courses, it is even more so for the vast majority with no economics training whatsoever.

Let me illustrate with one of several examples I use in my principles class to demonstrate the logic and implications of comparative advantage.

I ask my students who has a sibling still living at home. Out of the hands that go up, I pick a “volunteer.” Say it is a female student and her sibling is a brother. The circumstance is simple. I posit that my student can mow the lawn at home in half an hour, but her brother takes one hour to do the same job. Then I ask my student who is the lowest cost or most efficient lawn mower. Even though students are assigned to read about comparative versus absolute advantage before class, about two-thirds of the time, my student (or others who jump in, eager to impress by being right first) chooses the obvious (for those thinking in terms of absolute advantage) and wrong answer: she is.

I then take my student through the process of recognizing what is wrong with her logic. I point out that the right answer to my question is “it depends,” because I have not, in fact, provided enough information to answer the question correctly beyond that.

The key is to recognize that the relevant costs of mowing the lawn are not one hour versus half an hour of time. The central question is who gives up less of other things they could do with the time (or resources generally) that it took to mow the lawn, not the time required for the task itself.

So I add the assumption that my student could earn twenty dollars an hour working at something else (where the twenty dollars reflects the value of output others anticipate receiving as a result of her efforts), but her brother could only earn eight dollars an hour elsewhere (also reflecting the value of output others anticipate receiving as a result of his efforts).

With that added information, I demonstrate that the absolute-advantage answer (she should mow the lawn) is wrong, and that both parties could gain from having the absolutely worse but comparatively better producer specialize and exchange.

In this example, the half hour of foregone output necessary for my student to mow the lawn is ten dollars of goods and services, as valued by others’ willingness to pay. But the hour’s worth of forgone output for her brother is only eight dollars, also as valued by others’ willingness to pay. The counterintuitive result is that even though her brother is absolutely worse at mowing the lawn (and at other things as well), he is comparatively better. In this case it is because while he is half as good at mowing the lawn, he is only 40 percent as good at what is being given up, so he actually gives up less alternative output elsewhere to mow the lawn.

The implication is that it makes sense for her brother to mow the lawn despite his absolute disadvantage. This is where the conflict with absolute-advantage (“only the best win”) logic comes to a peak.

How do we counter it? We demonstrate how both parties could be better off by having the person with each comparative advantage specializing in it, and exchanging with one another at mutually acceptable terms, regardless of absolute advantages. It is not win-lose but win-win.

One simple way is to start by assuming it is my student’s responsibility to mow the lawn, and then show how it is in both of their interests to arrange a trade of services. In this case, my student would be willing to pay anything less than ten dollars to save her the ten-dollar opportunity cost of mowing the lawn. Her brother would be willing to accept anything more than eight dollars, because it would more than cover his opportunity cost. Say they propose to exchange services for nine dollars. Both would say yes, and both end up better off. And because they would voluntarily agree, no third party need involve itself  their self-interests lead to the mutually beneficial result.

Why doesn’t this reasoning, which can be conveyed to (eventually) nodding heads in a classroom, not have a larger or more lasting effect on people’s reasoning? This brings us back to reasoning by analogy to the Olympic-medal stand, because the victory celebrated there is substantially different from the victory for others that results from market competition.

On the medal stand, the relevant “output” achieved and rewarded is victory, regardless of the speed, height, etc., with which it was achieved. But a more accurate analogy to the gains from competition in market arrangements is the improvement in results (higher heights, longer distances, faster times, etc.).

Competition leads to people being able to achieve certain tasks better as time passes, both through the direct effect of winners and through emulation by others of what works most successfully. The result is that both the participants and society get more productive at those tasks. More can be produced. It is a positive-sum game. And that fact is the often-missing link in peoples’ understanding.

Society gains from increasing what is produced with our resources, because competition to offer more of what other people desire makes them improve (as when record times fall), as opposed to the zero-sum conception of winning at others’ expense embodied in a gold medal. And that fact  that more of what others value is produced as a result of market competition, which can be overlooked in medal-stand thinking  is why all participants will gain and why they seek out those arrangements voluntarily without anyone having to force them. It is also why, when the heavy hand of government intervenes in those affairs (whether it is with price controls, entry restrictions, taxes, regulations, mandates, subsidies, licensing requirements, ad infinitum), it destroys improvements  wealth  that would have occurred without its coercive interference.

If we wish to avoid the misleading absolute-advantage, winner-loser view of competition that people can infer from sports when focusing only on medal stands, we need to focus elsewhere. We need to keep our analytical eye on the expansion of benefits for others as individuals get better at providing what they value  e.g., that a 3:48 mile allows someone to achieve a given result with 5 percent less time (resources, generally) than a 4:00 mile.

The better we can demonstrate this point to others, the fewer people will be convinced by bad logic and false attacks on voluntary arrangements. Then the political payoff to such nonsense will fall and government will abuse people’s wealth-creating dealings less. If any of us could achieve some of that, it wouldn’t matter whether we won a gold medal, a silver medal, or even ten-thousandth place  society would benefit greatly. And as people discover ways to do so even better, our own real contribution to our fellow man is in no way tarnished. We win every time anyone finds ways to do this better, resulting in expanded voluntary arrangements. The reason is that, gold medal or not, that is the gold standard for social organization.

As is so often the case when the issue is freedom and its corollary, competition to attract the voluntary cooperation of others, perhaps the most lucid distinction between athletic competition and market competition comes from Ludwig von Mises, in his monumental book Human Action:


  Catallactic competition must not be confused with prize fights and beauty contests. The purpose of such fights and contests is to discover who is the best boxer or the prettiest girl. The social function of catallactic competition is, to be sure, not to establish who is the smartest boy and to reward the winner by a title and medals. Its function is to safeguard the best satisfaction of the consumers attainable under the given state of the economic data.






15. Adam Smith and the Visible Foot of Government

ADAM Smith is history’s most famous economist, yet people know precious little about what he wrote. It is worth reflecting on his contributions.

Smith is memorable for the commitment to liberty he had in common with the Declaration of Independence, whose 1776 date The Wealth of Nations shared, and for his articulation of how the “invisible hand” of market interactions can coordinate a society based upon liberty  i.e., private-property rights and voluntary exchange  more effectively than can the coercive power of the state.

Seemingly everyone has heard of that invisible hand, by which market transactions lead people pursuing their own self-interest to advance the interests of others as well. (“By pursuing his own interest he frequently promotes that of the society more effectually than when he really intends to promote it.”) Unfortunately, however, those in government and their political supporters talk of liberty, while legislating and regulating away the voluntary arrangements that comprise it.

That is why we must go beyond Smith’s discussion of the invisible hand, to his analysis of the clumsy visible foot of government, perhaps made clearest when he wrote “I have never known much good done by those who affected to trade for the public good. It is an affectation.” And that analysis is even more practical in application today, when government is exponentially more intrusive than when he wrote.

The reality of government:


  [Governments are]  without exception, the greatest spendthrifts in the society. Let them look well after their own expense, and they may safely trust private people with theirs. If their own extravagance does not ruin the state, that of their subjects never will.

  The agents of the [government] regard the wealth of their master as inexhaustible; are careless at what price they buy; are careless at what price they sell; are careless at what expense they transport 

  Great nations are never impoverished by private, though they sometimes are by public prodigality and misconduct. Those unproductive hands  may consume so great a share of their whole revenue  that all the frugality and good conduct of individuals may not be able to compensate the waste and degradation of produce occasioned by this violent and forced encroachment.

  There is no art which one government sooner learns of another than that of draining money from the pockets of the people.

  After all the proper subjects of taxation have been exhausted, if the exigencies of the state still continue to require new taxes, they must be imposed upon improper ones.



Government and the invisible hand:


  The profusion of government must, undoubtedly, have retarded the natural progress.

  The uniform, constant and uninterrupted effort of every man to better his condition  is frequently powerful enough to maintain the natural progress of things toward improvement, in spite both of the extravagance of government, and of the greatest errors of administration  it frequently restores health and vigor to the constitution, in spite, not only of the disease, but of the absurd prescriptions of the doctor  it is alone, and without any assistance, not only capable of carrying on the society to wealth and prosperity, but of surmounting a hundred impertinent obstructions with which the folly of human laws too often encumbers its operations.

  In the midst of all the exactions of government  capital has been silently and gradually accumulated by the private frugality and good conduct of individuals, by their universal, continual, and uninterrupted effort to better their own condition. It is this effort, protected by law and allowed by liberty to exert itself in the manner that is most advantageous, which has maintained the progress.

  The frugality and good conduct of individuals seem to have been able  to repair all the breaches which the waste and extravagance of government had made in the general capital of the society. Let us not, however, upon this account rashly conclude that she is capable of supporting any burden, nor even be too confident that she could support, without great distress, a burden a little greater than what has already been laid upon her.



The limited defensible role of government:


  No human wisdom or knowledge could ever be sufficient [for] the duty of superintending the industry of private people, and of directing it towards the employment most suitable to the interest of the society.

  The statesman who should attempt to direct private people in what manner they ought to employ their capitals, would  assume an authority which could safely be trusted, not only to no single person, but to no council or senate whatever, and which would nowhere be so dangerous as in the hands of a man who had folly and presumption enough to fancy himself fit to exercise it.

  To judge whether [a workman] is fit to be employed, may surely be trusted to the discretion of the employers whose interest it so much concerns. The affected anxiety of the law-giver lest they should employ an improper person, is evidently as impertinent as it is oppressive.

  Little else is requisite to carry a state to the highest degree of opulence from the lowest barbarism but peace, easy taxes, and a tolerable administration of justice: all the rest being brought about by the natural course of things.



The invisible hand under limited government:


  All systems either of preference or of restraint, therefore, being thus completely taken away, the obvious and simple system of natural liberty establishes itself of its own accord. Every man, as long as he does not violate the laws of justice, is left perfectly free to pursue his own interest in his own way, and to bring both his industry and capital into competition with those of any other man.



Adam Smith long ago recognized that a system of natural liberty needed at most a very small government. He was not far from H.L. Mencken’s view that “the ideal government of all reflective men, from Aristotle onward, is one which lets the individual alone  one which barely escapes being no government at all.”


  But that is almost unimaginably far from the layers of American government that take trillions of dollars of taxes and impose innumerable regulations each year. If we are to restore the vision Adam Smith shared with our founders  providing the broadest possible canvas for human freedom  far less government is necessary. We need to rein in its overreaching, so that we can use the invisible hand of voluntary market arrangements more, and the clumsy visible foot of the government less.






16. Why Politics Divides People

SERIOUS mudslinging now infects every even-numbered year in America. In each of them, as November draws nearer, we enter a storm of negative-attack advertising, by politicians who all claim to detest it.

That repeated storm does raise an important question, however. Why is politics so negative compared to marketing  its analog in the private sector  even though virtually every candidate echoes the desire to “just get along”? The explanation revolves around two important ways political competition differs from market competition: higher payoffs to negative attacks, and rationally ignorant “customers.”

Selling your product in the private sector requires a customer to cast an affirmative vote to buy it. Just convincing a potential customer that a rival product should not be purchased does not mean a sale for you. This is because a sales prospect can choose from among several sellers, or he can choose to not buy at all. But those options are unavailable in an election with only two major parties, where customers are effectively forced to “buy” from one of them.

In an essentially two-party election, convincing an uncommitted voter to vote against the “other guy” by tearing the opponent’s position down is as valuable to a candidate as convincing that voter of positive reasons to vote for him; either brings him a vote closer to a majority. That is not true in the private sector, as only votes for you  purchases  help you.

Similarly, talking a voter committed to a rival to switch to your side is worth two votes, since it adds one to your vote column and subtracts one from your rival’s. But you would only benefit from the single additional purchase/vote for you in the private sector. Further, in an election, finding a way to get someone who would have voted for your rival to not vote at all is as valuable as getting one more voter to vote for you.

This is why negative campaigns that turn voters off from political participation altogether are acceptable in politics, as long as a candidate thinks he will keep more of his competitor’s voters away from the polls than he will his own. In the private sector, such an approach would not be taken, as it would reduce, rather than increase, sales.

So despite ongoing pleas to “change the tone” in politics, political competition is far more negative than market competition, primarily because negative attacks have a greater payoff in politics (witness the growth of opposition research). But that incentive is intensified by the fact that voters are far less informed about what they are being sold than private-sector customers.

People acquire information to make decisions only so long as they expect the added benefits they receive from a better choice to exceed the added costs of obtaining the information necessary to make it. This benefit is substantial in market decisions, since your vote changes your result. In the political arena, however, your vote is but one among many, giving you only a minute chance of influencing the outcome, and yielding you virtually no benefits from casting a better vote. Further, the cost of acquiring the information necessary for public-sector decisions tends to be much higher, because a great deal more information is required than simply knowing how a choice will directly affect you.

The higher costs and lower benefits to becoming informed lead most voters to have less information about political decisions than about their market decisions, particularly crucial swing voters, who are often among the least informed in the electorate. That further raises the payoff to negative campaigning, especially the use of misleading part truths. They are simple, but reality is complex and therefore is much harder to “sell” to voters paying limited attention.

Any public policy has many effects, some of which will be adverse, and those can be easily separated out and packaged to inflame rationally ignorant voters. Politics also involves compromises, and, taken out of context, any compromise can provide fodder for attacks that a candidate has abandoned principle. The result, according to Barbara O’Connor, director of Cal State Sacramento’s Institute for the Study of Politics and Media, is the widespread use of “facts taken out of context or misleading facts where you know that including the truth would negate the point you’re making.”

Each election cycle, the inconsistency of politicians decrying opponents’ negative attacks at the same time they or their surrogates are launching their own maddens many. But negativity is built into the incentive structure of modern politics. So despite continuing pleas for honesty and civility, it will only get worse as long as the government continues to expand its control over Americans’ lives, increasing the payoff from controlling the political process.

In fact, the only real solution to negative-attack politics is to reduce the power and scope of government over our lives, returning that control to the voluntary arrangements we make for ourselves. However, that solution is unlikely to come from those so busily abusing the truth to become or remain a part of government.




17. Misguided Nudges

LIBERTARIAN paternalism. It would appear to be a contradiction in terms. But Richard Thaler and Cass Sunstein argued for just such a thing in Nudge. They tried to combine the two by arguing that a nudge  “any aspect of the choice architecture that alters people’s behavior in a predictable way without forbidding any options or significantly changing their economic incentives”  can benefit those nudged, while staying consistent with liberty because it does not force anyone to do anything.

The prototype nudge Thaler and Sunstein propose is changing default options. For instance, rather than requiring an employee to choose to participate in an employer’s 401(k) retirement plan (where the default option is to not participate), they would make participation automatic. They assert that while that would change the default option, increasing retirement savings, it would not be coercive, since employees could opt out if they chose.

In the same vein, the “shortage” of organ donations could be addressed by making people donors unless they choose to opt out rather than nondonors unless they choose to opt in. Paternalistic nudges could also be used in other areas, such as reducing unhealthy choices.

Given the authors’ connections to Barack Obama, Nudge and earlier work by its authors have gotten more attention than they otherwise would, and several positive reviews (though, tellingly, not from libertarians). On the other hand, those who consider issues of liberty more carefully have been less kind to their arguments, notably David Gordon, “Libertarian Paternalism,” Gregory Mitchell, “Libertarian Paternalism is an Oxymoron,” and Richard Epstein, Skepticism and Freedom.

While those interested in liberty should read those and other careful considerations of the theory behind Nudge, there is another fatal, but overlooked, flaw in the book’s argument. It begins by assuming that people’s current choices reflect the results when they are left alone to make them (i.e., reflecting self-ownership and voluntary market choices). That is why any shortcomings must be the fault of irrational individuals, who need paternalistic nudges to improve things. However, our current savings, organ-donation, and health choices are not those of free individuals; they are the choices made in large part because current government policies  taxes, regulations, mandates, etc.  impair incentives. They are government failures presented as market failures.

Consider Americans’ famously low rate of saving, the most important “market failure” a nudge is supposed to help offset. The real problem is that government policies do so much to discourage saving.

People have been led to substitute Social Security’s vastly underfunded promise of retirement benefits for funds they would have saved for their retirement. And since promised benefits are far higher than current rates of taxation can sustain, they anticipate being richer in retirement than they will actually be, reducing saving even more. Those who save enough to provide well for their retirement also face paying income taxes on up to 85 percent of their Social Security benefits as a result.

Taxes on capital also reduce saving, by reducing the after-tax return on saving and investment. These include property taxes that, while relatively small percentages of the capital invested, are sizable fractions of the annual income generated. Then state and federal (and sometimes local) corporate taxes take further bites from that income, further reducing the after-tax return. The implicit tax imposed by regulatory burdens must also be borne before earnings can go to investors.

Personal income taxes reduce saving even more. Investment income left after other taxes is taxed again if paid out as dividends. Further, earnings from saving and investment can trigger additional tax burdens by triggering phaseouts of deductions and exemptions that are allowed. If investment earnings are retained and reinvested, increasing asset values, they are taxed as capital gains upon sale. And even increases in asset values that only reflect inflation are taxed as if they were real increases in wealth.

Other government policies also reduce saving. Medicare coverage reduces a major reason to save. Further, current earners, who must cover three quarters of its cost, are left with less to save. The fact that Medicaid covers nursing-home costs only after one’s assets are virtually exhausted reduces another motive to save. Unemployment benefits, along with food stamps and other means-tested benefits, reduce the need to set aside a nest egg “just in case.” Estate taxes also reduce successful savers’ ability to pass on assets as bequests, undermining another major motive to save.

Each of these government policies acts as a disincentive to save. Together, they punish saving heavily, reducing it to the point that many do not have any appreciable savings. But fixing that saving problem doesn’t require ever more government programs to help us, force us, or nudge us to save more; it only requires that the government stop undermining our incentives to save in all the ways it does now.

Consider also the “shortage” of organ donations. The root cause is not a market failure, to be fixed by making donation automatic unless one opts out. The root cause is that government has already taken away potential donors’ ownership of their own body parts. Unlike everyone else involved in the big business of transplants  doctors, nurses, hospitals, drug makers, etc.  all of whom are paid  organ donors (or their heirs) are not allowed to be paid. When potential donors of very valuable organs cannot be compensated, the result is like every other government price ceiling imposed on sellers  a shortage. One needs no assumption of individual irrationality to explain the problem. And the solution to problems arising because government doesn’t allow donors to benefit from markets in organs is not a government nudge in the opposite direction; it is to stop hindering the market.

Health-related issues (diet, smoking, etc.) suffer from similar problems. The costs of health problems that result once one becomes eligible for Medicare coverage are not borne by the individual (as they would be with true private insurance) as presently all are charged the same premiums, regardless of weight, smoking history, or any other factor. Similar results arise from premiums that do not vary with such circumstances in employer-provided group health insurance (which exists largely because it is not subject to income taxation). The possibilities of declaring bankruptcy, of using emergency rooms without having to be able to pay, or of becoming a Medicaid recipient if medical bills become large enough are further ways government has made it possible to impose many of the healthcare costs of individuals’ own choices on others. When government makes the price of health problems artificially low to those individuals making the choices, it is no wonder those choices are not as good as we would like.

The problem with any logical argument is that if one starts from false premises, even airtight logic does not guarantee correct results. Nudge’s argument is far from airtight. But even more devastating is its reliance on a false premise. The “market failure” examples it promises to improve are actually government failures. And the solution to government failure is to reduce the disincentives that government causes, not to intervene further, however mild its authors find the additional intervention.

Nudge’s blaming of “irrational” individuals and markets for the results of government-caused distortions is not even new. For instance, it parallels the Keynesian attribution of the business climate in the Depression to the (irrational) “animal spirits of investors,” when, in fact, Hoover and FDR’s massive interventions (e.g., the Smoot-Hawley tariff, the National Industrial Recovery Act, tax increases, mandatory wage increases, FDR’s attacks on businessmen who resisted his plans as “economic royalists,” etc.) were among the irrational government causes that would deter any rational investor. Going even further back, as David Gordon observed, any claim that Nudge has to being a kinder, gentler form of paternalism that is compatible with liberty is dashed by Alexis de Tocqueville. In Democracy in America, he described the consequences of that approach:


  Above this race of men stands an immense and tutelary power, which takes upon itself alone to secure their gratifications and to watch over their fate. That power is absolute, minute, regular, provident, and mild. The will of man is not shattered, but softened, bent, and guided; men are seldom forced by it to act, but they are constantly restrained from acting. Such a power does not destroy, but it prevents existence; it does not tyrannize, but it compresses, enervates, extinguishes, and stupefies a people, till each nation is reduced to nothing better than a flock of timid and industrious animals, of which the government is the shepherd.



Thaler and Sunstein claim to be trying “to influence choices in a way that will make choosers better off, as judged by themselves.” But in their reasoning, they ignore how much those choices are actually currently caused by existing government interventions  both paternalistic and predatory (to pay for the paternalism), making their prescriptions little more than distractions, directing attention away from the real source  government  and real solution: expanding liberty.

What undermines their attractive-sounding sales pitch that “if incentives and nudges replace requirements and bans, government will be both smaller and more modest,” is that they are not in fact proposing less-intrusive government nudges to replace more-intrusive government coercion, but still-more government on top of what we have today.




18. Protection Is Like War

MUCH of what people know is by analogy, because, as Jacob Bronowski put it, “at the basis of human thought lies the judgment of what is like and what is unlike.” Analogies are so important in extending understanding and expressing ideas that William James said, “A native talent for perceiving analogies is reckoned  as the leading fact in genius of every order.”

By James’s criterion, few people have merited the term genius more than Henry George. Considered by some the most important economist in nineteenth-century America (despite completing only five months of secondary schooling), George relied heavily on analogical reasoning in his works.

Nowhere was this better done than in his 1886 Protection or Free Trade?, which was a devastating critique of the arguments of protectionists. In his Chapter 6, “Trade,” George used an analogy to war to show what trade was unlike (in fact, he called trade “the extinguisher of war”), and an analogy to the body, particularly the circulatory system, to show what trade was like, with both showing the folly of protectionism.

Given how much the pleading of interest groups still befogs most people’s understanding of the logic of free trade by dressing up the special favors of protectionism as something else, Henry George’s analogies merit attention as much now as when he wrote.

Trade, Protection and War


  It is not from foreigners that protection preserves and defends us; it is from ourselves. Trade is not invasion. It does not involve aggression on one side and resistance on the other, but mutual consent and gratification  what was done was not to force the people to trade, but to force their governments to let them.

  Civilized nations, however, do not use their armies and fleets to open one another’s ports to trade. What they use their armies and fleets for, is, when they quarrel, to close one another’s ports. Trade does not require force. Free trade consists simply in letting people buy and sell as they want to buy and sell. It is protection that requires force, for it consists in preventing people from doing what they want to do. Protective tariffs are as much applications of force as are blockading squadrons, and their object is the same  to prevent trade. The difference between the two is that blockading squadrons are a means whereby nations seek to prevent their enemies from trading; protective tariffs are a means whereby nations attempt to prevent their own people from trading. What protection teaches us is to do to ourselves in time of peace what enemies seek to do to us in time of war.

  Can there be any greater misuse of language than to apply to commerce terms suggesting strife, and to talk of one nation invading, deluging, overwhelming or inundating another with goods? Goods! What are they but good things  things we are all glad to get? Is it not preposterous to talk of one nation forcing its good things upon another nation? Who individually would wish to be preserved from such invasion? Who would object  who would take it kindly if anyone should assume to protect him by driving off those who wanted to bring him such things?

  When in the common use of the word we speak of individuals or communities protecting themselves, there is always implied the existence of some external enemy or danger, such as  robbers or invaders; something disposed to do what the protected object to. What [systems of restriction] defend a people against is not external enemies or dangers, but what that people themselves want to do.



Trade and the Social Body


  As civilization progresses and social relations grow more complex. That power of the whole which is lodged in governments is limited in its field of consciousness and action much as the conscious will of the individual is limited  There is, beyond national direction and below national consciousness, a life and relation of parts and a performance of functions which are to the social body what the vital processes are to the physical body.

  What would happen to the individual if all the functions of the body were placed under the control of the consciousness  is what would happen to a nation in which all individual activities were directed by government.

  Though a people collectively may institute a tariff to prevent trade, their individual wants and desires will still force them to try to trade, just as when a man ties a ligature round his arm, his blood will still try to circulate. For the effort of each to satisfy his desires with the least exertion, which is the motive of trade, is as instinctive and persistent as are the instigations which the vital organs of the body obey. It is not the importer and the exporter who are the cause of trade, but the daily and hourly demands of those  to whom trade carries that which they demand, just as the blood carries to each fiber of the body that for which it calls.

  It is as natural for men to trade as it is for blood to circulate  finding in trade the possibility of social advance.

  Thus the restrictions which protectionism urges us to impose upon ourselves are about as well calculated to promote national prosperity as ligatures, that would impede the circulation of the blood, would be to promote bodily health and comfort.

  What any country ought to obtain in this way or in that cannot be settled by any Congress or Parliament. It can safely be left only to those sure instincts which are to society what the vital instincts are to the body, and which always impel men to take the easiest way open to them to reach their ends.

  To assert that the way for men to become healthy and strong is for them to force into their stomachs what nature tries to reject, to regulate the play of their lungs by bandages, or to control the circulation of their blood by ligatures, would be not a whit more absurd than to assert that the way for nations to become rich is for them to restrict the natural tendency to trade.



In Protection or Free Trade?, Henry George used analogies to war and the human body to show that protectionism is “prevention by a people not of what others want to do to them, but of what they themselves want to do.” By using such analogies, he was able to communicate the case for free trade in a way anyone who cared to could understand. Unfortunately, the misunderstandings he addressed, reinforced by those who benefit from them, have not been eradicated. They must be re-fought over and over. But there are few better places to start than his summary of such government “protection”:


  Protection [is] to preserve ourselves from and protect ourselves against something which offends no moral law; something to which we are instinctively impelled; something without which we could never have emerged from barbarism, and something which physical nature and social laws alike prove to be in conformity with the creative intent.






19. Trust Fruit Aesthetics to Consumers

FEW Americans consider themselves at significant risk from ugly or misshapen tomatoes. But for years, the Florida Tomato Commission (FTC) has “protected” those of us outside the state against any of their winter tomato growers who want to put “product of Florida” on any fruit (yes, tomatoes are fruit) not up to standard in size, shape, skin quality, or color. The result has mainly been to guarantee that we won’t be seeing any Florida UglyRipe tomatoes in the winter.

UglyRipe tomatoes are the result of a decade of experimentation with heirloom tomatoes by Joe Procacci, triggered by complaints that the tomatoes now on supermarket shelves are taste impaired. Customers claim they bring back the luscious taste they remember from “the good old days.”

Unfortunately, very few of them met the FTC’s standard of beauty for out-of-state export, because they failed the roundness standards. (The dispute’s divisiveness is illustrated by the FTC claim that almost three-fourths of the fruit passes the standards, but Procacci claimed it was only one-eighth, with over three-fifths of the crop, clearly not up to those standards, not even submitted.)

Unfortunately, this issue is just the latest in a long line of disguised consumer rip-offs in the name of consumer protection, created by government-enforced agricultural-cartel marketing organizations. Those agricultural-marketing orders trace to New Deal legislation to “save” agriculture by giving these organizations, several dozen of which still survive, the power to coercively impose their standards on even unwilling members (i.e., mandating what in other industries would trigger antitrust prosecution for being anticonsumer).

In effect, the government has delegated to them the power to criminalize selling fruit other growers deem unfit to sell or selling it in ways they don’t approve of, even when buyers, fully informed about any shortcomings, would be eager customers. (Procacci had to turn away out-of-state buyers and take millions in losses when denied an exemption from the roundness rules.)

The actual purpose of the restriction on selling these “lower quality” Florida tomatoes that consumers are begging to buy is to allow other tomato growers to restrict competition from versions customers might well prefer. By limiting the alternatives to their pretty tomatoes, other Florida tomato growers (who dominate America’s winter tomato market) raise their profits at consumer expense. That purpose of raising producer profits by harming consumers is what this restriction shares with often-even-more stringent ones (extending to outright bans on selling substandard fruit at any price) that have been imposed since the Depression on cantaloupe, peaches, pears, nectarines, strawberries, plums, and a host of other fruits.

Despite the obvious anticonsumer effect of imposing such restricted choices, the FTC echoes claims that other government-enforced agriculture-marketing cartels have offered in defense. Unfortunately, those arguments cannot stand scrutiny any more today than they did in the past.

Cartel defenders claim the appearance or quality of produce is the essential element that sells it, so it is necessary to restrict offerings to only the finest-appearing fruit. As the FTC’s Reginald Brown put it, “The reality of the marketplace is that when you go into a supermarket, you look at ‘em, you don’t bite ‘em.” But if that is so, appearance regulations are unnecessary. If only the prettiest fruit will sell, ugly fruit would not attract customers and therefore would pose no danger to the profits of other growers.

Restricted competition beneficiaries also claim that allowing ugly or lower-quality fruit to be sold would ruin the market or cripple the industry. But if only fruit meeting official standards would be freely chosen by customers, the market cannot be crippled by allowing other fruit to be offered for sale; if the industry would be crippled as a result, then the argument that consumers would choose only fruit up to those standards is false.

Restriction supporters argue that government must enforce some sort of minimum standards to protect consumers. But consumer protection requires no such restraints (perhaps made most transparent by the fact that Florida consumers are free to buy UglyRipes without any such protections). At most, that is an argument for informing customers about important quality dimensions, but leaving them free to make their own choices.

To justify further restrictions would require that consumers are too ignorant, even when fruit is graded and available for inspection, to select what to buy. That, in turn, would require that consumers cannot either see or taste for themselves. Further, it would also require that supermarkets overlook their own self-interest in not tying up their shelves and hurting their reputations by carrying products their customers would reject.

Even if quality grading was considered necessary, there is no need for government involvement or enforcement. Because consumers are willing to pay more for what they consider higher-quality fruit (including where they deem taste more important than looks), growers will find ways to verify the various important dimensions of quality. But this can be done through voluntary cooperative efforts or brand names as a guarantee of quality (which is the purpose for the UglyRipe name, which would be the last name one would pick if trying to get people to confuse your fruit with pretty competitors).

Florida’s existing tomato reputation (apparently for pretty but tasteless tomatoes) could easily be defended in less onerous ways, as well. For instance, they could allow labeling of Florida heirloom or Florida UglyRipe tomatoes with no risk of confusing customers about what they were getting. But refusing to pursue such an easy alternative solution to the alleged problem indicates that it is not the real reason for the restriction.

The claims by the FTC that their purpose is to help consumers rather than themselves at consumer expense is also made clear by their history of blatant attempts at protectionism against competing tomato producers in Mexico.

They have brought multiple allegations of dumping, found groundless (a minor miracle, given how our dumping complaint rules are stacked on the side of American plaintiffs).

When NAFTA took away some of Florida’s protections, growers there attempted to impose new barriers that would fly under the public radar. In particular, they tried to impose FTC packing requirements on others (i.e., Mexico) selling winter tomatoes in the United States. Given that US tomatoes are picked green for ease of handling and then ripened with gas, while Mexican tomatoes are picked ripe (as are UglyRipes), those standards would have imposed substantial damage, and therefore a substantial barrier, on Mexican tomatoes.

The arguments for government-enforced cartel restrictions on the sale of ugly fruit, wherever they fall on the gamut from outright sales bans to what can be correctly labeled as produced in Florida, are unbelievable, self-serving justifications for consumer rip-offs. They are as absurd as restricting sales of Fords for not providing Mercedes quality, hamburger for falling short of top sirloin, or every education not up to Ivy League standards.

The arguments for restrictions on sales of ugly fruit are so “rotten” that they are logically insupportable. Our taste buds can adequately distinguish good tomatoes from bad for ourselves, allowing us to get beyond the surface. But unfortunately, that is not true about government “solutions.” There, people seldom look beyond surface arguments (particularly to see the unjustified uses of coercion entailed), and those using flimsy pretexts for self-aggrandizement can therefore effectively mislead those who don’t think very hard about them. Until we do think carefully about such assertions, such abuses will persist. And that is true in uncountable areas of government involvement, not just for a government-enforced rip-off of American tomato lovers.




20. Property Rights and Thanksgiving

AT Thanksgiving, Americans recall their blessings around bountiful meals, with imagery going back to the Pilgrims, especially Plymouth Colony’s 1623 Thanksgiving. But little attention is paid to what allows that bounty to be created  capitalism  though Jamestown and Plymouth both illustrate that lesson.

Reflections restricted to our current bounty ignore that most colonists in both Jamestown and Plymouth starved under their initial communal-property rights. Then, when private-property rights were established, starvation gave way to increasing prosperity in both colonies.

In Jamestown, colonists were indentured servants whose first seven years’ output was to go into a common pool. In Plymouth, all accumulated wealth was to be held in common, against colonists’ objections, by sponsors worried they could not otherwise collect on their distant investment. In both places, the fruits of people’s efforts went to others, with disastrous results.

Sixty-six of Jamestown’s initial 104 colonists died within six months, most from famine. Only sixty out of five hundred arrivals two years later survived that long. The consequences of this “starving time” included cannibalism. Plymouth’s first colonists fared little better, with only about half surviving six months. Some, in desperation, sold their clothes and blankets to, or became servants of, Indians.

Common property’s disincentives produced terrible results in both colonies. Shirking was so severe at Jamestown that Thomas Dale noted that much of the survivors’ time was devoted to playing rather than working, despite the threat of starvation. Plymouth governor William Bradford noted that “this community of property was found to breed much  discontentment and retard much employment that would have been to their benefit and comfort,” even despite the use of whipping to limit shirking.

Bradford explained the severity of the problem:


  The young men  did repine that they should spend their time and strength to work for other men’s wives and children without any recompense. The strong  had not more in division  than he that was weak and not able to do a quarter the other could; this was thought injustice. The aged and graver men to be ranked and equalized in labors and victuals, clothes, etc  thought it some indignity and disrespect unto them. And the men’s wives to be commanded to do service for other men, as dressing their meat, washing their clothes, etc., they deemed it a kind of slavery, neither could many husbands well brook it.



As a result of such problems, Governor Bradford summed up how dire was the colonists’ situation in Plymouth, and their solution:


  Their victuals were spent  they began to think how they might raise as much corn as they could, and obtain a better crop  that they might not still thus languish in misery  the Governor gave way that they should set corn every man for his own particular  And so assigned to every family a parcel of land.



In Jamestown, each man was given three acres of land, in exchange for a lump-sum tax of 2 barrels of corn, and communal work was limited to one month (not during planting or harvest). In addition to creating private property, this made the marginal tax rate on most of colonists’ efforts zero, turning indolence into industry. Rather than starving, they became exporters of corn to the Indians.

The results were dramatic. Governor Bradford described the consequences in Plymouth:


  This had very good success, for it made all hands very industrious, so as much more corn was planted than otherwise would have been by any means the Governor or any other could use, and saved him a great deal of trouble, and gave far better content. The women now went willingly into the field, and took their little ones with them to set corn, which before would allege weakness and inability, whom to have compelled would have been thought great tyranny and oppression.



The change from communal to private-property rights dramatically increased the Pilgrims’ productivity. The beginnings of that productivity led to the bounty celebrated at Plymouth’s famous 1623 Thanksgiving. And as historian Russell Kirk reported, “never again were the Pilgrims short of food.”

Modern Americans celebrate their remarkable prosperity on Thanksgiving. But we are woefully uninformed about the ultimate source of that prosperity  the capitalist system, which rewards each person’s productivity more fully than any other social system. In that ignorance, we demand a cornucopia of laws and regulations that increasingly throttle the private-property rights that are its essential foundation. Therefore, we must relearn the history lesson taught by America’s first successful colonies  that if we continue to choke off our engine of prosperity, future Thanksgivings will give us far less to celebrate.




21. The Anti-Federalists Were Right

SEPTEMBER 27 marks the anniversary of the publication of the first of the Anti-Federalist Papers in 1789. The Anti-Federalists were opponents of ratifying the US Constitution. They feared that it would create an overbearing central government, while the Constitution’s proponents promised that this would not happen. As the losers in that debate, they are largely overlooked today. But that does not mean they were wrong or that we are not indebted to them.

In many ways, the group has been misnamed. Federalism refers to a system of decentralized government. This group defended states rights  the very essence of federalism  against the Federalists, who would have been more accurately described as Nationalists. Nonetheless, what the so-called Anti-Federalists predicted would be the results of the Constitution turned out to be true in almost every respect.

The Anti-Federalists warned us that the cost Americans would bear in both liberty and resources for the government that would evolve under the Constitution would rise sharply. That is why their objections led to the Bill of Rights, to limit that tendency (though with far too little success that has survived to the present).

Anti-Federalists opposed the Constitution on the grounds that its checks on federal power would be undermined by expansive interpretations of promoting the “general welfare” (which would be claimed for every law) and the “all laws necessary and proper” clause (which would be used to override limits on delegated federal powers), creating a federal government with unwarranted and undelegated powers that were bound to be abused.

One could quibble with the mechanisms the Anti-Federalists predicted would lead to constitutional tyranny. For instance, they did not foresee that the commerce clause would come to be called “the everything clause” in law schools, used by centralizers to justify almost any conceivable federal intervention. The twentieth-century distortion of the clause’s original meaning was so great even the vigilant Anti-Federalists could never have imagined the government getting away with it.

And they could not have foreseen how the Fourteenth Amendment and its interpretation would extend federal domination over the states after the Civil War. But it is very difficult to argue with their conclusions about the current reach of our government, not just to forcibly intrude upon, but often to overwhelm, Americans today.

Therefore, it merits remembering the Anti-Federalists’ prescient arguments and how unfortunate is the virtual absence of modern Americans who share their concerns.

One of the most insightful of the Anti-Federalists was Robert Yates, a New York judge who, as a delegate to the Constitutional Convention, withdrew because the convention was exceeding its instructions. Yates wrote as Brutus in the debates over the Constitution. Given his experience as a judge, his claim that the Supreme Court would become a source of almost unlimited federal over-reaching was particularly insightful.

Brutus asserted that the Supreme Court envisioned under the Constitution would become a source of massive abuse because they were beyond the control “both of the people and the legislature,” and not subject to being “corrected by any power above them.” As a result, he objected to the fact that its provisions justifying the removal of judges didn’t include making rulings that went beyond their constitutional authority, which would lead to judicial tyranny.

Brutus argued that when constitutional grounds for making rulings were absent, the Court would create grounds “by their own decisions.” He thought that the power it would command would be so irresistible that the judiciary would use it to make law, manipulating the meanings of arguably vague clauses to justify it.

The Supreme Court would interpret the Constitution according to its alleged “spirit,” rather than being restricted to just the “letter” of its written words (as the doctrine of enumerated rights, spelled out in the Tenth Amendment, would require).

Further, rulings derived from whatever the court decided its spirit was would effectively “have the force of law,” due to the absence of constitutional means to “control their adjudications” and “correct their errors.” This constitutional failing would compound over time in a “silent and imperceptible manner,” through precedents that built on one another.

Expanded judicial power would empower justices to shape the federal government however they desired, because the Supreme Court’s constitutional interpretations would control the effective power vested in government and its different branches. That would hand the Supreme Court ever-increasing power, in direct contradiction to Alexander Hamilton’s argument in Federalist 78 that the Supreme Court would be “the least dangerous branch.”

Brutus predicted that the Supreme Court would adopt “very liberal” principles of interpreting the Constitution. He argued that there had never in history been a court with such power and with so few checks upon it, giving the Supreme Court “immense powers” that were not only unprecedented, but perilous for a nation founded on the principle of consent of the governed. Given the extent to which citizens’ power to effectively withhold their consent from federal actions has been eviscerated, it is hard to argue with Brutus’s conclusion.

He further warned that the new government would not be restricted in its taxing power, and that the legislature’s war power was highly dangerous: “the power in the federal legislative, to raise and support armies at pleasure, as well in peace as in war, and their control over the militia, tend, not only to a consolidation of the government, but the destruction of liberty.”

He also objected to the very notion that a republican form of government can work well over such a vast territory, even the relatively small territory as compared with that of today:


  History furnishes no example of a free republic, anything like the extent of the United States. The Grecian republics were of small extent; so also was that of the Romans. Both of these, it is true, in process of time, extended their conquests over large territories of country; and the consequence was, that their governments were changed from that of free governments to those of the most tyrannical that ever existed in the world.



Brutus accurately described both the cause (the absence of sufficient enforceable restraints on the size and scope of the federal government) and the consequences (expanding burdens and increasing invasions of liberty) of what would become the expansive federal powers we now see all around us.

For all his concerns more than two centuries ago, today, Brutus would conclude that he had been far too optimistic. The federal government has grown orders of magnitudes larger than he could ever have imagined (in part because he was writing when only indirect taxes and the small federal government they could finance were possible, before the Sixteenth Amendment opened the way for a federal income tax in 1913), far exceeding its constitutionally enumerated powers, despite the constraints of the Bill of Rights. The result burdens citizens beyond his worst nightmare.

The judicial tyranny that was accurately and unambiguously predicted by Brutus and other Anti-Federalists shows that in essential ways, they were right and that modern Americans still have a lot to learn from them. We need to understand their arguments and take them seriously now, if there is to be any hope of restraining the federal government to the limited powers it was actually granted in the Constitution, or even anything close to them, given its current tendency to accelerate its growth beyond them.




22. Term Limits Won’t Stop Government Abuse

PUBLIC objections to an increasingly irresponsible government, especially at long-term incumbents who seem immune to re-election pressures, has frequently led to efforts to limit the number of terms elected officials can serve as a reform measure.

Term-limitation measures will clear out those who cannot grandfather themselves in, throwing many of those symbolizing the system’s failings out of office (probably into lucrative lobbying careers). They also will eliminate congressional Methuselahs in the future. But it is not clear that they will lead to a more responsible government.

Term limitations are unlikely to contribute much to fixing our nation’s governance problems because these failings are primarily rooted in what the government is allowed to do, not in which particular members do it for how long. The central problem is that long-standing constitutional constraints limiting government power have been progressively eroded, so that government has increasingly turned from being the protector of the property rights of its citizens against the violations of others to being itself a pervasive violator of those rights. The resulting ability to help your friends at others’ expense leads to the abuse of government power regardless of how long any individual may stay in an elective office.

Consider Article 1, Section 8 of the Constitution, granting Congress the power to levy “uniform taxes” to provide for the “general welfare.” In contrast, today’s tax code is fiddled with discriminatory taxes designed to burden particular subgroups of the population, following the dictum: “Don’t tax you. Don’t tax me. Tax the fellow behind that tree.” Furthermore, a large share of government expenditures, such as the multibillion-dollar agricultural price support programs, are designed to benefit certain groups at taxpayers’ expense. There is nothing in the Constitution that even hints that using general tax revenue for the provision of benefits to such special interests is a legitimate federal function. But the fact that such policies are now considered acceptable (even commendable, by the beneficiaries) leads to abusive government.

Consider also the Fifth Amendment’s statement: “nor shall private property be taken for public use, without just compensation.” While this prevents the government from physically taking your property without payment, current court interpretations let the government take large parts of its value to benefit particular special interests through regulations and restrictions (such as rent-control laws, which may not physically take apartments from their owners, but which transfer much of their value to current tenants). This ability to regulate costs onto others in order to help supporters is another source of abusive government.

Similar reinterpretations have befallen other parts of the Constitution, such as the contracts and commerce clauses, which essentially have been transformed from barriers against government intrusion into open invitations under almost any pretext. Again, the effect has been to expand the power of legislators and bureaucrats into areas our Founding Fathers tried to put beyond their reach.

The result of such changes has been an increase in the power of a few government officials to do what our Constitution formerly ruled out, and this has led to governance that is a far cry from one primarily concerned with promoting the general welfare. Once these powers have been seized by government, concentrating them further in illimitable legislators can worsen the results. But reforms such as term limits would not solve the underlying problem: government theft (involuntary transactions where some are made worse off is a necessary corollary of violating either the takings clause or the general-welfare requirement); it would only alter who would be allowed to do it.

As term limits became law, parties could control seats through a series of candidates instead of through particular party members, especially as squeezing party contributors and gerrymandering become more precise sciences. Substituting party power for that of individual members may well move our government further from its constitutional ideal. Term limits could also make legislators even more keenly aware of their future job prospects, increasing special-interest influence over those involved in current legislation. Further, making all elected officials more transitory would increase the power of the unelected, permanent bureaucracy, hardly a prescription for more responsible government.

Reforms such as term limits attempt to address aspects of irresponsible government that are unfortunately far from its core. Unless the Constitution’s restrictions on government powers are taken more seriously, term limitations will do little to produce a more responsible government. In fact, absent a return to the more limited role for government envisioned in the Constitution, there are no “reforms” that are likely to substantially reduce government abuse.




23. Government-Pension Bonanzas

POLITICIANS, who face re-election campaigns before many (and often the most important) of the effects of their policies become apparent, have a short-term bias. The explosion in underfunded pension and retiree healthcare promises to government workers is perhaps the leading current illustration, with potential bankruptcies of many cities the result of the fiscal trap governments have created for themselves.

You cannot seriously deny that gold-plated retirement packages have saddled state and local governments with serious fiscal problems (though government-worker unions still do). Even before the housing and market meltdowns, a 2005 review of California’s biggest government agencies found pension, healthcare, and workers’-compensation commitments more than one hundred billion dollars underfunded. In Stanford professor (and former assemblyman) Joe Nathan’s words, “from Stockton to San Diego, government pension costs are crushing local governments.”

The political logic for such compensation backloading is obvious, despite its harm to citizens. Public-employee groups are well-informed about their compensation packages and use their clout to expand them. In contrast, citizens who know their votes won’t alter election outcomes pay little attention. But mushrooming budgets with scandal potential could attract their interest. The political solution has been to reward the influential government-employee unions generously, but dodge public scrutiny by deferring the bill until retirement. When those obligations come due, politicians hope to have moved on or insulated themselves from electoral accountability.

However, despite the commonplace reality of public-worker-retirement bonanzas, the question is whether they make sense for citizens. The misleading and unsatisfactory rationales that have been offered in their defense make it clear that the answer is no.

The traditional defense is that public employees are underpaid compared to private-sector counterparts, so retirement benefits must be sweetened to compensate. That may have been true once (although one would look in vain for similar job and income security in the private sector), but those days are long past, with many earning current salary and benefit packages substantially beyond those in the private sector.

Supplementing that argument, financial forecasts have been manipulated to claim that increased retirement benefits would be essentially free to taxpayers. They simply assumed implausibly large returns to their investment portfolios at the time retirement boosts were under consideration, so that by the time the false assumptions become apparent, taxpayers are already legally on the hook to fund any shortfalls.

The next common claim is that pension boosts are essential for public agencies to attract and retain quality employees. Of course, you would have to look very hard to find a real example of such a problem. Agencies have not, in fact, struggled to find workers they found adequate and few of their employees quit, clearly refuting that claim.

The pension boosts and pension spiking also violate the principle of pay for performance. Benefit boosts apply to existing workers, who are often virtually immune from layoff and whose long tenures have revealed they aren’t leaving, making any added motivation minimal. And for older existing workers, the rich lifetime payouts and manipulation techniques are negotiated when they will work only a few more years, so they do not even apply to most of their working life. But such retirement sweetening has offered employees payoffs frequently large enough to give recipients more in each year of retirement than their peak year while working.

It is long past time the citizens of many state and local government entities take seriously the deferred-compensation disaster. It has created benefits to government-employee unions at a massive price to the public. That the best defenses offered by those who concocted and supported the plans are laughably inadequate  made possible only because citizens fail to think carefully about them  makes that clear. But the next step is much harder, because that requires policies focused on benefiting citizens, rather than politically dominant “public servants.”




24. Gut and Amend: Gutless and Abusive

IN civics and government books, you find diagrams summarizing “how a bill becomes law.” It shows multiple steps during which citizens’ representatives consider bills before they can be enacted. That imagery of responsible deliberation is also cultivated by candidates on the stump.

Unfortunately, the end of each California legislative session illustrates a much sadder civics lesson by way of “gut and amend” (GANDA) bills.

As legislators race to pass bills before the deadline, the powerful take unrelated bills and replace them with completely different bills. Then, in the last-minute frenzy, they try to rush them through the last steps with minimal scrutiny (e.g., it is not unusual for there to be multiple different committee hearings in one room in an hour). A sharper contrast with the “good government” civics illustration is hard to imagine.

2011’s GANDA crop was a good addition to a long history of legislative abuses. Its “highlights” included SB 922, which changed from a measure to add tuberculosis to information that may be disclosed under California’s immunization system to a measure barring local governments from banning project labor agreements. SB 202 also made the list by morphing a bill to raise the filing fee for ballot initiatives from two hundred dollars to two thousand dollars into one that would only allow ballot initiatives at November general elections and explicitly delayed consideration of one (ACA 4) until 2014. And those are far from the only examples, reflecting little change from the previous year, when Dan Walters reported that “dozens of bills were changed, sometimes introducing entirely new pieces of legislation.”

GANDA bills deserve rejection as blatant abuses of the legislative process, designed to escape virtually all scrutiny rather than to enable diligent deliberation.

Bills that command the necessary consensus can pass in the light of day. Only those without sufficient support need the subterfuge of last-minute GANDA maneuvers that leave too little time for reading, much less evaluation.

Those who benefit from GANDA changes defend the process, but their argument is preposterous. It amounts to claiming that, despite missing deadlines or failing to get approval, sometimes the legislature “just needs to act.” But that is not a reason; it simply assumes its conclusion  proponents need to be allowed to circumvent the rules to enact their failed pet projects and special favors for no other reason than that they decided it was necessary.

For a GANDA bill to benefit Californians would require several things to be true. Unfortunately, they are typically false.

The bill would have to be the legislature’s business. Although they inject themselves everywhere, in fact there is very little legislation that can advance our general welfare. Benefiting some at others’ expense is another matter, but Californians’ welfare requires that such bills be stopped, not greased through the process.

Only the legislature must be capable of dealing with the problem. Where people can work things out for themselves, no legislation is needed. Those whose wisdom politicians laud during campaigns deserve credit for equal intelligence about their own affairs.

The problem must be so urgent that it cannot wait for the next legislative term. And the sponsor must actually know how to solve the problem efficiently and equitably.

Any bill that met these requirements to actually benefit Californians could navigate the normal legislative process. So a legitimate GANDA candidate must also come as a sudden surprise. But it strains credibility to think that a legislator could quickly develop a real solution to some serious problem that was both unrecognized and undisclosed just weeks before, yet need to sneak it through.

Gut and amend survives only because it lets legislative urgency disguise legislators last-minute actions from public accountability. Proponents may “need” it for their purposes, but those purposes do not advance the welfare of all Californians. So every gut-and-amend bill is not only gutless, but deserves rejection as a reprehensible abuse by those who claim to represent us.




25. Confusion on Capital Controls

IN “Hot Money Blues,” New York Times columnist Paul Krugman used Cyprus’s financial crisis to endorse controls on international capital flows, arguing that “unrestricted movement of capital is looking more and more like a failed experiment.” Unfortunately, his scapegoating of investors as the problem, while offering government control as the solution, confuses cause and effect.

Krugman’s core argument against unrestricted international capital markets is that they are too free. As a result, capital can be too easily withdrawn from a country, so “speculative” financial withdrawals could cause domestic and international crises. He proposes more “wisely conceived and managed” government regulation (the normal euphemisms for restrictions) of the capital market in order to prevent any more cases of what one critic termed “the free market gone absolutely wild.”

But open capital markets are part of the solution, not the problem. For instance, a National Bureau of Economic Research (NBER) study by Geert Bekaert and two co-authors found that the “perception that foreign capital not only increases volatility in the financial markets, but also in the real economy” is inconsistent with the evidence.

Those, such as Krugman, who blame open capital markets for volatility and crisis confuse symptoms and pathology. International-financial-market gyrations are not the cause of domestic crises. Rather, both financial and domestic difficulties are a consequence of failed government policy. Financial turmoil is exacerbated as investors see more bad government policies designed as Band-Aids and anticipate the likely perverse effects of these ad hoc measures sometime in the future.

The increased speed with which global integration allows capital and currency markets to respond to changed policies (or expectations of changing policy) has led many to scapegoat open markets themselves, deflecting blame from where it really belongs. A more precise understanding would be that open markets are enhancing investors’ ability to avoid being forced to bear the burdens of adverse policies.

Capital finds good climates. This reduced cost to investors of moving threatened investments elsewhere has served to limit governments’ ability to hold those investments hostage. Policy blunders are therefore punished more quickly and utterly than in the past.

It is increasingly true that if a government’s exactions are too severe or its policies too adverse, investors who would have formerly been stuck with the burden can now more easily exit. This situation forces governments to inch closer to respecting property rights and the rule of law, disciplined by the worldwide competition for capital (though that discipline is routinely undermined by implicit and explicit government guarantees and debt-forgiveness programs). All countries’ residents benefit from free movement of capital, as the threat of capital flight constrains governments’ power to burden both citizens and investors without giving them sufficient value in return.

Attempts to change these dynamics  not only as in the Cyprus crisis, but in other cases Krugman cites as failings of free markets  compound the government failures.

For example, the Mexican peso and Thai baht crises resulted from governments trying to maintain both fixed exchange rates and inflationary monetary policy, combined with the prospect of bailouts should things collapse. Absent capital controls, such policies drive capital away more quickly than before, making them increasingly self-defeating. And when crises ensue, they are not caused by competitive capital markets per se, but are the (socially costly) result of trying to ignore the messages of the market speaking out against the flawed policies. The solution is not to restrict international financial markets, muffling the messenger of government mistakes, but to end the policies that force capital to flee for safety to begin with.

That governments and statists wish to blame investors for the problems caused by their policies and shift the burden onto them by imposing capital controls is hardly surprising. But that is all the more reason to favor open international capital markets. As Nobel Prizewinning economist Robert Mundell put it, “It is a myth that capital flows are destructive and destabilizing.” Monetary historian Anna Schwartz made it even clearer: “In every case where foreign money leaves a country, it’s because something is wrong in that country.”




26. Locke, Liberty, and Collective Action

AUGUST 29 marks the 1632 birth of John Locke. It has been said that the Declaration of Independence would not have been written without him (Jefferson was even accused by Richard Henry Lee of plagiarizing part of the Declaration from Locke’s Second Treatise on Government). Given that Locke’s views are in sharp contrast with current government practice, illustrated by the president’s second inaugural’s assertion that “preserving our freedoms ultimately requires collective action,” it is worth remembering Locke’s wisdom.

President Obama’s many proposals and speeches demonstrate that his statement implied that liberty requires big government. But that would have shocked America’s founders, whose views echoed Locke’s. That is why it is instructive to modify the president’s statement into one both true and consistent with our founding. Rewording it to “preserving our freedoms ultimately requires one type of collective action, but rules out many others,” reveals that the president’s proposals are excluded by Locke’s understanding of liberty, not justified by it.

Locke considered what would characterize a state that existed for the welfare of its citizens, rather than the reverse. Because


  All men are naturally in  a state of perfect freedom to order their actions, and dispose of their possessions and persons, as they see fit  without  depending upon the will of any other man,



his touchstone was when people not already committed to a society would willingly join it.

Since joining would be voluntary, none could be harmed to benefit others. All would have to benefit, which is the plain meaning of advancing the general welfare.

What could a government restricted to solely advancing citizens’ general welfare do? It could do one essential thing, deriving from individuals’ “natural right” to themselves and their productive efforts. Self-ownership is limited in effectiveness because an individual trying to protect his rights against violation could find it very costly and he could still be overwhelmed by superior force. Therefore, joining together to mutually defend everyone’s property would make all more secure, expanding the consequent voluntary arrangements that immensely benefit everyone.

In Locke’s words:


  The end of law is  to preserve and enlarge freedom  for liberty is to be free from restraint and violence from others  to dispose, and order as he wish, his person, actions, possessions, and his whole property.

  Man  is willing to join in society  for the mutual preservation of their lives, liberties and estates, which I call by their general name, property.

  Political power  can have no other end  but to preserve the members of that society in their lives, liberties, and possessions.



Locke’s view, reflected in our founding documents, is that preserving our freedoms requires one type of collective action  joint action to preserve our rights more effectively  but no more. Actions beyond that sphere are clearly ruled out:


  The supreme power cannot take from any man any part of his property without his own consent  the preservation of property being the end of government, and that for which men enter society.

  Whenever [rulers] endeavor to take away  the property of people  by this breach of trust they forfeit the power the people had put into their hands for quite contrary ends.

  The community perpetually retains a supreme power of saving themselves from  designs against the liberties and properties of the subject  of those who invade this fundamental, sacred, and unalterable law of self-preservation, for which they entered society.



Locke’s view contradicts that of President Obama, because government can only give what it takes from others. A transfer society inherently violates government’s essential task of protecting the property of those people taken from.

With the core of President Obama’s agenda being taking from some to give to others, through mandates, regulations, “taxing the rich,” expanding entitlements and social welfare spending, etc., it is strikingly at odds with America’s Lockean foundation. His version of “preserving our freedoms ultimately requires collective action” violates the one type of collective action that is justifiable, replacing it with a vast array of collective actions that need to be ruled out, if we are to have liberty.

Locke came to that conclusion as well, when he wrote: “Rulers should be  opposed, when they grow exorbitant in the use of their power, and employ it for the destruction, and not for the preservation of the properties of the people.”




27.Unity despite Disagreement

AS both the imposition of and responses to Obamacare have shown, despite boilerplate beltway calls for unity, the policy proposals that come from Washington guarantee increased disunity. The problem is that Americans’ have often diametrically opposed preferences for what they want government to do, guaranteeing disunity under our current approach to governance.

Opposing desires (you want “A” but I want “not A”) mean that no national approach or plan can form the basis of unity. Instead, only returning to our Constitution’s forgotten federalism, specified in the Tenth Amendment, can we reconcile the reality of disagreement with national unity.

The Constitution assigned only a few truly shared interests to the national government, reserving everything else for individuals and states, allowing citizens to vote with their feet into jurisdictions that better matched their preferences for government services and burdens. This option to leave unattractive situations for ones better suited to them was a central protection of citizens against government abuse.

Federalism reconciles unity with individual differences by allowing those with similar preferences to share policies they prefer and by giving citizens an exit option that sharply limits government’s ability to mistreat them. However, the more is decided nationally, the less effective is this reconciliation.

Where preferences are inherently contradictory, national plans create conflict by imposing uniform policies on many who strongly object. They eliminate states as experimental laboratories to discover what works more effectively. They make controlling federal policy more important and battles over its control more intense. Americans’ rights and unity are both put at risk.

Government’s ability to mistreat citizens by imposing tax, regulatory, and other burdens on them to benefit others is limited by people’s ability to move in a federal system. Far more than regional governments, the federal government can treat some very badly without driving them away, since the unattractive alternative is leaving the country. That allows federal decision makers to take more from such people to give more to those they politically favor. This greater potential for some to promote their causes at others’ expense is why those wanting less to be taken from them favor federalism, or even better, allowing individuals to make their own choices, while those wanting more redistribution in their favor prefer national policy making. However, government policies that harm some to benefit others cannot unify people.

Unity can only be achieved when people share similar preferences about common policies. Given different preferences, that requires leaving most decisions, where people need not make the same choices, to individuals. It also requires federalism, to reduce the harm government policies can impose on citizens.

But Americans have had ever-more decisions dictated by Washington. No citizen can escape the power of federal dictation and redistribution, and no lower-level governments are beyond its mandates and influence extorted with federal funds.

American unity is achievable only by reducing arbitrary government power over us. But the erosion of federalism and its protections for both individuals and lower-level governments against federal abuse has increased that arbitrary power. To rebuild our unity beyond that of one coalition in Washington united in ripping off others, we must return to the vision of federalism that was an important condition of our founding. It cannot create unity where none exists, but it will reduce our disunity and the government abuse it triggers.

Federalizing everything, including plainly private and local choices, has not benefited or unified America. The divisive battles to control what is to be imposed on everyone makes that clear. If we want more unity, we need to take the federalism of the Constitution seriously again, leaving people to make their own individual choices where they need not be in common, and lower-level governments to make regionally shared choices that need not be uniform nationwide. No other nationwide policy approach can unify us, except in what Thomas Hobbes called “a war of all against all.”




28. Restoring Regulatory Accountability

MORE than four decades ago, when it was enacted, no one believed the Clean Air Act included carbon dioxide as a pollutant to be regulated. Then the Supreme Court decided it was and the EPA has asserted broad authority to regulate it. Unfortunately, missing from this process has been accountability to Americans.

Legislators from the 1970s aren’t politically accountable, due to the passage of time and the vagueness of the law. Neither are life-tenured Supreme Court justices and unelected executive-agency bureaucrats. And an accountability reform called the Congressional Review Act, which gave Congress power to block major regulatory rules within sixty days, has also proven toothless. An attempt to halt the new EPA rules, facing an Obama administration veto promise, failed narrowly in the Senate.

The EPA’s arrogation of vast powers over carbon dioxide shows how far America has left the Constitution behind. “The highest law of the land” specifically assigns all legislative powers to Congress, yet Congress has abdicated lawmaking responsibility by delegating that power through vague mandates to executive agencies, which then impose the actual regulations that legally bind Americans.

This illustrates the need for the Congressional Responsibility and Accountability Act, repeatedly introduced for years. It would end legislative delegation by allowing regulations to take effect only if passed by Congress and signed by the president. It would offer some true political accountability, by moving us back toward the earlier constitutional understanding of legislative powers, gutted in US v. Grimand and subsequent court rulings.

Before 1911, Congress had begun giving administrative agencies power to formulate specific rules to implement Congress’s general policy objectives. But in Grimand, the Supreme Court gave such administrative rulings the full force of law, with delegation mushrooming since.

The result has been ever-growing power for federal bureaucrats, resulting in thousands of regulatory rules imposing hundreds of billion dollars in annual burdens. But bureaucratic czars need not clearly spell out their policies and their consequences to the public, much less submit themselves for voter approval. And whenever a scandal reveals some regulatory abuse or failure, politicians hide from their responsibility by blaming the bureaucrats they delegated the power to and then failed to effectively oversee  a clear breakdown in our constitutional protection from arbitrary government power.

There is another very practical reason for reining in our current Pandora’s box of congressional delegation, as with the EPA. Legislators who must leave policy details vague, to be filled in later by others, don’t know enough to reliably improve social outcomes.

To adequately address a societal problem requires detailed knowledge of the problem and the specifics of how they will be “fixed.” But legislators who really knew the details of how to fix a serious social problem would trumpet them at every opportunity to ensure they would get the credit. So when they delegate policy details to agency bureaucrats, they reveal they do not know how to create a workable plan.

Despite the ineffectiveness of legislatively delegating vaguely outlined responsibilities to executive agencies as a basis for public policy, it is so prevalent because it gives the appearance of legislative solutions without requiring legislators to actually have them. With voters poorly informed about the details of problems and policies, that appearance works almost as well electorally (and sometimes better, as when inconvenient facts must be glossed over) as actual solutions. It also provides scapegoats for when an agency starts getting too much political heat since legislators can claim they did their part when they threw money at the problem, and make sure agency “bureaucrats” take the blame for any problems.

Americans constantly hear about accountability from public servants. But that is more slogan than reality. Reinstating a requirement that Congress and the president approve all laws, which major regulatory rules really are, would give accountability rhetoric some real meaning. Not only would it bring us back toward the Constitution, it would force elected officials to answer for agency excesses and failures  rather than letting them blame bureaucrats for their own lack of real solutions.




29. Are So! Am Not!

IN current electoral campaigns, name-calling plays an important role (though often stage-managed through surrogates and political fellow travelers). Parties focus intense efforts to frame issues in a way that puts them in white hats and their opponents in black hats, as when, in 2008, Barack Obama characterized John McCain as offering another George Bush term, triggering McCain’s response that Obama would offer another Jimmy Carter term.

This reflects the political maxim that “if you’re explaining, you’re losing.” Candidates know that if they must spend most of their time and energy defending their positions against others’ charges, they have lost the framing fight. The debate has been defined in a way that makes them look as bad as possible (the nonpolitical equivalent is asking the famous double-bind question: “Have you stopped beating your wife yet?” which impugns your character however you answer). And if the framing fight is lost, so is the election.

However, the “Are so! Am not!” exchanges such charges trigger, as parties try to sell their spin on each issue, follow a long tradition of political name-calling. In fact, many are essentially just re-runs of earlier campaigns.

Remember when Bill Clinton was attacked as a “tax-and-spend liberal” who never met a government program he didn’t like, but he insisted he was “investing in America,” instead? Voters bought into the latter view and Clinton won. Subsequent campaigns have divided along similar lines.

Similarly, the “supply-side” versus “trickle-down” interpretation of taxes on “the rich” (not to mention variants like “voodoo economics” or even “dj-voodoo economics”) are being recycled.

The “supply-side” argument is that where government policies create particularly adverse incentives for productive activities (e.g., high tax rates or overly burdensome regulations), they should be made less adverse. More production would take place, benefiting all concerned. Who could oppose that? Calling that approach “trickle down” reframes it to imply that it is really giveaways to the wealthy at others’ expense, where the rest of us only benefit to the extent they eventually spend some of their gains, and a few benefits dribble down the economic food chain. Who could favor that?

The even-older confrontation between “knee-jerk” conservatives and “bleeding heart” liberals has also been recycled, in different words. To be called a knee-jerk conservative implied that you just didn’t care about others  that you opposed every government program that would help people because you callously only cared about your own wallet. The bleeding-heart liberal response implied that while you considered yourself caring, you so misunderstood the real-world consequences of your attempts to help that your “solutions” often actually hurt the intended beneficiaries, as well as others.

These examples do not exhaust the recycled rhetorical gambits Americans get carpet-bombed with during elections. Phrases like “cut and run” and “Bush lied, people died” will do battle. “Extremist” will be resurrected to portray candidates, their supporters, and their Supreme Court appointments. And new pejoratives, claims, and counterclaims will be born to recycle in future campaigns as well.

Elections have increasingly consisted of searching for magic phrases (e.g., “hope and change”) to frame debates to partisan advantage. But knowing that the fight is often about how to present issues in incomplete, misleading ways can protect Americans from being victimized. The key is remembering that policies are more complex than reductionist phrases and that adequate evaluation always goes beyond name-calling. Despite desires for a simple world of white hats and black hats, no turns of phrase or sound bites can replace careful consideration of the details of proposals and their effects. Only that can keep the “lies, damned lies, and statistics” that comprise so much of campaigns from hoodwinking voters.
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III. Language Distortions

THE chapters in “Language Distortions” focus on the fact that the words we use commonly misrepresent the circumstances, alternatives, and choices that we face. They include ideas, words, and phrases that, while not inherently objectionable, can be used to mislead our understanding. Very often, this distortion is the principal intent.

One of the most abused words is “need,” used as a basis of policy. Not only do people differ sharply about what need means, its usage forecloses accurate analysis of the trade-offs (between so-called needs) scarcity forces individuals and society to confront, and adds the implication that someone else should provide what a particular person needs. Similarly, the word “must” is used to foreclose consideration of alternative options.

Distortions of “we” or “us” are also very common. When “we” must do something, it overlooks the crucial question of which ones of “us” will pay, and how much, to benefit others of “us.” We are not treated equally, and “we” often refers to very different groups, making its use inherently misleading. For example, when people say “we paid for Social Security and Medicare, and we get the benefits,” it hides the fact that some of us get vast benefits at others’ vast expense. That redistribution is why “we,” rather than the more honest “paid for by someone other than me,” is popular in politics; it allows people to feel noble using other peoples’ money.

Another word primarily used to distort understanding is “greed.” Its usage not only misidentifies self-interest as selfishness (e.g., wanting to acquire more resources to better feed and house your family advances your self-interest, but is not selfish), but it is almost always used inconsistently, accusing others of greed, but not oneself. Generally it is a way to say that advancing your self-interest is not justified, but mine is, so my desires should trump your rights. “Greed” is also often used to demonize markets, even though greed causes no harm to others when people are restricted to solely voluntary arrangements (in fact, the greedier someone was, the more they would be willing to do for others to get the resources in free markets). Yet it is ironic that what Thomas Paine called the government’s “greedy hand” on behalf of its favorites is typically not seen as greed.

The word “fairness” (or equity or justice) is another common weasel word. It implies that we all agree on its definition, and that the alternative is unfairness, when, in fact, we disagree sharply about what fairness and unfairness mean. Further, those different meanings are often mutually inconsistent (e.g., the libertarian view of fairness is in direct contrast with the egalitarian view, to be achieved via government policy). The same inconsistency is reflected by the term “social justice,” because what is described as social justice requires violating justice as traditionally understood (e.g., Cicero’s definition of “giving to each his own”).

The word “efficiency” is another often-abused term in policy making. It is used to imply that there is some objective measure of what is efficient. However, efficiency is subjective and depends on the circumstances and preferences of the decision makers involved. So asserting that some choice or policy individuals have not chosen for themselves is efficient goes beyond what is knowable. In the economics literature, “efficient” is generally described as making everyone better off, but the criterion actually used is whether the gainers gain more than the losers lose, so that in principle, the losers could be compensated for their losses, leaving them better off. But such compensation is seldom paid in politics, and describing a policy that harms some to benefit others as efficient is gross misrepresentation.

A further misleading aspect of language for policy making is that it frequently fails to incorporate the fact that most choices are marginal choices, where individuals choose to do a bit more or less of something, starting from one’s current situation (e.g., when a student decides to study a little bit more than they are already doing). The word marginal is seldom employed in English usage, which more commonly uses “all or nothing” or categorical language (e.g., X is more valuable than Y), which misrepresents such choices (e.g., given my current circumstances, a little bit more X would be worth the amount of Y that I would have to give up). In fact, a good indicator of when economics students really start to “get” it is when they begin to talk differently, particularly in using marginal language. Similarly, treating situations with multiple options as binary choices between only two options borders on willful duplicity.

Another popular misrepresentation introduced by language is treating trades as involving exchanges of equal values (quid pro quo). If both sides of an exchange were of equal value, no one would gain, so trade would not take place. However, self-interest and voluntary arrangements mean that all parties to uncoerced exchanges get more in value than they give up. That also implies that there can be great harm in policies that restrict trade (e.g., taxes), because they eliminate mutual gains that would otherwise have taken place, yet those costs are routinely ignored in policy making.

In the chapters that follow, we will also discuss several other forms of misleading language that can confuse crucial issues. We will discuss abuses of the word “right” that fail to distinguish negative rights (protections against others’ abuses, which are the only type of rights we can all have at the same time), such as emphasized in the US Constitution, from positive rights (rights to have things), even though giving positive rights to some requires the violation of others’ negative rights. We will discuss using war rhetoric to describe domestic programs, when they are vastly different in nature; focusing only on the party protected in discussing government protectionism, when it benefits a few who are politically powerful at greater harm to far more people (but it is not called harmism); using freedom language in ways that imply others must be denied the same freedom (e.g., unions’ use of freedom of association to describe coercively enforcing their special treatment, which denies nonunion workers and employers the same freedom); using the word unity, which implies all agree, to describe where one group with a majority agrees to benefit themselves and their causes by imposing harm on others; and much more.

By the end, it is my hope that readers will have a better understanding of the need to handle language with far more care, not only in their own speaking and writing, but particularly when evaluating rationales offered to justify political policies.




1. Can you say Marginal Rate of Substitution?

ONCE, when my newborn son was barely back from the hospital, I was holding him in my arms with my wife looking on. I asked him, “Can you say marginal rate of substitution?” My wife recognized that as a bit of economics jargon and accused me of trying to turn our son into an economist like me.

While it was said as a little joke between the two of us, the longer I teach and write, the more I seriously wish people actually thought in such marginal terms, because many of the times that we confuse ourselves and others are due to our failure to do so.

The marginal rate of substitution (MRS) is the term used to describe the rate at which a person would willingly give up one good or service in exchange for another, from his current situation (i.e., at the current margin of choice). Its focus is on the trade-offs, made necessary by scarcity, that individuals are willing to make between alternatives, a focus often absent in how we reason, which leads to serious misunderstandings and impaired choices.

The word “need” is a prime example of the failure to think in terms of marginal trade-offs.

Since many choices forced on us by scarcity are between different “needs,” calling something a need diverts attention from the actual choices faced. For instance, a person’s need for water to drink is irrelevant to virtually every choice they make about water. If the price of water rose from its current level, they would not cut back appreciably on water to drink. Instead, they would cut back on some of the many low-valued uses they put it to (and all of us frequently treat water as nearly valueless, because it is cheaply available, and we use it whenever the benefits of doing so exceed its very low price). That is, people’s water needs will not be given up, so discussing water in terms of need adds confusion rather than insight. The same is true for innumerable other supposed needs.

The word “need” is also typically used to imply that someone ought to have something they don’t. Therefore, “need” is used to imply that they should therefore be given the good (which is why “need” in political discourse really means “I want it but I do not want to pay for it”). But if you had sufficient resources at your disposal, you would buy something if you really needed it. Further, since to give you a good requires that someone else must have the resources taken from them, to talk in terms of need blinds people to the real choice: how much should A’s supposed need force B to pay for A’s benefit  when A will not.

The confusion generated by talking in terms of need is often compounded by using the word “we,” as well, when things are to be provided to some from tax revenue raised from others. For example, people often argue for goods and services that “we” should provide. But the largest source of tax revenue is the income tax, which comes disproportionately from higher-income earners, while a large number pay zero income taxes (e.g., many students and retired people) or even negative income taxes (particularly those who receive EITC refunds).

As a result, when most people say “we” should pay for something, it really means “you, not I,” making such arguments highly misleading, if not duplicitous. And when such spending will be financed not by current taxes but by deficits  which are just delayed taxes whose incidence is kept unknown until after the fact  the same argument applies. One cannot correctly analyze such programs or proposals without knowing who will actually be forced to pay how much, so we can recognize the real marginal trade-offs.

Misusing the word “need” is just one example of the problems caused by thinking in categorical language. For instance, someone might say that good A is more valuable than good B (e.g., food as a category is more important than sleep as a category). However, that is not true: the relative value of various goods in reality depends greatly on circumstances and preferences (e.g., as anyone who does not want to get up when their alarm goes off in the morning is aware, sleeping a few more minutes may often be more valuable to them than eating in the next few minutes). Basing decisions on such erroneous premises makes mistakes inevitable.

Failing to think at the appropriate margins of choice is a staple of politics, with adverse effects. For instance, politicians are always telling people what they are for. But that is typically not what citizens really want to know, since politicians are all “for” pretty much the same things (e.g., peace on earth, our “general welfare,” Mom and apple pie, etc.).

Since politics consists of trade-offs, what we really want to know is the rate at which they would trade one thing they are for against other things they are also for, or the rate at which they would accept what they are against in order to get more of what they are for (i.e., at what price in other things that they are for will they “sell us out” on a particular issue). But what they are officially for or against gives us little insight into any of that.

Polls, after money the lifeblood of politics, also typically fail to ask the right marginal questions. One may ask, “Should we add another lane to the 101 freeway in the San Fernando Valley?” But the answer depends on what it is going to cost the person asked. Without knowing what costs respondents think they will pay when they answer, we have almost no idea what a yes or no response means. For that matter, even if the question specifies a cost of, say, two hundred dollars per year, we still can’t be sure of what their answer means, because they may be answering based on the often-very-different costs they actually expect to bear, rather than the cost specified in the poll question.

The deceptive mirage of central planning is also a result of failing to think in marginal terms. Those who find the cure for everything in planning ignore the fact that market prices reveal people’s MRS between goods, and without market processes to reveal that information, it is unknowable to planners. Central planning, which throws away the process by which relevant trade-offs are revealed, must throw away the wealth and mutual gain that acting on otherwise unknowable information makes possible, as both Ludwig von Mises and Friedrich von Hayek demonstrated.

Assertions of objective efficiency, and the regulatory impositions based on them, represent another failure to think at the margin. Preferences and circumstances differ, and anything that could alter the value of the expected marginal benefits or the marginal opportunity costs of a choice to a decision maker could change what people deem efficient. As a result, to regulate away allegedly inefficient options is either redundant (if an option is considered inefficient by everyone, no one will use the option anyway) or itself inherently inefficient (forcing people away from what they consider more beneficial choices).

For instance, where I live, air conditioners cannot be sold if they have less than a minimum level of thermal efficiency. But for someone cooling an infrequently used cabin, the added cost of the more energy-efficient air conditioner may easily be more than the value of the energy saved during use. And there are many other cases where supposedly technically inefficient choices are economically efficient (e.g., the fact that most of us choose to live in our current homes and drive our current cars, instead of “state of the art” new models).

Not only do objective-efficiency claims mislead, but they also serve as cover for assertions that someone other than the owner of a good should be given the power to decide for them. Their reasoning is that since the owner isn’t making the efficient choice (an oxymoron, from the owner’s perspective) their judgment should “obviously” be substituted for that of owners  for their own good. But what they really mean is that effective ownership should be taken away from current owners and given for free to those who “know better,” which is just a thinly disguised form of theft.

Failing to think at the margin makes some people blind to why trade is mutually beneficial. They think of market exchanges as involving equal values, so that no wealth is created by supposedly quid pro quo exchanges, rather than recognizing that exchanges take place only when all parties expect their marginal benefit to exceed their marginal cost (i.e., when they have different marginal rates of substitution between the goods or services involved). Failing to see the gains from trade, they also fail to see the harm imposed on society from restricting or penalizing it, a fallacy behind a host of very damaging restrictions on voluntary arrangements.

Marginal misunderstandings appear in all sorts of decisions, especially about public policy (especially because people have far-worse incentives to think carefully when they are spending other people’s money rather than their own).

For example, the current push to ensure that everyone has health insurance is supposedly motivated by the desire for everyone to have access to healthcare, but access to healthcare is a vastly different issue than health insurance (just as the absence of food insurance does not mean people will not eat). Food stamps are supported by people who don’t trust recipients to spend assistance on food, yet by substituting for money that would have been spent on food, food stamps act just like money for most recipients, doing nothing toward the underlying rationale for their use.

And the list goes on.

One need not talk in terms of marginal rates of substitution to avoid confusion about issues such as these. However, thinking at the margin about the innumerable choices scarcity has faced us with is a valuable antidote against mistaken reasoning.

It is particularly important insurance against those who would “sell” some political panacea with misleading language and arguments. Given the vast sea of political rhetoric that uses just such misrepresentation and misdirection to win political power at the expense of individual rights (at an MRS that is appalling to lovers of liberty), it is an important part of the arsenal against the continuing expansion of the state. After all, only such careful thinking can force its proponents to defend their real positions to citizens, rather than baffling and befuddling, as they do now.




2. Need and Public Policy

IN public policy debates the word most commonly invoked as the ace in the hole is “need.” However, “need” needs careful handling.

“Need” has the political advantage, but the logical disadvantage, of lacking a clear meaning. That allows it to be systematically abused to distort understanding and to reach desired conclusions that justify picking people’s pockets to pay for what someone else wants.

The concept has no universal meaning beyond “I want it, but I do not want to pay for it.” I learned this from my children, who wielded the word almost exclusively to extract benefits for themselves at parental expense. However, once we move beyond childhood’s focus on getting what is wanted by verbally manipulating parents, there is less reason to invoke “need.”

In a world of voluntary market arrangements, one seldom uses the word (except when explaining why one did or planned to do something). If you really “needed” something, rather than saying so you would simply buy it or earn the resources to do so. Need would result not in mere complaining, but rather in actions that benefit others as well.

When public policy is discussed, though, “need” is resurrected as a weasel word by whoever wishes to avoid paying for what he wants  a return to the paternalism of childhood  and it should therefore raise a warning whenever it is used.

In that context “need” assumes away the consequences of unavoidable scarcity. Scarcity exists for each of us, individually as well as for society, making trade-offs imperative. And some of those trade-offs involve choices among various “needs.” Therefore, calling something a need diverts attention from the actual choices faced.

“Need” makes people focus on the wrong margins of choice. For instance, that you need water to drink is irrelevant to virtually every policy choice made about water. If the price of water rose, it would not be drinking water that people cut back on, but rather some of their many other, lesser-valued uses for water. (We all frequently treat water as nearly valueless because it’s so cheap, and we use it whenever the benefits exceed its very low price.) So discussing water in terms of need adds confusion, rather than insight, to decisions. And the same is true for innumerable other “needs.”

“Need” implies agreement on what and how extensive it is. However, needs are in the eye of the beholder, and their perceived extent varies dramatically from person to person. (How much of X does one need?) When we don’t agree on its extent, using the word “need” masks that disagreement. It implies that the beneficiaries’ view is the relevant one, even when they are unwilling to offer enough to attract volunteers to supply their needs in the market. The often-different views of those forced to finance those needs are dismissed as irrelevant.

The idea implies that since people ought to have what they need, others have the responsibility to pay for such things if the ones in need cannot or will not do so. Unlike the cooperation in markets, this creates conflict whenever some of those “who can afford it” fail to volunteer to finance someone else’s need.

“Need” sometimes also implies that the impossible is possible. Saying we need to ensure that everyone on earth gets enough to eat is false. In all of human history, that has never been the case. Such assertions actually state desired situations  goals, not needs. And however much we may desire those goals, we often know no way to accomplish them, so they will be only distantly related to what is done in the name of achieving them. In such cases, “need” is used to argue that we must do something, ignoring that we will do little to achieve our goals or will even make things worse, especially in the long run as people respond to the perverse incentives produced by the policy.

In day-to-day conversation we are all sloppy with the word “need.” (For example, I need a shower.) That is fine as long as we know what we really mean. (I want to feel and smell clean.) The problem arises when we transmute the word into a central premise to justify policies that violate other people’s rights and property. “Need” means “need in order to accomplish desire X.” The simple use of the word, however, does not mean others have the responsibility to accomplish X on someone else’s behalf. And it does not justify violating “Thou shall not steal” through the subterfuge of government.

Judging from what public policy responses to “need” assertions have actually accomplished, they are just the rhetorical garnish necessary to justify using political coercion to plunder those who disagree about the extent of those needs. Those assertions don’t eliminate the alleged need, but they give more power to governments, which have never been known to be particularly responsible. That’s why the trillions of dollars spent on government programs addressing “needs” has accomplished so little.

The only thing that can ultimately help individuals meet their “needs” without infringing on others’ ability to meet their own is freeing them from the power others have to dictate to them, so they can make whatever voluntary arrangements satisfy them. Government “solutions” that undermine voluntary arrangements cannot provide for our needs as well, no matter how many times we invoke the word as a smokescreen to justify coercing others.




3. A Screed on Need and Greed

FOR years, Americans have been inundated with denunciations of “corporate greed” that has supposedly created scandal and led to prosecutions of CEOs. The greed of the fatcats is nicely contrasted with the “need” of the middle class and the poor. And so with these two little words we recreate a Marxian-style drama of class conflict based on human motivation.

These two words should be treated with care. Not only do they lack clear meanings, but they have been systematically abused to trigger the use of government power to coerce others. As Joseph Sobran put it, “‘Need’ now means wanting someone else’s money. ‘Greed’ means wanting to keep your own. And ‘Compassion’ is when a politician arranges the transfer.”

The problem with using “need” in any analytical sense is that it assumes away an essential aspect of economics  the fact that in a world of scarcity, choice is unavoidable. Such choices also include trade-offs among various “needs.” Therefore, calling something a need adds nothing but confusion to the analysis.

The word “need” diverts attention from the actual choices faced. It also implies that since people ought to have what they need, someone else must therefore have the responsibility to pay for such things if they cannot or will not. Need carries this implication even more strongly than “right,” since that calls attention to the fact that when government gives one what they assert a right to, it must violate the rights of those forced to bear the burden.

Economists must also insist on the term self-interest rather than greed or selfishness. After all, greed is in the eye of the beholder and there are many motives for acquiring command over resources that are not greedy or selfish, but do advance purposes people care about. For example, when Mother Teresa used her Nobel Prize money to build a leprosarium, she was not acting out of greed, but was acting in her self-interest. And everyone’s behavior reveals similar concerns that extend well beyond their narrow, selfish interests. Further, in terms of social cooperation, whether people are greedy is largely irrelevant  offering someone command over more resources can induce voluntarily cooperation, regardless of the purposes those resources will be put to.

The misuse of “need” and “greed” creates conflict whenever some people “who can afford it” do not volunteer to finance someone else’s need, as seen by that person or a third party who wants to help them with other people’s money. Then they are accused of heartlessly putting their greed before others’ need.

Unfortunately, that accusation includes a glaring inconsistency. Such critics are equally subject to their criticism of doing less than they could for the problem at hand. In effect, they say “I could do more than I now do for this cause, but choose not to (i.e., I do enough, in my own eyes); you, however, are to be forced to do more.”

The real questions about social and political affairs concern not motivations but institutions. The case for a market economy, writes Ludwig von Mises in his Epistemological Problems, rests on the logic of human action, which


  is independent of the motives that cause it and of the goals toward which it strives in the individual case. It makes no difference whether action springs from altruistic or from egoistic motives, from a noble or from a base disposition; whether it is directed toward the attainment of materialistic or idealistic ends; whether it arises from exhaustive and painstaking deliberation or follows fleeting impulses and passions.



Even if someone is greedy, regardless of how morally objectionable someone else considers it, that greed is turned to socially useful ends by reliance on voluntary arrangements. And no other way of arranging our relationships has that property. Whenever coercion is allowed, the “insurance” each has that others require his consent is taken away, and greed is turned to other people’s harm. That is why property rights, which limit people to voluntary arrangements, are best understood not as helping greedy people, but as the defense of what people have legitimately acquired from the greed of others who would like to take it from them.

Since other than through theft, government transfer schemes are the most common means of turning the greed of some into harm for others, a better understanding of greed and need comes from Thomas Paine’s warning: “Beware the greedy hand of government, thrusting itself into every corner and crevice of industry.” And animating that greedy hand are those who want to advance their purposes with other people’s resources. Further, judging from what such efforts actually accomplish, talking about needs is just the rhetorical garnish necessary to sell morally indefensible political coercion to those who choose not to think too carefully about the real issues involved.

Coercion cannot eliminate either need or greed. It only puts more power, particularly the power to harm others, in the hands of those centuries of experience have revealed are no less likely to be greedy. The only thing that can ultimately help individuals meet their “needs,” without infringing on others’ ability to meet their own, is the opposite  freeing them from the power others have to dictate to them. Only that takes away the mechanism by which the greed of the politically powerful can harm those they claim to serve.




4. Who Is Being Greedy?

WHENEVER gasoline prices rise and seemingly everyone is complaining about them, the words “greed” and “greedy” get used far more frequently. But I have noticed that accusations of greed are logically inconsistent, yet consistent in expanding government power to coerce some on behalf of others.

The most common inconsistency employed in accusations of greed is using the term to describe others’ self-interested behavior, but never that of the accuser. The second-most-common inconsistency is that some attacks on those who are politically unpopular (like oil companies) are attributed to greed, yet other attacks on the same groups are inconsistent with greed.

Consider how common the “only others are greedy” approach is in public discourse.

The fact that oil and gas companies would like prices to be higher is loudly and repeatedly attributed to greed, so that whenever their prices rise, they are vilified. On the other hand, the fact that gasoline consumers would like prices to be lower is not considered greedy (unless one is describing “greedy” SUV owners, of course).

However, those desires share the same essential characteristic  giving command over more resources to those making the assertion about others  and the “more for me” result differs only in which one is me. I learned the same thing about the word “fair” from my young children, because they only invoked it when it would benefit them (e.g., a larger allowance or a smaller list of chores).

More-for-me greed is not limited to petrochemicals. It is applied to every successful business, despite the fact that success in the marketplace means that they were less greedy than competitors. And it is applied to both the prices of what they sell and what they buy. Buyers see greed at work whenever sellers charge more than they wish to pay, but their desire for lower prices is always different.

Workers similarly blame employers’ greed when they don’t offer compensation that is as high as they wish, yet their desire to be paid more is always justified. You see this dynamic over and over, in minimum wage, living-wage and union campaigns, attacks on Walmart, etc.

Once you pay attention, you hear one-way greed asserted all around (and probably about) you. When developers want to build new homes, they are greedy for taking good land (even though they pay for it), yet existing homeowners aren’t greedy for wanting others to bear the costs of maintaining a “free” greenbelt for them. When anyone fails to support someone else’s pet cause, whether through taxes or charity, they are greedy, but trying to force your views or their costs onto others who disagree is not. And the list goes on.

Emerson may have said that “A foolish consistency is the hobgoblin of small minds,” but using the same word to mean the same thing about everyone is foolish only if all that matters is more for me, regardless of its effects on you. If, however, we wish to communicate clearly and convince logically, so that cooperation can be voluntary rather than coerced, it is inconsistency that is foolish.

Consider also how often greed is used when it provides rhetorical ammunition to attack the target de jour, but forgotten when greed is inconsistent with other allegations of or actions by the same target.

Greed gets an intense workout describing current high gasoline prices, but what about when prices have fallen sharply? Is “big oil” greedy now, but not then? You cannot explain a particular change in behavior based on a cause that hasn’t changed. High prices and profits are blamed on greed. Yet wouldn’t greedy oil companies or greedy new entrants to the industry have built new refineries if they knew they would be highly profitable? But the number of refineries has dropped substantially. Wouldn’t companies that knew they would be investigated for the price spike make sure they did nothing illegal, to greedily protect their profits from being fined or taxed away by representatives and regulators? Besides, wouldn’t you expect that if illegal activities were going on, at least one of the dozens of earlier investigations would have found some evidence for it?

Greed is alleged whenever someone fails to support your particular cause. But then why do people and institutions support any causes? Greed is blamed for whatever I don’t like about an organization. But target organizations are also accused of all sorts of “isms”  racism, sexism, ageism, etc.  that make no sense if they are so greedy. If a group is underpaid because it is generally disliked, hiring members of that group is a massive profit opportunity, unlikely to be left unexploited by greed demons. That is why, historically, regulated utilities, governments, and nonprofits, where decision makers cannot capture the profits from such opportunities for themselves, have practiced far-more-egregious discrimination against disfavored groups than have greedy profit-driven firms.

Greed has become an epithet used whenever someone wants to use their resources as they wish, rather than as others wish. But there is no moral defense for the coercion those making such accusations have in mind. And it is coercion rather than greed that is the problem. Accusations of greed do nothing but mask that reality and needlessly confuse the issue. Further, as Milton Friedman once observed: “What kind of society isn’t structured on greed? The problem of social organization is how to set up an arrangement under which greed will do the least harm.” The answer is voluntary arrangements, because then even the greediest can only feed their greed when they benefit others.

Once coercion is recognized as the real problem, and that we cannot change the extent of people’s greed, but we can change the amount of coercion we allow in society, the contradictions promoted by those always calling others greedy comes into clearer focus. For what is their solution? Always more coercion, though always assumed to be exercised upon others for their benefit. But more coercion, which is the handmaiden of greed, is not the solution to too much coercion.

The only thing that can ultimately defend each of us from others’ greed is to free us from their power to dictate to us, by reserving as many choices as possible to the individuals involved. It is also the only approach consistent with our inalienable rights of self-ownership. Unfortunately, however, few things today can get you tarred and feathered faster than standing up for that truth.




5. Half-Truths and Consequences

THE legitimate role of the American government is small, at best. This follows from the plain wording of the Constitution with its grant of tax power only to promote the general welfare, its brief list of enumerated powers, its prohibition against the taking of private property without just compensation, and its system of checks and balances. It also follows from simple logic. All creating a government does is to give one group the power to force involuntary trades on others (although I “volunteer” to pay my taxes as a way to stay out of jail). It does not impart any additional intelligence or wisdom to “governors” in the process, but it does distort their incentives and diminish accountability for their actions. On what basis should we expect improved results?

Given that much of what our government does is indefensible by reference to either logic (e.g., how do farm subsidies advance the general welfare?) or principle (e.g., “Thou shalt not steal,” a rule that clearly advances the general welfare), how are government’s actions made to appear worthwhile? They are justified with plausible-sounding but invalid arguments, many as old as government itself. It is worth reviewing some of the more frequent political fallacies as a sort of self-defense course.

Half-Truth Number One

Americans incessantly hear that government-spending programs create jobs, thus also reducing welfare spending. This is a half-truth. Government spending does create jobs where it is spent, but those same resources, spent elsewhere, would have created other jobs. If the government builds a prison rather than a highway, it has not created jobs  it has only moved them.

More importantly, this argument does not support government programs at all, because they require taxes (or deficits, which are deferred taxes) to finance them, and those taxes destroy jobs elsewhere. Further, government spending moves jobs from where voluntary and mutually beneficial market choices place them to where politicians dictate. Given what we know about the failures of governments to plan rationally, government spending provides no assurance of mutual advantage. The truth is that government spending does not increase wealth and prosperity.

Half-Truth Number Two

We have also heard the half-truth that government spending generates multiplier effects, ultimately producing several dollars in secondary benefits for each dollar spent on direct benefits.

Added incomes resulting from government spending do generate additional spending and jobs and still more income. However, any government spending would create similar multiplier effects. Further, so would eliminating the taxes that are necessary to finance the spending.

In fact, private individuals, allowed to use their money as they see fit, will use it more efficiently than government, creating greater real income than government spending. The truth is that government spending delivers gains in one area only by imposing greater losses elsewhere.

Half-Truth Number Three

We have heard innovative ways of counting the same benefit in different disguises, as if it were several different benefits. Jobs and income are both counted as benefits, even though the jobs are actually the work that must be done to earn the incomes. Similarly, crime or pollution reduction and the resulting increased property values are both counted, even though the higher values are simply capitalizing those benefits, resulting in double counting. (Of course, when government actions increase uncertainty, crime rates, and pollution, and therefore lower property values without compensation, we hear about neither the problem nor the lower property values.)

In other words, government-spending advocates misuse both logic and statistics to make government spending appear beneficial.

Half-Truth Number Four

We have heard claims that government spending creates external benefits for society, justifying the “need” for more spending. Public education is routinely justified on this basis. However, the external-benefits argument for government provision of education, as in many other areas (e.g., healthcare), cannot withstand either logical or empirical scrutiny. Wood shop comes to mind, as do the “skate” classes that can be found at every school. So do law, medical, and dental schools, given that the benefits of such professional training are captured by their graduates as higher incomes. Further, any such external benefits would require that schools successfully teach the truth and students retain what they are taught past graduation, a condition clearly open to challenge on both counts.

We have heard many other misleading justifications for government programs as well. These include plausible-sounding claims of benefits (1) whose magnitudes are empirically insignificant (e.g., local or state pollution initiatives will reduce global warming or food stamps will help the nutrition of the poor); or (2) which are not benefits at all, but have effects opposite those claimed (e.g., higher minimum wages or mandated benefits help the poor, public housing results in better shelter for the poor, or foreign aid helps other countries’ citizens, even when it goes to regimes that use it to repress their citizens more efficiently); or (3) which rest on false premises (e.g., a dollar spent in a government program must be worth a dollar to citizens).

At least as important to justifying indefensible government programs as overstating benefits is substantially understating the costs of government spending by treating each dollar spent as costing society only a dollar, when in fact it costs far more.

A substantial part of both expenditures (sometimes over 10 percent) and the taxes that finance them is consumed by administrative costs. Large compliance costs are also imposed on both taxpayers and program beneficiaries (e.g., the average American taxpayer spends about three full workdays on income-tax forms). Further, these ever-changing programs introduce substantial added risks of future alterations in the laws, which can turn good decisions into bad at the whim of a legislator, judge, or bureaucrat. The substantial costs of the distorting effect of the tax wedge (often involving multiple taxes compounded on the same income or transaction) between buyer and seller, which thwarts many mutually beneficial transactions, must also be included. If the cumulative marginal tax rate is 60 percent, a common result for some choices, the last dollar not spent in the marketplace because of taxes would have provided $1.60 in benefits to the purchaser, and those forgone benefits are the real costs of the government spending involved.

Since the true social cost of even a hypothetical “well spent” government dollar thus substantially exceeds a dollar, not even counting the less-obvious costs of reduced liberty, government “solutions” can be economically justified only if they can be demonstrated to be less costly than the “market failure” they allegedly address. This does not generate a long list of legitimate government programs.

A Proper Defense

In defense against these half-truths, free-market advocates must be ready to force advocates of government policies (including regulations, which are disguised tax and expenditure packages) to justify them on their actual merits, rather than on the basis of a misleading “shopping list” of alleged benefits.

If every proposal could be made to bear the burden of proving (not just asserting) that it actually advances the general welfare, we would have come a long way toward restraining government. Perhaps we should adopt a variant of the ancient Greek practice and require legislators who propose new programs to do so with a noose around their necks, ready to be hanged if those programs do not advance the general welfare.




6. Buying Team America

SAMUEL Johnson once wrote that “patriotism is the last refuge of a scoundrel,” criticizing adverse policies and proposals falsely claimed to be based in patriotism. This has been recently illustrated by the political furor over “made-in-China” Team USA uniforms. Many politicians asserted that it was un-American, with Senate majority leader Harry Reid saying those uniforms should be burned. Supposedly patriotic pressures to mandate “buying American” sprang up immediately, and Ralph Lauren quickly capitulated, promising to “go and sin no more.”

While some of the details of this flap are unusual, protectionism dressed up as patriotism follows a well-worn script.

Imports are found to cause some domestic harm. Given that those imports harm competing domestic producers, “Buy American” or some other version of protectionism is put forth as the patriotic response (with the producers seeking protection from superior competitors leading the patriotism bandwagon). The Team USA version simply exploited the Olympics’s peak in pro-American sentiment and symbolism to make the same case (though it makes no more sense than requiring that we grow our own coffee and bananas for our athletes).

The problem is that imports always harm competing domestic producers, so that the patriotism argument can always be used as political cover whenever any domestic producers get the government’s ear. And there are always politicians ready to listen.

One person who recognized the abuses and illogic of this approach was Leonard Read. In particular, his chapter “Buy American,” in his 1974 Having My Way, lays out a better way to approach the issue:


  The admonition to “Buy American” has two diametrically opposed meanings. The first is its popular and mischievous meaning  shun goods produced in foreign countries. The second, and loftier meaning embodied in these words, is rarely mentioned or thought of  shun principles and practices alien to the American dream of limited government and personal freedom.

  Producers who plead with consumers to “Buy American” are appealing to blind patriotism. Buy my product because it is made here; heed not its price or quality. This is sheer chauvinism. Suppose I were to urge your acceptance of my ideas, rather than those of Marx or Machiavelli, merely because of our differing nationalities. The absurdity of such an appeal is obvious: neither goods nor ideas are properly judged in this fashion; geographical origin has nothing to do with the matter.



Read pointed out that that the traditional use of “Buy American” is to justify some citizens beggaring their own neighbors, rather than something that advances any sensible interpretation of our general welfare. However, there is an interpretation that does advance our general welfare. Don’t buy (i.e., accept and make use of) actions that violate the American principle of freedom to choose your own productive associations, as long as you don’t violate the common, inalienable rights of others.

Read recognized that whether a principle is true or not has nothing to do with where it comes from (i.e., ad hominem or “against-the-man” attacks do nothing to invalidate something that is true, although you wouldn’t know it from political rhetoric). As a result, he offers an excellent way to test whether some supposed general principle is valid  change “Buy USA” to “Buy Chinese” or “Buy Mexican,” and ask if Americans would accept the proposition as true based on their patriotism. If it is really a general principle, it is as valid for others in their dealings with us as their potential suppliers as it is for us in dealing with them as our potential suppliers, and the answer would not change. We would support others’ protectionism just as much as our own. But if it is really special pleading, rather than a general principle, people’s answers would change, as when people hypocritically attack other countries for their protectionism at the same time we defend ours as principled.

Read also recognized that the extent of protectionism is far vaster than most people recognize, because “all obstacles to competition, be they foreign or domestic, are but variants of this theme.”

The difference between a ban on buying a foreign country’s products and imposing tariffs, quotas, or any of a host of nontariff barriers is only one of degree. Whether it benefits or harms Americans does not change; only the degree of such benefit or harm. Similarly, change “Buy American” to “Buy local,” as with locavore campaigns in agriculture, and the logic is equally invalid.

Such protectionism goes well beyond international trade, as well.

Change the wording to “Buy union,” as with project labor agreements and prevailing (higher-than-competitive) wage laws, and the logic is the same. Union members are protected from the competition of other workers who would work for less. But that protection not only harms nonunion workers; it also harms customers, whose costs are increased.

Price controls are also protectionism. For example, a minimum wage protects other workers from competing with those who would be willing to work for less, but it harms both those denied their most productive employment and consumers.

The vast majority of antitrust cases are also forms of protectionism. They are not brought by consumers, who generally gain from the practices involved, but by outcompeted rivals who want to take away others’ advantages  advantages passed on to customers. Those outcompeted rivals don’t want potential customers to go elsewhere  and use antitrust to restrict consumers’ ability to access superior options.

A vast array of licensing schemes follows the same pattern. They hide behind masks of quality or safety but primarily keep new competitors out and keep those who would offer lower-qualitylower-price options some customers would prefer from doing so.

Leonard Read offers a solution, powerfully illustrated by America’s own past:


  Enough of this mischievous notion. Let us try instead to appreciate and “buy” the American ideal of freedom.

  Ralph Waldo Emerson had this to say: “America is another name for opportunity. Our whole history appears like a last effort of divine Providence in behalf of the human race.”

  As to the best in political economy, consider the Constitution of the United States. Regardless of its several flaws, no other nation’s charter has equaled it in an economic sense.

  In what respect is this distinctively American? Here is the answer: “No state shall without the consent of the Congress, lay any imposts on imports and exports ”

  In a nutshell, no tariffs, quotas, embargoes between the several states  the world has never known a free trade area as large as the U.S.A. when measured in value of goods and services produced and exchanged. Never perfectly free, but the nearest approximation to freedom!



In other words, the freedom to associate for productive purposes however and with whomever one chooses, because people were protected from many of the violations of that principle that governments have imposed throughout history, was the essence of the American miracle. And at its heart, as Thomas Jefferson wrote, was “the first principle of association, the guarantee to everyone the free exercise of his industry and the fruits acquired by it.”

Further, Read’s focus on America’s free internal trade offers a counterpoint to a frequent misinterpretation. Those who defend protectionism as a valid principle claim that it was the protectionism adopted by the United States in the form of tariffs that advanced our staggering early economic success. While it is true that import tariffs were imposed, and eventually dramatically raised (see the history of the “Tariff of Abominations” as an example), that was not the source of our success any more than hurdles  which slow running speeds  should be given credit for increasing running speeds because hurdlers are fast. The reality is that the positive impact of our massive internal free-trade zone and other constitutional restrictions on government interference far outweighed the negative impact of international-trade restrictions.

Read then addressed one particular common defense of protectionism: the “infant industry” argument that free trade may be good in general, but that industries must be protected until they can grow to a scale where they can compete, which amounts to a claim that the benefits of freedom require restricting the freedom that generates them.


  In reality, it is competition which protects “infant industries”  it protects them from stagnation and persuades them to grow.

  In the absence of competition and freedom of transactions, producers stagnate. It is only when others are doing better that one attempts to overcome, to gain strength. Competition, combined with free exchange, makes strong giants out of weak infants  this is the password to economic opportunity and well-being  an American idea well worth buying.



Read recognized that from the perspective of consumers, it is the competition that takes place without artificial assistance or restriction that expands their options the most. It does not matter whether competition leads to a foreign producer who offers better terms because of superior efficiencies or whether that producer is American. So there is no reason to artificially nurture American infant industries (which often claim to be infants virtually forever), because it is the results of real superiority that benefit consumers, and artificially tilting the playing field only inhibits the process that best discovers and passes on the gains of such superiority.

Read next turned to another test that rejects the logic of protectionism. If we accepted protectionism in principle, we would be for it in all cases. But, as he notes, we are all free traders when it benefits us. In other words, we recognize that we gain from free trade, except when we are the one benefited by special treatment  necessarily at others’ even greater costs  by those restrictions. We abandon our own revealed preference for freedom only when bribed by receiving some of what is essentially stolen from others.


  Regardless of all the noisy arguments to the contrary, everyone known to me favors both competition and free trade. Name one who does not favor competition among those from whom he buys. Logically, then, how can one favor competition among millions of others and be against it for himself! This is irrationality, not disagreement.

  Precisely the same can be said for free trade  domestic or foreign. Name one who would not welcome an order for his products from another country or county. Everyone favors exports. Imports? Favoring exports and objecting to imports is the same as favoring selling and objecting to being paid. This is an absurdity, not disagreement.



Leonard Read realized that the logic of protectionism is riddled with errors and that the practice of protectionism, in its myriad forms, is theft that impoverishes everyone except those bribed by the gains of their protected status and those whose political clout greases those transactions. It is a far cry from either liberty or justice for all. Read’s conclusion:


  What then is meant by “Buy American” in its proper sense? Let willing exchange prevail among all people, locally and worldwide. Let each buyer or seller be guided by his own scale of values. Sell the American way and buy the American way  not as presently practiced, but as once prevailed and ought to be reinstituted. Keep ours the land of opportunity for everyone.






7. For Free Trade, But

HOW is it possible for America to have presidents who pledge allegiance to free trade and argue for fast-track negotiating authority to expand free-trade agreements, yet who, at the same time, sign off on a host of protectionist policies for multiple industries that will cost American consumers billions and billions of dollars?

These positions are mutually inconsistent, if we are discussing logic rather than political advantage. Yet such protectionism, dressed up as patriotic support of America, follows a well-worn script.

First, imports are found to harm a domestic industry; then that harm is used as an excuse for “I’m for free trade, but we must defend America” protectionist policies. Of course, imports always harm the domestic industry that competes with them, by reducing the demand for domestic production, which means that this can be reused for political cover whenever any domestic industry wants to employ government coercion to benefit itself at others’ expense.

Those following this protectionism script frame the argument as one of US producers versus foreign producers, with the obvious implication that patriotism should lead Americans to favor US producers. If it was producer versus producer, with no other effects, protectionists would have a decent argument. If we care more about “our” producers than “their” producers, we would give them preference, other things equal. However, such a presentation of the issues substantially misrepresents reality.

A more accurate way of framing the issues is as one of US producers colluding with the US government to rip off US consumers, incidentally harming foreign producers in the process.

The depiction of trade restrictions as a one-on-one fight between domestic and foreign producers ignores the most important issue: Why do American consumers buy from foreign producers when given the choice, despite popular preferences for “buying American”? Once you ask this question, the answer is obvious. Americans buy from foreign producers when they offer a better “deal,” increasing consumers’ wealth by charging lower prices and/or offering higher quality in consumers’ eyes.

Equally obvious, then, is the fact that when trade restrictions  tariffs, quotas, nontariff barriers, “voluntary” restrictions backed up by government threats, environmental or other restrictions designed to mainly hinder imports, etc.  take away those superior options, they make consumers poorer. And patriotism does not imply we should favor US producers over US consumers.

Making protectionism even worse is that the policy-induced transfer of wealth from American consumers to American producers is not a zero-sum game, where producer gains equal consumer losses. It is a negative-sum game, with losses exceeding gains.

Consider a simple numerical example. Suppose that the domestic cost, and therefore price, of a product is twenty dollars and the import price is fifteen dollars, but then a tariff or quota raises the import price to twenty dollars. American consumers lose five dollars per unit from the higher price, but American producers do not gain five dollars per unit. For each added American unit purchased, the twenty-dollar (five dollars higher) price is “used up” by the twenty-dollar cost of domestic production, leaving no net gain to US producers.

The overall effect is to throw away five dollars of resources for each unit bought domestically rather than from foreign suppliers, because what could have been gotten for fifteen dollars of resources now requires a twenty-dollar sacrifice of resources. And from the US point of view, it makes no difference if the lower foreign price is the result of superior efficiency, foreign subsidies, or “dumping.”

Each of us supports fewer restrictions on our ability to advance our own welfare. This means we want free trade when it comes to selling our output and deciding how to produce that output, and for those who would sell to us (and every protected US industry has made every one of those “free trade” arguments), because such changes benefit us through higher sales prices and lower costs.

However, it also leads to support for restrictions on competitors, because that also benefits us. The difference is that both parties involved gain from free trade, but the beneficiaries of trade restrictions gain at an even greater cost to others, who are forced to make do with inferior alternatives as a result.

Free trade creates wealth. But when free trade threatens the wallets of interest groups, support for government restrictions to protect them in order to assure “fair” or “balanced” trade suddenly blossoms  only because that sounds better than “gimme money.” However it is dressed up, though, it is just a form of welfare that can only impoverish Americans by restricting our access to lower-cost sources of supply.




8. The Weasel-Word Doctrine

EVERY few years, Democratic politicians and progressives make some moves toward reinstating the fairness doctrine to rein in the “unfair bias” of talk radio. Unfortunately, that doctrine is just another reincarnation of a powerful political weasel word  “fair.”

“Fair” is a great weasel word because no one will admit to being against fairness, despite massive differences in what people mean by it. Since fairness is in the eye of the beholder and widely held views of fairness are mutually inconsistent, politicians can always use the term to muddy the waters.

Consider just some problems with the “fairness doctrine.” There is no unambiguous way to measure what should count as a partisan comment, which would therefore qualify for equal opposition time. Should radio callers’ time be counted, or just the host’s? What is an objection to an individual politician rather than an attack on a party? The result would be incredible intrusiveness and tit-for-tat charges unresolvable until long after an election, if ever. But its huge costs (from legal bills to being forced to give away airtime to potentially losing one’s license) would stifle many American voices, just as before Ronald Reagan ended it in 1987. And why should only radio be subject to such restrictions  because other media outlets lean the “right” (i.e., “left”) way?

The idea that fairness only involves the major parties is also false. There are not just Republican and Democrat views that require balancing. Neither reflects my views. Many times, the only difference between parties is who will steal from whom, but I object to using the government to steal for anyone. Shouldn’t I get equal time to reflect the opinions of our founding fathers whenever either party tramples the Constitution or by proposing to rob Peter to pay Paul (which only Paul thinks is fair)?

The fairness doctrine illustrates the only universal political meaning of fair  “more for me or those I support, regardless of harm to others.” Politicians who want less criticism make veiled threats against opponents to get it (as with White House reporters punished for asking impudent questions by never being called on again), backed by coercion, but they call it fairness to conceal the ugliness and threat to freedom of expression involved.

The fairness doctrine is but one example of “more for me” political fairness.

States that want more federal pork clamor for their fair share. Those who want to raise others’ taxes to pay for what they want insist that they aren’t now paying their fair share. The majority in Washington argues that fairness requires centralized federal programs, but the minority argues that it requires leaving decisions to states and localities (then people switch sides when party control changes). And it is routinely asserted that it is unfair for “the poor” to have to pay for food, housing, education, medical care, retirement, transportation, heating, etc., ignoring the unfairness to those forced to pay without their consent.

Since fairness in politics means “I want, but I do not want to pay for,” asserting fairness as the rationale for public policy should always raise warning flags. It is usually just a fig leaf to disguise political plunder. That is also why you hear so many fewer complaints of unfairness in competitive market relationships  unlike with Washington, if you feel unfairly treated, you patronize someone else, and complaining cannot manipulate the political process to rob others on your behalf.

Fairness can only be advanced by not burdening others. As Thoreau wrote, “If I devote myself to other pursuits and contemplations, I must first see, at least, that I do not pursue them sitting upon another man’s shoulders. I must get off him first, that he may pursue his contemplations too.” That requires freeing Americans from the power others have to dictate to them, to make whatever arrangements suit them best. That would be fair. Unfortunately, that kind of fairness will never make it as a DC doctrine, as it would unfairly burden special interests and politicians’ power.




9. Abandon All Unwinnable Wars

NEAR the end of the Bush administration, Senate Majority Leader Harry Reid triggered a flurry of partisan attacks and counterattacks with his statement that “this war is lost, and this surge is not accomplishing anything.” But perhaps most striking about his assertion that we ought to abandon rather than escalate a war that cannot be won is how inconsistently it is applied. There are a host of government-sponsored domestic “wars” to which that same argument applies, yet they get escalated rather than ended.

This is illustrated by some politicians’ intense opposition to the Iraq war, because of its negative consequences, while at the same time, those same people call every new domestic policy initiative of theirs a war, in order to galvanize support for it. In fact, war imagery may be the most commonly abused analogy in politics.

We have heard that “war is hell,” “all’s fair in love and war,” and “war is politics by other means” (any combination of which illustrates the risks of compounding imperfect analogies). We heard that the 1970s oil crisis was the moral equivalent of war (although government price controls did far more damage than OPEC, making one wonder who declared war on American citizens). And government wars have been declared on every problem, from drugs and crime to poverty and illiteracy.

Unfortunately, the imagery of urgency, resolve, and “giving all we’ve got” for the good of the country doesn’t match the policies actually implemented or their effects on taxpayers’ pockets and citizens’ liberties. Rather, declarations of such “wars” are often just dramatic rhetoric used to promote politicians’ pet programs, which do more harm than good, such as the vast invasions of property and privacy, as well as increases in violence and corruption, triggered by the unwinnable but frequently escalated War on Drugs.

War imagery is invoked to show determination to win. But as Senator Reid and others assert with regard to Iraq, shooting wars have no winners; just those who lose more and those who lose less as casualties mount. However, the casualties caused are the last thing social “War on X” supporters ever discuss, although any honest evaluation would find many casualties, as with large public-housing projects, which became “instant slums,” or the litany of failed training programs promoted as part of the War on Poverty.

Wars also end with a formal surrender. But government wars on poverty, drugs, etc., can never be won in a similar way. If a belief that the war in Iraq cannot be won is a reason to end it, it is equally a reason to end those domestic wars.

Because of its powerful emotional impact, war imagery and language is also abused in other ways that would make George Orwell proud.

We hear of “trade wars” in language implying that they are contests between domestic and foreign producers, so that protectionism for “our” firms against “their” firms sounds sensible. However, both buyers and sellers expect to gain by trading, or they would not voluntarily participate, so that trade creates wealth (which is why every defensible study of protectionism finds that it destroys wealth). Protectionism, in fact, is an alliance between domestic producers and the government declaring war on domestic consumers to force them to pay higher prices.

Those in Washington who constantly reiterate their opposition to a war they say can’t be won are the same people who propose wars to “solve” every other crisis (often caused by their “solution” to some earlier alleged crisis). But those policy wars are never won either. Rather than being given up as unwinnable, they get escalated, expanding government encroachment on our shrinking freedoms, with increasingly adverse effects. Adding more government intervention in virtually every aspect of our lives because politicians who oppose war call everything else a war, cannot stand up to careful examination.




10. Consumer Advocate in Chief?

IN 2011, in response to the run-up in oil and gasoline prices, President Obama chose to follow a well-worn script  looking for political advantage by pretending to protect voters from the evils of the marketplace. However, his attempt to portray himself as consumer advocate in chief is nothing more than calculated pretense.

At a town-hall meeting in Reno, President Obama said:


  Last month, I asked my attorney general to look into any cases of price gouging, so we can make sure no one’s being taken advantage of at the pump. Today, we’re going a step further. The Attorney General’s putting together a team whose job it will be to root out any cases of fraud or manipulation in the oil markets that might affect gas prices  and that includes the role of traders and speculators. We are going to make sure that no one is taking advantage of the American people for their own short-term gain.



That statement was reinforced by a memo from Eric Holder to the Financial Fraud Enforcement Task Force, stating:


  Together, we will continue to be vigilant in monitoring for any wrongdoing with respect to rising oil or gasoline prices, so that Americans can be confident that they are not paying a penny more than they should at the gas pump  and that there is no violation of federal or state law, collusion, or fraud with respect to the price of the gasoline upon which our economy so vitally depends.



One problem with such a rhetorical “hard line” against gouging, manipulation, or collusion being made against marketplace behavior involves legally ambiguous or undefined terms. What evidence could prove, rather than just assert, that gouging was taking place? What qualifies as prosecutable manipulation? And not only is collusion already illegal (so authorities should have already been vigilant on that score, requiring no special announcement or task force), a long list of past industry investigations have found no evidence of it. Those words are just vague but ominous-sounding accusations intended to divert any blame and anger that might be directed at the administration onto others who can be made into scapegoats.

Consider gouging. How would it be defined? Political attempts at a definition are usually made in terms of charging “excessive” prices or failing to charge “fair” or “reasonable” prices. For example, in 2007 the then-Democrat-controlled House of Representatives passed a bill that could lead to fines of up to three million dollars per day for gasoline price gouging, defined as charging a price that “grossly exceeds the average price  offered for sale by that person during the thirty days prior” or “grossly exceeds the price at which the same or similar gasoline  was readily obtainable in the same area from other competing sellers.” Unfortunately, none of those adjectives or adverbs have clear meanings.

Further, political investigations or laws built on such undefined terms fail to meet the basic purpose of the rule of law. That purpose is to make clear beforehand what is not allowable, so that decision makers know the limits on their actions, and know that within those bounds, they can pursue voluntary arrangements without needing to worry about political extortion or prosecution.

Effective social cooperation can only be built upon clear rules that constrain government arbitrariness as well as abuses by others. But potential government prosecution for violating an essentially undefined law leaves every decision’s legality subject to the whim of a judge or executive-agency functionary, exercised after the fact. No one can know what actions are safe from prosecution. And combining arbitrariness with huge potential punishments is an open invitation to government abuse.

Threatening prosecution for supposed gouging should be adamantly rejected; it expands Americans’ exposure to arbitrary acts, including inherently selective prosecution, rather than offering protection against them. Worse, those arbitrary acts are backed by government’s coercive power, which far exceeds any alleged “market power” it is supposedly combating; unlike government’s coercive power, “market power” has to be continually earned through voluntary interactions in the face of competition.

Since gouging is undefined, any prosecution for it would effectively create law after the fact and apply it to prior behavior. The unfairness, as well as arbitrariness, of applying rules retroactively is obvious. What would happen if referees could change the rules of a game after the fact? What if casino payoffs could be changed by the house after the roulette wheel stopped? What if your employer could retroactively lower your wages for last year?

Not only is making the law retroactive inherently unfair, it also violates the plain wording of Article I, Section 9 of the Constitution. That section bans ex post facto laws, reflecting Federalist 44, where James Madison describes them as “contrary to the first principles of the social compact, and to every principle of sound legislation  all of them are prohibited by the spirit and scope of these fundamental charters.”

Why would the president make a public show of toughness using an approach and terms that fail basic standards of logic, fairness, and constitutionality? Because it gives him power without responsibility.

With standards for prosecution that are never spelled out, the administration can manipulate firms’ behavior by threatening prosecution (which is always very costly for the accused); the state can thus preen as a defender of “the people” without being bound by effective accountability or constraints. After all, because the standards are unknown, political machinations cannot be easily fingered as the cause.

This approach works the same way as civil-rights legislation. Its supporters adamantly denied that it would ever create quotas, and yet it created them: firms didn’t know what would be called illegally discriminatory, so to protect themselves from the uncertainty and cost of litigation, they often began relying on quotas.

Accusations and punishments that can essentially criminalize behavior that is legal until, after the fact, it gets selectively redefined as illegal cannot advance Americans’ general welfare. It is a grandstanding abuse of government power that reveals its blundering incompetence in yet-another area of our lives.

Demanding investigations into whether higher gas prices reflect manipulation or collusion is just as much an example of political posturing.

Absent a smoking-gun conspiracy, which is already illegal, not to mention impossible if the government was really protecting us, manipulation or collusion is unprovable from current prices. The reason is that multiple political and market forces, with impossible-to-quantify effects, are pushing prices up, so that there is no way to know what the competitive price should be, especially because the relevant costs are forward-looking rather than historical. Without that knowledge, one cannot demonstrate that some foul play has artificially raised current prices.

Particularly critical to manipulation or collusion charges, and especially charges made to blame speculators who supposedly change prices with no real economic basis, is the uncertainty about future oil supplies. A refiner planning to stay in business must replace oil used up in current gas production. The relevant cost of that oil is therefore not what it cost to buy it in the past, or even in the present, but what it will cost to replace it in the future.

However, no one can know what that cost “really” will be in the face of the present uncertainty  with the complications of heightened unrest in many oil-producing nations added to those of economic growth in other parts in the world, ethanol mandates, and the falling value of the dollar relative to other currencies. Without all that information, there is no way to demonstrate gouging or collusion.

California’s earlier switch from MTBE to ethanol and its unique cleaner-gas “recipe” is a historical illustration. No one knew exactly how much the prices per gallon should rise to cover the billions in added costs. It depended on a host of variables, including how many gallons would be sold, the risk and therefore the return companies “should” earn on their investments, how much further future regulations would raise costs, etc.

The effects of such issues on “competitive” gas prices would need to be accurately quantified before anyone could possibly show manipulation or collusion by proving that prices are “too high.” However, this cannot be done.

But that does not stop political scapegoating of “big oil” (with a standard never used in looking at “big government”). The mere accusation is designed to put the burden of proof on oil companies and traders, who cannot produce numbers that definitively disprove the charges. Of course, lost in the process is the fact that their accusers cannot prove them either. But the posturing buys votes from ignorant citizens.

What should we make of government gouging, manipulation, and collusion witch hunts that cannot possibly prove what they are supposedly looking for? What about when such scapegoating is combined with a host of government policies that substantially raise oil and gas prices (e.g., inflationary policies that have driven the exchange value of the dollar down and so raised oil prices, drilling and development restrictions, environmental exactions that prevent development of new refineries, taxes that dwarf any profits earned by “big oil,” etc.)?

We should recognize that government does not protect us against the evils of the market, and that its rhetorical posing as consumer advocate is both dishonest and dangerous. Instead, what we need is more reliance on the market to protect us against the evils of ill-advised government policies and grandstanding.




11. What Can I Do for Myself?

MAY 29 marks John F. Kennedy’s birthday. Given his iconic status, every year, we hear his most famous line  “Ask not what your country can do for you  ask what you can do for your country”  more than a few times. But unfortunately, few think carefully about it.

Kennedy’s speech dramatically changed the meaning from its inspiration  a Kahlil Gibran article, whose Arabic title translates as “The New Frontier.” It said “Are you a politician asking what your country can do for you, or a zealous one asking what you can do for your country? If you are the first, then you are a parasite; if the second, then you are an oasis in the desert.”

Clearly, politicians who abuse their positions to benefit themselves and their friends are parasites. In America, where government is explicitly limited to few, enumerated powers, solely to advance the general welfare, such abuse is even more blatant. We can condemn them for asking what the country can do for them. But applying “ask what you can do for your country” to citizens instead of politicians turns America’s founding upside down.

Advancing the general welfare means advancing the welfare of the individuals that comprise our country. But asking citizens to sacrifice for the country, especially when the government is misleadingly used as the proxy for America, implies we were made for the government’s benefit, rather than it for ours.

Kennedy’s famous line has also been employed to justify innumerable government policies that harm the country, by helping some at others’ expense. Every special-interest policy is an example, because forcing the tab onto others sacrifices the broad interests of the country to those who secure political favor. The pork in every spending bill also reflects the polar opposite of advancing our general welfare. Similarly, protectionist measures help specific producers at far greater cost to American consumers. Wage mandates benefit a few, but harm those they squeeze out of jobs and those forced to pay higher prices. Innumerable other restrictions and mandates involve similar abuses.

Kennedy’s words were also focused on “what together we can do for the freedom of man.” But financing the unjustifiable policies that dominate politics sacrifices our freedoms to “life, liberty, and the pursuit of happiness” by forcing greater burdens on us.

Inspirational rhetoric can unite people toward a common goal. But, despite politicians’ rhetoric of unity, we do not share most specific goals, which are tuned to our different preferences, abilities, and circumstances. That is why our federal government was explicitly limited to the few goals we actually share, such as defense against aggression and invasions of our common, inalienable rights. And we must remember that even a policy that unites the interests of millions of citizens, if its costs are forced onto others, does not advance our shared interests.

Kennedy’s rhetoric is only invoked on behalf of government initiatives, as well. But that ignores such programs’ history of consistent failure. In contrast, nothing is more inspiring than what individuals can do, pursuing their own advancement in liberty, through peaceful, voluntary cooperation that respects others’ equal rights. However, a government continually interfering in such arrangements punishes rather than promotes them, paralyzing the greatest source of advancement we know.

Kennedy’s words best describe America’s founders. They pledged their lives, their fortunes and their sacred honor to defend our liberty, so Americans could govern themselves over as broad a canvas of freedom as possible. But using those words to take from some, without their consent, to give to others, abandons our founders’ vision. Until we recognize that distortion, we might actually find more useful inspiration from Richard Nixon, when he said: “In our own lives, let each of us ask not what government will do for me, but what can I do for myself.”




12. Freedom of Coercive Association?

ONE of the core tenets of unions is that they are a legitimate application of workers’ constitutionally protected freedom of association, so that anything that restricts unions violates that freedom of association. As Brenda Smith of the American Federation of Teachers (AFT) put it, “Exclusivity for a union with majority support is not a monopoly, it is democracy  It allows employees to select their representative freely, without coercion from the employer. It allows them to amplify their voice through collective action under our constitutionally protected right to freedom of association.”

Unfortunately for exponents of that argument, freedom of association does not endow the association with more powers than the members had as individuals.

For instance, an individual who chooses not to work has no power to prevent someone else from taking the job, and freedom of association offers a group of workers no more power to do so. But government has given unions a host of special privileges, from monopoly representation to strike powers to exemptions from antitrust laws and union liability for member violence. Freedom of association does not justify these special privileges; in fact, they are inconsistent with freedom of association.

Monopoly unions backed by special government grants of power violate freedom of association in multiple ways. Current labor law and its interpretation violate all of the following:


  	the freedom of workers to not associate with a particular union or its members;

  	the freedom of workers to associate with nonunion employers in workplace cooperation;

  	the freedom of employers to not associate with unions; and

  	the freedom of employers to associate only with workers who do not have any union involvement.



In sum, unions’ freedom of association means one-way freedom for unions to force workers and employers to associate with them, denying the latter their own freedom of association.

A fundamental or inalienable human right must be one that everyone possesses. If one party’s exercise of a right prevents a second party’s exercise of the same right, it is only a right for the first party, not a human right. If the second party is required to accept the first party’s offer of association on the terms the first party offers, the second party is not free to choose his associations. Freedom of association would be a right of the first party; it would be denied to the second party.

The upshot is that a fundamental right to freedom of association only means freedom to associate with those who also choose to associate with us  voluntary association on both sides. And that requires people’s freedom to refuse association with others against their will.

Labor law violates workers’ freedom not to associate with unions by forcing them to accept exclusive union representation whenever a majority of workers voting in a certification election voted for that union, regardless of the minority’s own votes or preferences. That forced representation is all but impossible to end, as well: Decertification is exceedingly difficult to execute.

And it is not only a few workers who are forced to associate with and support unions. For instance, within a year of Wisconsin’s adoption of collective-bargaining reforms in 2011, AFSCME membership fell from 62,818 to 28,745, and AFT lost 6,000 out of 17,000 members. Unions have also tried to further violate workers’ freedom of association by reducing the time employers have to make their case before certification elections and by pushing card-check proposals that would eliminate the necessity for a secret vote by workers.

Workers are also required to pay the union-dictated price for unions’ services, although those who didn’t vote for the union have revealed that they didn’t value those services enough to pay for them voluntarily. And costs of representation are inflated by accounting sleight of hand, so that many “representation” costs really go to the unions’ favorite political slush funds, even though more than one-third of union workers routinely vote against union-supported political positions. In the 1989 Beck case, the Supreme Court found that more than four-fifths of those union dues actually went to politics.

Labor law currently violates workers’ freedom to associate with nonunion employers in workplace cooperation, such as quality circles and other worker involvement with workplace issues, because those forms of association have been outlawed as “company unions” (which is to say, not “real” unions). In other words, unions can hold both nonunion employers and workers hostage by denying them the ability to improve labor-management relationships and productivity, unless they accept monopoly unions’ extortion for the privilege.

Labor law currently violates the freedom of employers to not associate with unions by forcing them to accept and “bargain in good faith” (compromise) with a union selected by a majority in a certification election. Under contract law, however, a contract in which any of the parties was required to bargain would be legally void. Ironically, this also means that a worker is not allowed to “associate” with himself in order to act as his own negotiator with an employer.

Labor law currently violates the freedom of employers to associate only with workers who do not wish to have any union involvement by banning so-called yellow-dog contracts (which the Supreme Court called “a part of the constitutional rights of personal liberty and private property” in 1917, before those rights were taken away). In addition, since some yellow-dog contracts were actually pushed by workers who wanted to avoid union harassment, this also violates employees’ freedom of association.

Monopoly unions leverage one violation of freedom of association into an excuse for another. For instance, they claim they must be allowed to impose mandatory dues (“union security”) because some would “free ride” on union negotiating services. But government-mandated exclusive representation created this potential free-rider problem, and one union-coerced association abuse does not justify another.

Freedom of association, rightly understood, has long been a bedrock American principle. Alexis de Tocqueville celebrated our exercise of that freedom, and wrote:


  The most natural privilege of man, next to the right of acting for himself, is that of combining his exertions with those of his fellow creatures and of acting in common with them. The right of association therefore appears to me almost as inalienable in its nature as the right of personal liberty. No legislator can attack it without impairing the foundations of society.



But unions have rhetorically twisted freedom of association into a special source of plunder that primarily denies freedom of association. As Frdric Bastiat described it over a century and a half ago,


  If the special privilege of government protection against competition  a monopoly  were granted only to one group  the iron workers, for instance, this act would  obviously be legal plunder.



American labor law endorses the freedom of association, but it morphs individuals’ freedom of association into freedoms “to form, join, or assist labor organizations” to enable their collective bargaining. That is, it defends employee rights that can be advanced solely via unions, where such unionization inherently sacrifices workers’ (and employers’) individual freedom to determine their own associations.

As John Ransom summarized it, “for unions freedom of association means workers are given only one representative, one association, one non-dissenting voice carefully following the party line.” That stands in sharp contrast with Thomas Jefferson’s recognition that “the first principle of association [is] the guarantee to everyone of a free exercise of his industry and the fruits acquired by it,” and that “the true foundation of republican government is the equal right of every citizen in his person and property and in their management.” Jefferson makes clear that unions’ supposed justification in freedom of association is not only false, but a contradiction in terms.




13. Unity, My Way

AS a presidential candidate, Barack Obama promised hope in change that would “bring this country together.” But unfortunately his tenure has been one of division and demonization rather than unification, showing that promise to be false.

The president’s version of unity has been to force his wishes on many who are unwilling, whatever it takes  from lame-duck sessions after electoral shellackings to constitutionally questionable executive orders to bypass Congress when they cannot be browbeaten  which makes hope and change impossible slogans to deliver on.

In fact, the president knew he could not unify America, which may explain why he has not tried. Dramatically opposed views of what people want the federal government to do guarantees disunity regardless of political boilerplate.

America cannot be unified about people’s rights or government powers that some consider essential but others consider inexcusable or unconstitutional. We cannot be unified about abortion when some view it as murder and others consider it almost sacred. We cannot unify America with policies that shake down some to give to others, inherently creating disagreement from those whose pockets are picked. As long as government is involved in such choices, political unity is beyond reach, and unity rhetoric is just cynical manipulation.

If I believe wholeheartedly in “A” and you believe wholeheartedly in “not A,” there is no unifying position on the subject  only the question of whose preferences will dominate. And the president has repeatedly sought unity only to the point of getting enough votes to dominate.

America could be politically unified only if the federal government did not go beyond those actions that benefit all. But that list is short. As the Constitution, which assigned only our few truly shared interests to the national government, spells it out, it consists in little more than defending people and their property. After all, national defense essentially protects us and our property against foreigners and the justice system’s police, courts, and prisons’ primary task is protecting us from our neighbors.

Unfortunately, rather than a return to limited government, President Obama has repeatedly pushed for additional unity-killing violations of many Americans’ values and beliefs. The only unity created has been partisan  unity among those trying to further erode the barriers restricting them from using government to coerce others who disagree, and unity among their opponents in saying “no more.”

Washington today has a large and often dictatorial involvement in virtually every area of life. The expansion of federal power that has accelerated under President Obama has been used to rob many Americans of rights, freedoms, and property to benefit others. And the more Washington dictates, the less unified we become.

Only reducing government power over Americans’ lives could even potentially bring Americans together. Since unity can only be achieved when people share similar preferences about common policies, our different preferences require leaving most decisions, where people need not make the same choices, to individuals, or to lower-level governments where voting with your feet limits the harm governments can visit upon those they supposedly represent. That is the central point of the Tenth Amendment. Instead, we see ever more divisive battles for control over what is to be imposed on every American.

If President Obama was serious about unity, he would roll back the federal government toward its constitutional limits. But that would constrain his power. So he continues his push to accelerate Washington’s cancerous growth, demonizing as divisive anyone who doesn’t unify behind his desires.

It was easy for President Obama to claim he would unify America. But his call for unity has become a call for expanded government coercion against others wherever he wishes. That was the kind of unity  in fighting what Thomas Hobbes called “a war of all against all”  our Constitution was designed to prevent, not to create.




14. Moderates, Extremists, and Liberty

AS I have observed the mainstream media over the past few decades, I have noted a growing infatuation with the words moderate and extremist. Those words, paired together in a particular way, have become far more common.

In California, where I live, every time the legislature has trouble passing a budget, pundits blame it on a decline in the number of moderate members, whose seats are now held by extremists. Of course, what is really involved is that Democrats, who have long dominated the legislature, have found it harder to buy off enough Republican votes to impose their budget priorities, which invariably involve increasing the burden on some to give more to others. When opposition-party members who are only moderately attached to the principle of self-ownership (moderates) are replaced with those more firmly attached to it (extremists), at least with regard to taxes, the price of buying the necessary swing votes can rise dramatically. Democrats cannot impose their agenda as easily and gridlock becomes more common.

The MSM treatment of the tea party during the debt-ceiling impasse followed much the same line. In the wake of a historic expansion of federal power and spending, where 40 percent of every dollar had to be borrowed, pundits called for moderates, because they would compromise toward President Obama’s demand for higher taxes, rather than the current extremists, who wanted to undo some of the new and improved profligacy in government outlays.

In both of these examples, and many others (such as the MSM treatment of Rep. Ron Paul throughout his political career), the moderation called for is always moderation in defense of some aspect of liberty (self-ownership), so that further inroads can be imposed, with those firmest in their defense tarred as unreasonable extremists.

However, I recently discovered that this tendency is of longer standing than I had been aware of. In an “electoral manifesto” published in November 1830, Frdric Bastiat offered a dead-on discussion of the same problem in France. Since he expresses himself with his characteristic clarity, wit, and irony, it is worth considering:


  To the electors of the Department of the Landes:

  It is above all the moderation which plays a role in this army of sophisms.

  Everyone wants moderates at any price; we fear extremists above all  since the center is definitely between the right and the left, we conclude that this is where moderation lies.

  Were those who each year voted for more taxes than the nation could bear moderates? What about those who never found the contributions to be sufficiently heavy, emoluments sufficiently huge, and sinecures sufficiently numerous  the betrayal of the confidence of their constituents.

  And are those who want to prevent the return of such excesses extremists? I mean those who want to inject a dose of moderation into spending; those who want to moderate the action of the people in power  those who do not want the nation to be exploited by one party rather than another 

  The government  tends strongly to  expand indefinitely its sphere of action. Left to itself, it soon exceeds the limits which circumscribe its mission. It increases beyond all reason  It no longer administers, it exploits  It no longer protects, it oppresses.

  This would be the way all governments operate  if the people did not place obstacles in the way of governmental encroachments.

  Liberty should not be bargained over  it is an asset so precious that no price is too high for it 

  Prodigality and liberty  are incompatible.

  But where can there be liberty when the government, in order to sustain enormous expenditures and forced to levy huge fiscal contributions, must resort to the most offensive and burdensome taxation  to invade the sphere of private industry, to narrow incessantly the circle of individual activity, to make itself merchant, manufacturer, postman and teacher  Are we free if the government  subjects all its activities to the goal of enlarging its cohort of employees, hampers all businesses, constrains all faculties, interferes with all commercial exchanges in order to restrain some people, hinder others, and hold almost all of them to ransom?

  Can we expect order from a regime that places millions of enticements to greed all around the country  increasingly spreading the mania for governing and a zeal for domination.

  Do we want, then, to free government from the plotters who pursue it in order to share out the spoils, from factions who undermine it in order to capture it, and from the tyrants who strengthen it in order to control it? Do we want to achieve order, freedom and public peace?

  Do we want the government to take more of an interest in us than we take in ourselves? Are we expecting it to restrain itself if we strengthen it and become less active if we send it reinforcements? Do we hope that the spoils it can take from us will be refused  Should we expect a supernatural nobility of spirit or a chimerical impartiality in those who govern us, while for our part we are incapable of defending  our dearest interests!

  Electors, be careful. We will not be able to retrieve the opportunity if we let it slip  we should not shut our eyes to the evidence  if there has been no material improvement, have we at least then been given any reason for hope? No.

  Liberty  are we going to destroy its work with our votes?



Frdric Bastiat recognized that, in his era, politically popular “moderation” resulted in expanding government coercion, while extremism, which was continually attacked, meant commitment to defending liberty. Unfortunately, little seems to have changed when it comes to political punditry, beyond the explosion of media in which to misrepresent that crucial issue. But fortunately, if we recognize, with Bastiat, what is really at stake  a liberty too precious to be bargained over  such misleading rhetoric cannot fool us into becoming accomplices in destroying liberty with our political choices.




15. When Unity Means 50 Percent, Plus One

WE know how divisive politics has become when we can read articles with titles like “President of half the country?” How can this reality be squared with candidates’ promises to unify the country?

The truth is that no candidate can actually unify America. The dramatic and often diametrically opposed differences in what people want government to do guarantee disunity under our current approach to governance.

America cannot be unified about people’s rights or government powers that some consider essential but others consider unforgivable. The same seems true of many foreign-policy choices. We cannot be unified as “One nation, under God,” when some vehemently reject any reference to God. We cannot be unified about abortion when some view it as murder and others consider it almost sacred. We cannot unify America with policies that take from some to give to others, which inherently create disagreement from those whose pockets are involuntarily picked. Reducing what we take from some, entailing giving less to others than they have grown used to, triggers disagreement from them. As long as government is involved in such choices, political unity is unattainable.

Political disunity is inherent in disagreement over what the government should do. If I believe wholeheartedly in “A” and you believe wholeheartedly in “not A,” there is no unifying position possible on the subject  only the question of whose preferences will dominate. That is the unity of 50 percent plus one, unified against the interests of others.

America could be politically unified only if the federal government did not go beyond those actions that benefit all. But that list is short. As the Constitution, which assigned only our few truly shared interests to the national government, spells it out, it consists in little more than defending people and their property. After all, national defense is essentially protecting us and our property against foreigners and the justice system’s primary task is similarly protecting us from our neighbors.

That means that no leading national candidate could even conceivably unify America, because none proposes anything so limited. Each has proposals that will violate values and beliefs many Americans hold dear.

Sadly, even a federal government restricted to the very limited areas that really advance the “general welfare” could not create unity today. That is because many want to impose their will on others or benefit themselves at others’ expense, and such a restriction would deny them that power. They would be unified only in trying to erode the barriers restricting government from coercing others on their behalf.

Today, Washington has a large and often dictatorial involvement in virtually every area of life. The expansion of federal power has been used to rob many Americans of rights, freedoms, and property to benefit others. And the more that is to decided nationally, the less unified we will be.

Only reducing government power over Americans’ lives could even potentially bring Americans together. Since unity can only be achieved when people share similar preferences about common policies, our different preferences require leaving most decisions, where people need not make the same choices, to individuals or lower-level governments, as specified in the Tenth Amendment. Instead, we see coalitions in Washington uniting only in increasingly divisive battles to control what is to be imposed on everyone else.

Unfortunately, we see vanishingly few candidates for office proposing rolling federal government back to its constitutional limit, which would constrain the powers they would have.

It is easy to claim to be a unifying candidate. But whenever a campaign or a bill is at heart a call for a particular bare majority (typically put together politically by bundling minorities into an artificial majority) to enable further expansion of government coercion over others, that is the kind of unity our Constitution was designed to prevent, not to defend.




16. Left-Brain Failings of The Republican Brain

JUST in time to pour gasoline on the already-sure-to-be-heated 2012 political campaigns, Chris Mooney came out with The Republican Brain: The Science of Why They Deny Science  and Reality. It asserted that conservatives are not only scientifically illiterate (“denying facts is not a phenomenon equally distributed across the political spectrum”), but are differentially hard-wired to ignore evidence that conflicts with what they want to believe.

Even reading the book’s introduction makes it hard for anyone not already a “true believer” to take it seriously, because some of the things he cites as facts to be accepted are preposterous. To believe that Obamacare would raise the deficit (as the CBO has also concluded, now that cheats such as counting only six years of costs but ten years of revenues have been corrected) is not a denial of fact, but a denial of intentionally false assertions put forward by liberals. In fact, the book’s shockingly underinformed discussion of taxes, deficits, and economics in general, which are far more important to the quality of policies implemented than misunderstood “science” (which is widespread across all groups, rather than specific to “the right,” with differences far too small to offer a real basis for incredibly broad conclusions) shows more motivated denial of facts and logic than those he attacks.

Further insight into the supposed science of The Republican Brain comes from the studies it relies on. One that plays an important role, and whose main conclusions are maintained in the book, is particularly revealing  a 2003 study, titled “Political Conservatism as Motivated Social Cognition,” in the American Psychological Association’s Psychological Bulletin, whose authors claim it provides an “elegant and unifying explanation” for political conservatism.

The authors found resistance to change and tolerance for inequality at the core of political conservatism. While claiming to be nonjudgmental, they concluded that conservatism was “significantly linked with mental rigidity and close-mindedness, increased dogmatism and intolerance of ambiguity, decreased cognitive complexity, decreased openness to experience, uncertainty avoidance, personal needs for order and structure, need for cognitive closure, lowered self-esteem; fear, anger, and aggression; pessimism, disgust, and contempt.”

The researchers also equated Hitler and Mussolini with Ronald Reagan as “right-wing conservatives  because they all preached a return to an idealized past and favored or condoned inequality in some form.” And the types of inequality conservatives supposedly favored included the Indian caste system, South African apartheid, and segregation in the United States.

Unfortunately, the analysis fails the standards of science that it supposedly represents. In particular, it both overlooks important analytical distinctions and reaches conclusions based on over-reaching rather than logic.

“Conservative” and “liberal,” as well as “progressive,” are adjectives that have been converted into nouns for political purposes. But adjectives are not absolute terms; they modify something else. The questions that are being ignored are what is being conserved, in what ways we are liberal, and what we consider progress.

Consider America’s history. Our founding was radical, although it sought to conserve what colonists considered their rights. America was liberal in trying to provide the broadest possible sweep of individual freedom against government coercion. It was tremendously progressive in its recognition of inalienable rights for all (far from the “conservative” divine right of kings). And it was united under a Constitution intended to conserve that vision, which was a beacon of hope to the world.

Trying to restore or conserve that vision does not logically categorize one with Hitler, nor does every politician who has sworn “to preserve, protect and defend (i.e., conserve) the Constitution of the United States” belong in that category. America’s past proves the folly of failing to distinguish between those desiring to conserve the power of governments to massively abuse their citizens (Hitler and Mussolini) and those seeking to conserve the ideal of a government that is not abusive, by returning to a prior approach that put such abuses off limits (Ronald Reagan).

When such diametrically opposed positions are both given the same “conservative” label, it produces confusion, not insight. And analysis based on a confusion of basic terms is far from scientific, no matter how often claims it is scientific are repeated.

In addition to equating political conservatism with some of history’s most egregious abuses of human liberty, which are plainly inconsistent with conservatism’s principles, the study employs sleight-of-hand to characterize conservatives as condoning inequality, while implying that others do not.

Given that all men are not equal in all ways, inequality is unavoidable. Inequality of results is necessarily implied if people are treated equally under the law  the equality our founders wanted to conserve. However, efforts to mandate more equal results are inconsistent with treating citizens equally. For the government to give to some requires taking from others without their consent, violating their rights to equal treatment. Yet the APA study simply ignores the inequality of treatment inherent in such policies, and so misrepresents conservatives as favoring inequality even when they are, in fact, opposing government-imposed unequal treatment.

The study also denigrates conservatives for close-minded resistance to political change, in contrast to more open-minded liberals. However, hesitation to impose sweeping new (and often largely undefined) political changes might instead represent the recognition of politically imposed changes’ track record of persistent failure. As economist Paul Heyne put it, “economic theory often treats proposals for reform of the economic system so unkindly  [it] calls attention to the unexamined consequences of proposals for change. It won’t work out that way is the economist’s standard response to many well-intentioned policy proposals. Realism is not necessarily conservatism, but it often looks quite similar.”

There are other problems with The Republican Brain, as well. As Jonah Goldberg pointed out, one study that was, in fact, a test of simple visual acuity, was interpreted as demonstrating that “liberals are more responsive to informational complexity, ambiguity and novelty.” Jon Entine noted that if one changed the criteria for scientific illiteracy from acceptance of evolution and man-made global warming, as Chris Mooney does, to, others, such as dogmatic adherence to the “precautionary principle,” rejected by the vast majority of scientists, it is liberals who are more scientifically illiterate. The left-leaning Science 2.0 blog also decimates Mooney’s understanding of epigenetics.

America was founded to protect our freedoms from government coercion. No genius is required to recognize the value of conserving that. And that is at the core of what principled conservatives believe (not that all who claim to be conservatives are principled, any more than is the case for self-proclaimed liberals). But “research” that imputes such conservatism to mental rigidity and close-minded dogmatism, rather than to valid underlying principles, offers little more than fodder for liberal libels designed to deflect attention away from the unconvincing logic offered for their proposals and the abysmal real-world track record they have amassed. It tries to shift the debate away from real analysis of specific policies, by treating all resistance to change as equivalent, regardless of what is being defended, and misrepresenting American conservatives’ views on inequality. It assumes its political conclusions rather than demonstrating them. It makes liberals feel their left-brain analytical skills are superior, but for those with an open mind, it doesn’t even meet the laugh test, much less the rigorous logic demanded of real science.




17. Obama’s Ironic Use of “Limited Government”

TOWARD the end of his 2012 State of the Union speech, President Obama said “I believe what Republican Abraham Lincoln believed: That government should do for people only what they cannot do better by themselves, and no more.” Apparently, he didn’t note the immense irony of those words on the lips of one of American history’s most aggressive expanders of the scope and reach of the federal government, or the cognitive dissonance between that claim and the preceding substantial laundry list of things he wanted to do for (and to) Americans.

But the huge gap between the president’s limited-government words and his expansive-government actions shows how limited is the power of such words to constrain centralized power and control. Ritual obeisance to the rhetoric can simply be combined with actions inconsistent with those words, and the inflation of government even further past any defensible claim of advancing the general welfare is defined out of existence.

Fortunately, this issue has already been insightfully analyzed. In “Governmental Discipline,” in his 1969 Let Freedom Reign, Leonard Read identified the loophole in the limited-government formulation that allows President Obama to eviscerate any such restriction.

The basis of Read’s argument was that academicians and statesmen concerned with overbearing government had come to general agreement on a description of its appropriate limits: The government should do only those things that private citizens cannot do for themselves, or that they cannot do so well for themselves.

The problem was that one thing citizens “cannot” do for themselves is to put into practice every utopian social paradise people conjure up. That is, they cannot do what they do not want to do. Consequently, if those two very different meanings are equated, Read recognized that the word “only” in the government-limitation formulation would become “utterly meaningless” as a constraint. In other words, all it would takes would be for someone in command of government’s coercive power to decide that people’s unwillingness was actually inability (with the implication that it was desirable to people, but too difficult, rather than undesired), and government would be given carte blanche to impose any number of imagined solutions to nonproblems as doing for others what they cannot do for themselves.

Leonard Read offered a solution. Reword the justification for government to “The government should do only those things, in defense of life and property [italics added], which things private citizens cannot properly do each man for himself.”

This would be a dramatic improvement over the standard formulation because it limits government to what can benefit all citizens, because “the only thing private citizens cannot properly do for themselves is to codify all destructive actions and prohibit them.” People can work everything else out voluntarily for themselves, with government limited only “to inhibit destructive actions  its sole competency,” rather than as a ham-handed intruder to force people against their will. What would be the result of that addition? “Private citizens acting creatively in any way they please.”

That would, in other words, close the door on “those who believe we  are unaware of what is good for us,” whose “‘needs’ invented for us  have no manner of implementation except by coercion.” It would protect citizens better by insisting on the fact that “we have one test, and one only, for what private citizens really wish to do: those things they will do voluntarily!” which precludes the imposition of anyone else’s utopias on unwilling subjects.

By asserting his devotion to limited government in his State of the Union address, President Obama seemed to be trying to blunt criticism of how untrue that statement was. He mouthed the same words as those who are truly concerned about limiting government’s over-reach, but he clearly meant something else than they do. It reminds me of some other words of Abraham Lincoln:


  We all declare for liberty, but in using the same word we do not all mean the same thing. With some the word liberty may mean for each man to do as he pleases with himself, and the product of his labor; while with others the same word may mean for some men to do as they please with other men, and the product of other men’s labor. Here are two, not only different but incompatible things.






18. Out of Whose Mainstream?

“OUT of the mainstream” is among politics’s most well-worn accusations. Why? As Georgetown Professor Stephen Wayne put it, “You paint the opposition in extremist terms because that’s what frightens the base the most.”

Unfortunately, such epithets play major roles in every modern election. For example, in 2012, the New York Times politics blog described Democrats as eager to “paint Mr. Romney’s Republican Party as out of the mainstream.”

However, like all analogies, “out of the mainstream” can distort as well as inform. And that is its primary political use.

Defaming someone as “out of the mainstream” equates mainstream to normal, which is equated to correct. But while elections are decided by majority vote, America is far from a majoritarian system. Our Constitution put many choices completely off-limits to Washington’s political determination, regardless of mainstream sentiment. Rather, America was created to defend individual liberty against majority abuses.

Where the mainstream is and how far from its center it is acceptable to be are also indefinable, especially when such attacks come from those across the stream, if not beyond (e.g., when professors from law schools that make sociology departments look like Republican strongholds call conservative jurists out of the mainstream).

The mainstream may be in the wrong place, as well. After all, the mainstream can change, and has changed in our country, but only because some were out of the previous mainstream. The idea of men being created equal, with inalienable rights against government abuse, was a long way from the once-mainstream belief in the divine right of kings. And the freedoms enshrined in our Bill of Rights  to speak, write, and worship as we choose, and to have our property protected from government predation  were once also far from the mainstream.

A compelling case can also be made that the political mainstream has jumped its constitutionally enumerated banks. If so, only those out of the current mainstream can lead it back. For example, the current liberal view that it is acceptable to use government coercion to commit theft (though always presented as noble) by whoever can command a political majority means that reining in such policies is far outside today’s mainstream.

In this regard, it is significant that America’s founders shared a very different mainstream.


  John Adams: “The only maxim of a free government ought to be to trust no man living with power to endanger the public liberty.”

  Samuel Adams: “That  personal safety and rights are secure  [is] the end and design of all free and lawful Governments.”

  John Dickinson: “Free people  live under a government so constitutionally checked and controlled, that proper provision is made against its being otherwise exercised.”

  Benjamin Franklin: “Freedom is not a gift bestowed upon us by other men, but a right that belongs to us by the laws of God and nature.”



Patrick Henry: “Liberty ought to be the direct end of your government.”


  Thomas Jefferson: “No man has a natural right to commit aggression on the equal rights of another, and this is all from which the laws ought to restrain him.”

  James Madison: “The powers of the federal government are enumerated  it cannot extend its jurisdiction.”

  George Mason: “Whenever any power or authority whatever extends further  it is in fact oppression.”

  George Washington: “Liberty will find itself  where the Government  [will] maintain all in the secure and tranquil enjoyment of the rights of person and property.”

  James Wilson: “Government [exists]  to secure and enlarge the exercise of the natural rights of its members  every government, which has not this in view, as its principal object, is not a government of the legitimate kind.”



Modern “out of the mainstream” allegations that are so common on the left wing of America’s political spectrum reflect their rejection of the mainstream views of our founders. And if we must choose between those mainstreams, recognizing the greater threat to American greatness is easy.




19. Taking a Negative View of the Constitution

ON March 4, 1789, the United States government began its work under the Constitution when the Senate met for the first time at New York City’s Federal Hall. It is unfortunate that such an important day in our history passes unremarked. But more unfortunate is that in an era noted for single-minded devotion to claiming rights, we have almost entirely abandoned the view of rights spelled out in the highest law of the land, under which our government is supposed to function.

Today, people claim rights to food, housing, education, healthcare, transportation, jobs, and innumerable other things, all to be provided by or mandated by the government. But such “positive” rights to receive things, without a corresponding obligation to pay for them, must violate the “negative right” to liberty of those forced to foot the bill, because it entails taking their income without their consent. Positive rights are just desires, not rights, and they can be converted into rights only by employing the government to take away others’ property.

Negative rights are prohibitions laid out against others, especially the government’s power to intrude on those rights, rather than rights to be given certain things. They are what the Constitution, particularly the Bill of Rights, was dedicated to protect. But they are being eaten away by our modern search to discover ever more positive rights.

In the Constitution, negative rights against government abuse are almost all you see. Article 1, Section 8 enumerates the only things our federal government was to be allowed to do. Everything else was off limits. Even more clearly, the Bill of Rights, which Justice Hugo Black described as a list of “Thou Shalt Nots,” consists almost exclusively of negative rights. The only positive right  to a jury trial  is there only to defend innocent citizens’ negative rights against being railroaded by the government.

This reflects the central claim of the Declaration of Independence. All have inalienable rights, including liberty, and the purpose of government is to defend those rights. And the only rights that can be inalienable for all citizens are ones that are not inconsistent with others’ rights.

Every citizen can enjoy their negative rights against government abuse without infringing on anyone else’s similar rights, because they impose on others only the obligation to not interfere. But when the government creates new positive rights, extracting the resources to pay for them necessarily takes away others’ inalienable rights, making them fundamentally at odds with America’s founding principles.

Liberty means I rule myself, and voluntary agreements are the means of resolving conflict. But when the government creates and assigns new positive rights to others, it means someone else must rule over the choices and resources taken from me. However, since no American has the right to rob me, they cannot delegate that right to government, if government is to remain within its constitutionally limited sphere and the consent of the governed.

Our country was founded on the idea that we have inalienable negative rights that do not originate with government, which the government therefore cannot take them away. But as people have discovered more things they would like others to pay for, and learned how to dress them up in the language of rights to get public support, the actions of our government have increasingly turned to violating the rights it was instituted to defend. In honor of the day America’s government began under the Constitution, it is worth reconsidering just how far we have gone down that road, and what can be done to recover the negative rights that were the foundation of our country.




20. No Fair Way Out from Overpromises

EVERY time some attempt to reform Social Security or Medicare begins to gain traction, opponents tar any real improvement as unfair. Unfortunately, however, ruling out all the options that could be viewed as unfair to anyone rules out all the options. The fact is that the government has promised trillions of dollars more in Social Security and Medicare benefits than the system’s promised taxes can fund. As a result, there is no fair way out from those overpromises.

One option is to reduce Social Security retirement benefits in one way or another. But this is not fair, because government promises of ongoing retirement support have led people to believe in continued funding at the promised levels, and to adapt their behavior to those promises. Having done so (e.g., saving less privately for their retirement), it is unfair to cut that funding, because some people who relied on those promises have become dependent on the government living up to them. If benefit reductions become a serious possibility, we see a “guilt parade” of the most obviously pitiful and destitute beneficiaries, none of whom should be forced to “do without,” to remind us of its unfairness (just as we see struggling family farmers when agricultural or water subsidies are under fire; the most seriously ill when medical benefit cuts are proposed; poor, inner city children when education funding is considered; etc.). And this fairness argument is partly correct.

It is only partly correct, however, because it does not consider the fairness of the alternatives. While benefit cutbacks are unfair to those dependent on them, every alternative is unfair to someone. Rather than choosing between fair and unfair options, we must choose between unfair ones.

One way to maintain the current promised benefits is through higher payroll or income taxes. But people have also adapted their behavior to the promised extent of those taxes (already greater than income taxes for the majority of Americans), and some now need to keep from losing any more take-home pay just as much as recipients need to keep their benefits.

As a result, some argue that we should just tax “the rich” more, such as by increasing the income limits on FICA “contributions.” But this would increase its unfairness to higher-income earners, who already are paying far more in taxes than they will ever get back in benefits, and who also pay a sharply disproportionate share of income taxes as well.

Benefits could be maintained without increasing Social Security taxes by funding the difference with revenues from other present and future taxes. But that would unfairly burden whichever taxpayers will be left holding the bag for those taxes. It would also increase the uncertainty faced by all decision makers, who must guess how, where, and when those future taxes will be assessed.

What about some sort of privatization? That could increase the rate of return earned on retirement savings relative to what Social Security offers, improving the system from this point in time forward. However, that cannot magically eliminate its current multi-trillion-dollar excess of promised benefits over taxes. And if future benefits are to be more closely based on private contributions than the current system, as privatization would require, treating those savers more fairly would unfairly take funds now used to subsidize current retirees, even though they paid less in taxes than they will receive in benefits under the current structure.

Even doing nothing about Social Security or Medicare to avoid some unfairness in proposed plans to save it is unfair, since the status quo is unsustainable, requiring future commitments to be broken in a major way.

It is time we realized that there is no fair way out from government Social Security and Medicare commitments that exceed the funds available. Current overpromises mean that everyone has a plausible fairness claim on their side, yet something must give. The closest we can come to being fair is to avoid making any new overcommitments, to search for ways to make the program more sustainable (to reduce future unfairness problems), and to look seriously at the contentious issue of which of the options will minimize the adverse impacts of unfairness that cannot be avoided altogether. Demonizing any real consideration of the various options only increases the likelihood that there will be more unfairness than necessary.




21. Misunderstanding Efficiency

EFFICIENCY  getting the most value from a given amount of resources  is important in a world of scarcity. The more efficient people are, the better off they can make themselves. That’s why economists are always talking about efficiency. Unfortunately, what economists have to say on the subject is frequently misunderstood or misleadingly portrayed. A primary reason for this is the confusion about what economists actually mean by the term.

Economists do not mean technical efficiency, in the sense that the most efficient car is the one that gets the most miles per gallon. Gasoline is not the only scarce good. As a result, it is sometimes cheaper to “waste” gasoline in order to have more of other things we value more, such as safety, room, style, or acceleration. What people value more depends on their preferences and circumstances (which only those individuals know  a major reason why centralized decisions about what is efficient fail, as they do in other areas). Each of us may be willing to sacrifice some gasoline for more of other things. The same is true for all the other goods we trade off against one another every day.

Similarly, efficiency does not necessarily (or even usually) mean state of the art. Many of the costs of doing things “the old way” have already been incurred  for example, the cost of existing capital equipment  and need not be borne in the future. In contrast, doing things the “new and improved” way does require that new investments be made and new costs incurred. For many, the added benefits or savings do not justify those added costs, making the old way more efficient in their circumstances. That is why most people do not live in the latest house or drive the latest car, and why airlines fly a variety of older planes as well as newer ones.

Efficiency does not necessarily mean the absolute cheapest, but it does mean the lowest-cost way to do something at a given level of quality. The efficient widget (economists’ traditional, undefined good) is the lowest-cost one at a given quality. But when anything beyond the lowest quality is desired, efficiency does not mean the cheapest widget. This point is often misunderstood, which may be why noneconomists so often incorrectly believe economists think efficiency requires reducing quality to the lowest possible level in order to lower costs. That ignores an added aspect of efficiency  the efficient level of quality. Economists know, but often communicate poorly, that efficiency results in higher quality whenever those involved believe that the added value of the higher quality justifies the higher cost of achieving it.

Similarly, the most efficient way to make widgets in small volumes is not the same as for large volumes. As a result, when smaller volumes are planned, the lower costs that could be achieved if far greater volumes were desired are irrelevant as a standard of efficiency.

Misunderstanding efficiency also arises from the belief that the question “what is efficient?” has an objective, universal answer, so that it is just a matter of turning things over to experts. In fact, the first part of the answer to general efficiency questions is, “it depends,” because any number of changes in circumstances or relative scarcities can change the answer.

That is why the second, much harder part is to recognize the many variables that the answer can depend on and how much it depends on them. This is sometimes illustrated by “ugly American” tourists in a foreign country who see locals doing things differently and conclude that they are wrong or stupid. Actually they just face different circumstances, making their different ways efficient for their particular situations.

These confusions could be avoided if economists were clearer in explaining their valid insights into efficiency. But beyond a lack of clarity, an even-greater threat to understanding is that economists have trained people to ignore their pronouncements on efficiency. Economists’ use of a standard of efficiency known as “potential compensation” is a major reason for this.

Say there was a policy that supposedly produced one hundred dollars in benefits for Adam and imposed forty dollars in costs on Eve. In that situation Adam could conceivably compensate Eve with something between forty dollars and one hundred dollars. If such compensation was actually arranged and voluntarily agreed to, both parties would reveal their beliefs that the result was efficient because both expected to benefit. This is what happens in voluntary market transactions. However, in public policy, compensation is not generally paid to the losers, so “potential compensation” is a misleading guide.

When compensation is acceptable and paid, all parties get more than they give up. In such cases, what economists call efficient is nothing more than what is efficient for each individual. There is no social entity for which things can be efficient or inefficient. But when compensation is not paid, what is alleged to be efficient for society need not be efficient for each party. This violates the essential understanding economists have of an increase in efficiency  at least one party is made better off and no party is made worse off. In the example above, Eve is made worse off by a supposedly efficient policy. That is why we so often see people strenuously object to “efficient” policies, requiring government coercion to enforce the supposedly beneficial “solution” over their objections.

Sometimes people ignore economists’ efficiency claims because of the economists’ tendency to say something is efficient if the “right” or “optimal” quantity of output is produced. Unfortunately, even if that quantity (which is unknowable in the absence of a market process) were to be produced, affected parties could not know if it would actually benefit them until they knew how the cost burden would be distributed. Those who turn out to be disproportionately burdened could easily be made losers. This discrimination, whether imposed through regulations (such as restrictions imposed on owners of affected properties under the Endangered Species Act) or taxes (such as through progressive income taxes), breaks the connection between alleged efficiency and the well-being of those affected.

If an allegedly efficient policy does not mean that Eve is better off, why should she listen to those who say we should do what is efficient? Those in her position (and all of us are all-too-frequently placed in exactly that position) learn to ignore efficiency pronouncements as irrelevant to the real question  “Am I helped or hurt?” As a result, people learn that if they are helped (their benefits exceed their costs), they don’t care if it is accomplished through means economists would term inefficient. On the other hand, if they are hurt (their costs exceed their benefits), they don’t care if economists term it efficient. In contrast, market exchanges by their nature are restricted to those the parties involved agree are efficient.

Many economists also employ an unattainable efficiency standard to find alleged market failures everywhere. That standard is the model of perfect competition, which assumes away such “minor” real-world issues as uncertainty; differences in information; changes in products, processes, or preferences; marketing; search costs; future goodwill effects of present actions; entrepreneurship; and more. In fact, it assumes away almost every source of change that could make creating new voluntary arrangements efficient for participants. But failing to conform to a model that assumes so many issues away hardly establishes the real world as lacking efficiency.

Further, perennial market critics not only see market failures where they don’t exist, they often blame what are really government failures on the market. (For example, they talk about market failures in healthcare, when that is one of the most subsidized, mandated, restricted, and regulated markets in America.)

Making things worse, many also jump from undemonstrated assertions of “inefficient” market failures to the non sequitur that government will increase efficiency by intervening. That ignores a mountain of evidence documenting government inefficiency everywhere one looks, which means that even situations that fall well short of perfect efficiency standards most likely will not be improved, and may be dramatically worsened, by government “solutions.”

Despite gaping holes in logic, efficiency language is used to support all sorts of government programs that simply ignore this and other problems, such as rent-seeking and corruption. Instead, efficiency promises can always be heard from some economists  those whom Henry Hazlitt called “the best buyable minds.” They look at short-run effects while ignoring often far-more-important longer-term effects; they ignore or undercount relevant costs (including the additional costs to society from the distortions caused by the additional taxation); they overcount benefits (alleging, for example, multiplier effects of spending, while ignoring the same multiplier effects in the opposite direction from the taxation required); they count benefits as costs (many government projects are alleged to generate income and jobs, as if they were both benefits, when only the income is a benefit, and the jobs are the costs people incur to get the added income); and perform a host of other logical contortions to justify the unjustifiable.

Thinking in terms of efficiency can be helpful in increasing our well-being. But misusing efficiency logic and language is also a powerful source of misunderstanding. Whenever arguments are couched in efficiency language, one must evaluate them with great care before giving them credence. There are some indicators that show when distrust of alleged efficiency improvements is appropriate.

If the people who know all the relevant circumstances and trade-offs continue to do something, they must believe it is efficient for them. So overturning their decisions by government fiat is prima facie evidence that inefficiency will be created. If people object to having a supposedly efficient policy imposed on them, that policy violates the standard that no one is made worse off. And when efficiency language disguises the transfer of decision making over a person’s property to someone else, making the beneficiary the effective owner without paying for the privilege, the transfer is not really about efficiency.

Unfortunately, virtually every government intervention made in the name of efficiency is tainted with logical abuses, unless viewed as a way for the beneficiaries to more efficiently take what belongs to others. As a result, the word has been demoted from a useful term of analysis and insight to little more than another warning to watch your wallet.




[image: Liberty.me]
IV. Mangling What and How to Measure

THE chapters in “Mangling What and How to Measure” deal with problems of mismeasurement. These issues are particularly important because people often treat numerical data as providing a solid, irrefutable foundation on which an argument can be reliably built. However, the truth of the matter is that the data cited in public policy debates often have only a distant relationship to the relevant reality.

We will discuss some of the ways in which measures of income, wealth, poverty, and their distribution are inaccurate, and cannot support the conclusions most commonly drawn from them. We will consider alternative measures  such as consumption rather than income  as accuracy checks on more frequently referenced metrics. We will examine the way income measures make people look poorer as a result of receiving hundreds of billions of dollars in annual transfers through benefit and tax programs. In the same vein, we will look at how following individuals over time gives far different, more accurate, and more upbeat results than following statistical categories (e.g., the incomes of the top 1 percent or 20 percent) whose membership changes dramatically over time; yet that is seldom done.

We will evaluate why the cost of government programs is far greater than what is spent on them, which is the usual measure used for the burden of government. Most essentially, it is because all means of raising tax revenue also distort incentives, destroying wealth-creating activities that would otherwise have happened. We will also question the way the burdens of taxation are measured, because those who bear the burdens of taxation need not be the same as those legally responsible for remitting them to government (e.g., employer payroll taxes and tax-free bonds).

We will dissect some of the many ways the benefits of government programs are routinely overcounted relative to their costs. These will include logically invalid multiplier effects on the benefit side, where money is spent, but not on the cost side, where it is raised, and several ways of double counting benefits (e.g., counting jobs and income from the jobs as if they were separate benefits).

We will also consider crowding-out effects that are ubiquitous, and yet almost universally ignored because they reveal programs as less effective. Examples go beyond just the crowding out of government stimulus policies to include government aid that crowds out people’s own earnings, savings, private charity, and self-responsibility.

Additionally, we will think through how benefits are overstated by counting aid given as increasing the consumption of the good in question by an equal amount. These overstatements include counting the value of food stamps given as the increase in food consumed, when the effects are far smaller (with similar effects for other subsidized goods), or treating the value of aid to recipients as equal to what it cost government, rather than the often-lower values recipients place on it (e.g., if someone has to pay only $40 to get a good costing $100, all we know for certain that the good is valued at least at $40 by the recipient, and the greater the percentage subsidy, the larger this “leakage” of value will be).

Journeying on, we will inspect how data series, such as estimates of real (adjusted for inflation) earnings or income, make current measures appear worse than they are relative to previous periods, by using the Consumer Price Index (CPI), which overstates inflation (and did so even more in the past). In the process, we will see how pairing such measures with others, such as productivity, which is adjusted with a different measure of inflation that is less upward-biased than the CPI, can create “crises” that are solely the result of mismeasurement, rather than reality.

Mismeasurement in the labor market is of great concern, as it personally affects millions of Americans. Yet there are serious issues here, as well. We will therefore examine important measures that can give better insight into results than the unemployment rate (e.g., labor-force participation rates and quit rates, when evaluating minimum-wage laws), which is the most commonly cited figure. Similarly, we will look at how using earnings rather than the substantially larger (and more rapidly increasing) worker compensation is used to substantially underestimate worker well-being.

We will also investigate other issues of measurement, including the miscounting of trust funds (as for Social Security) as assets, even though they are actually IOUs from government to itself, which therefore really just represent promises to tax people in the future.

Measurement malfeasance is widespread. I hope this section serves to alert serious readers to some of the multitude of ways in which it can be used to misrepresent reality, to serve others’ ends.




1. Misrepresenting Inequality

SIR William Thompson, Lord Kelvin, once said:


  When you can measure what you are speaking about, and express it in numbers, you know something about it; but when you cannot measure it, when you cannot express it in numbers, your knowledge is of a meager and unsatisfactory kind.



Kelvin’s statement is an important reminder that when magnitudes of certain variables or their relationships are in question, without the ability to accurately measure them, you don’t know very much; certainly far too little to claim knowledge of “the answer.” Unfortunately, his view, while dominant in the natural sciences, has often been abused in the social realm, in defense of misguided government policies.

Nowhere is this clearer than in the most recent iterations of claims about wealth, poverty, and inequality that seem to arise everywhere from Occupy protesters to President Obama. Here, the discussion typically relies on measures that are highly inaccurate (compounded by ambiguous and confusing terms, such as statements about “the rich,” sometimes meaning people with high current incomes and other times those who have a great deal of financial wealth, even though those groups are very different and the cutoffs are typically arbitrary and often unstated), yet they are used as if they met Kelvin’s criterion, providing a reliable basis for social policy.

When advocates for ever-more redistribution focus their antirich rhetoric on those with a great deal of wealth, they rely on seriously incomplete and misleading measures of wealth and ignore variables crucial to an adequate analysis of current financial wealth.

Several huge sources of wealth are omitted from the financial measures used by those fixated on inequality. These include pension-fund assets, which largely represent the retirement funds of the nonrich; Social Security wealth (the present value of benefits qualified for but not yet received); and human capital  the knowledge, energy, and abilities embodied in working people but not yet turned into financial wealth. These represent trillions of dollars of wealth, spread far more evenly through the population than financial-wealth measures imply. The same is true of our tremendous wealth in the form of consumer durable goods, from cars to refrigerators to computers. Such omissions guarantee misunderstanding.

Wealth-inequality complaints, in their rush to justify more government redistribution, also ignore many important determinants of financial-wealth differences. A key one is demographics. Disparities in measured wealth in large part reflect age differences in the population.

When people are young, they have not yet had time to convert their capabilities into financial wealth by earning income, then saving and investing in financial assets (e.g., a major reason for low measured wealth in Hispanic households is the youth of their primary earners). However, when they have gotten older, especially approaching or during retirement, they have had time to convert their unmeasured human capital into measured financial wealth. The result is that much of the apparent wealth inequality really reflects age differences in the population (magnified as baby boomers have aged). This demographic bias is also used to buttress claims by those opposed to reducing tax rates, because the immediate positive effects on financial-asset prices go to the owners at that time  those productive enough and old enough to have accumulated the financial wealth to own them  even though they would benefit all productive Americans as people responded to improved incentives.

If anything, measures of income inequality and poverty are even less reliable.

One major reason is that in-kind welfare programs go uncounted in the official data, so they do not improve the measured situations of the poor. This is a very large error. Of the over$500 billion given annually in government means-tested assistance (not including another quarter-trillion or so dollars Medicare spends on the elderly), roughly three-quarters is now given in kind.

The official data further omits taxes, disguising the disproportionate burdens borne by higher-income families. It also hides the impact of the Earned Income Tax Credit. Even though the EITC is refundable, putting dollars directly into recipients’ pockets, it is ignored as a “negative tax,” making its forty-plus billion dollars in annual transfers to lower-income families disappear from official data.

Income studies also fail to incorporate nonsalary benefits and payments to workers, which have increased most among those not at the top of income measures. Mark Warshawsky of the Social Security Advisory Board found that recent expansions in measured earnings inequality were almost completely attributable to rising benefits costs.

The official Census survey also ignores substantial underreporting of income (e.g., people working “off the books” to maintain greater eligibility for various benefit programs) in the Census survey. For example, the more-accurate measures of the Survey of Income and Program Participation have routinely found poverty rates 25 percent below official Census estimates. The underreporting by lower-income households is also reflected in the dramatically smaller inequalities in measures of consumption  far better indicators of well-being  than of current income.

Just as the official data dramatically underestimates the condition of those at the lower end of the current income distribution, it overestimates the incomes of those at the higher end. For example, the recent Congressional Budget Office study of inequality, the most common current “proof text” of increasingly unjustifiable disparities, is based on individual taxable income reported to the IRS. However, many forms of income not formerly reported as individual income now are, due to changing incentives, sharply biasing upward measures of the share of income going to higher-income earners. Many people have shifted from filing as businesses under the corporate tax to filing as individuals as a result of decreasing individual tax rates, dramatically exaggerating increases in their incomes. Top managers have also moved from receiving income as stock options taxed as capital gains to nonqualified stock options, making them countable as taxable personal income. The late 1980s cut in income-tax rates also saw greater income reporting, raising measures of income inequality.

Inequality complaints also commonly overlook other important determinants of market outcomes, including far more workers and hours worked by members of higher-income families, family size (positively correlated with income), and the far-higher cost of living in large urban areas, where larger incomes tend to be earned. Official household-income measures also ignore that households have become substantially smaller than in the past, thus substantially underestimating the growth in income (e.g., real per-household income rose only 6 percent between 1969 and 1996, while real per capita income rose 51 percent). Further, our aging population has increased the proportion of those retired, increasing apparent income inequality.

Income data is so flawed that many policies and programs designed to improve recipients’ well-being actually make them look poorer.

While official data ignores massive in-kind aid to those near the bottom of the income distribution, such programs reduce benefits as market incomes rise (e.g., the thirty-cent reduction in food stamp benefits for each dollar of net income) or terminate eligibility if incomes exceed a certain level (e.g., Medicaid). Most EITC recipients are also in the phase-out range of incomes, where they lose twenty-one cents in benefits (as well as paying other taxes) for every added dollar earned, sharply increasing their effective tax rates. Such disincentives lead many to earn less. And that is reflected in the measured data, making the recipients of huge transfers from others actually appear poorer.

Market responses to redistribution also make inequality look worse. Income redistribution compresses after-tax wage differentials between current high- and low-income earners. But by reducing the after-tax payoff to the necessary investment and sacrifice, it reduces the supply of high-income workers over time, raising their pretax earnings. Conversely, it increases the supply of low-income workers, with the opposite effect. Because income data counts only the changed market earnings, measured incomes grow more unequal.

Beyond such massive mismeasurement, which means that the data used to promote increasing redistribution do not come anywhere near meeting Lord Kelvin’s standard of knowing what you are talking about, there is another major problem with the interpretation of changing income shares.

Even if, properly measured, certain groups increased their share of financial wealth or current income, that does not imply that their increase in wealth came at the expense of others, so that the government must intervene to “fix” it. Such a view fundamentally misunderstands the nature of markets. Whatever level of wealth one starts at, the way to get wealthier in a market economy is not to make other people poorer but to make them better off.

This follows from the voluntary exchanges of the marketplace  you and I won’t agree to trade unless we both feel we get more in value than we give up. Increasing your wealth in a market economy therefore depends on providing goods or services that others value more highly than what it costs you to provide them: a win-win situation. If the wealthy are getting wealthier in the marketplace, this means that they are employing their wealth to improve, not harm, the well-being of others. But the improved options, products, and services  which are increases in real wealth  that buyers receive in exchange for payments that make some suppliers rich are ignored in standard measures of wealth.

While increased wealth in a voluntary-exchange economy comes from creating wealth for others, there are other ways to increase wealth  ways that make others poorer. They have a common denominator: government and its ability to coerce people. Examples include tariffs, quotas, restrictions on entry and competitors, price controls, licensing rules and requirements, and subsidies. All create wealth for some (typically well-organized and well-informed special interests) by taking it away from others (typically the poorly informed and unorganized general population). Such policies do leverage government power to increase some people’s wealth at others’ even-greater expense, and can thereby be properly condemned, but one need not know what happened to the distribution of income to do so.

Disparities in Americans’ officially measured financial wealth or current income do not justify abandoning the well-established principle that wealth creation in a market economy benefits others. To the extent that such differences arise from the voluntary exchanges of the market, everybody benefits, whether incomplete data reflects it or not, and there is no problem to fix. Added government interference would then simply reduce people’s incentives to make others better off. To the extent that some increase their wealth by using government power to harm others, the problem is the abuse of government power; and decreased government involvement, not increased government intervention, is the only real solution.

Political support for a plethora of redistribution policies has long been maintained by twisting Lord Kelvin’s dictum  treating “meager and unsatisfactory” data that dramatically mismeasures wealth, poverty, and inequality in America as if it were accurate. That abuse reflects the huge payoff for those groups who use it to win redistribution in their favor, but it does not even remotely reflect reality. And since reality is the necessary basis for effective judgments, the result is to undermine accurate understanding, and therefore the potential for effective policy  particularly “take your hands off” as the most effective government policy.




2. The Rich Aren’t Dispossessing the Rest

IN late 2011, the Congressional Budget Office’s Trends in the Distribution of Household Income Between 1979 and 2007 found an increasing concentration of income over that period, ranging from 275 percent income growth for the top 1 percent of households and 65 percent growth for the rest of the top 20 percent down to 18 percent growth for the lowest 20 percent of household incomes.

Left liberals instantly used the CBO report to repeat their “the rich are getting richer at everyone else’s expense” mantra. Representative Sander Levin (D-Mich.) called it “just the latest evidence of the alarming rise in income inequality in America,” and the Washington Post’s Eugene Robinson called the result “a nation starkly divided between haves and have-nots.”

One obvious issue bringing such stark conclusions into question is whether a year during a housing bubble and stock boom provides valid information about inequality in the current, very different post-bubble world.

Unfortunately, there is also a far-larger problem. The CBO report cannot support such conclusions. As Thomas Sowell explains:


  Although such discussions have been phrased in terms of people, the actual empirical evidence cited has been about what has been happening over time to statistical categories  and that turns out to be the direct opposite of what has happened over time to flesh-and-blood human beings, most of whom move from one category to another over time.



In other words, the increasingly unequal rich-versus-poor class-warfare rhetoric (e.g., the Occupy Wall Street imagery of the 1 percent versus the 99 percent) falsely equates individuals with statistical categories, although they behave very differently.

Perhaps the clearest rejection of the increasingly unequal-classes interpretation is in a 2007 Treasury study titled Income Mobility in the U.S. from 1996 to 2005. Following individual tax-return data over a time period when statistical categories showed increasing income concentration at the top, it found far different results.

The Treasury found that those with the very highest incomes in 1996  the top one-hundredth of 1 percent  had their incomes halved by 2005 (missed by using statistical classes, because such decreases move people out of the top category). That hardly shows a class of rich growing ever richer at the expense of other classes.

Other income categories revealed a similar story. From 1996 to 2005, the incomes of those originally in the top 1 percent and 5 percent both declined; the incomes of those originally in the top 20 percent increased 10 percent; but those originally in the bottom 20 percent saw a 91 percent increase in income (missed by using statistical classes, because such increases move people out of the lowest 20 percent).

A 2003 Treasury study of the top four hundred income earners from 1992 to 2000 found similar individual mobility between income categories, including “the rich” migrating downward (thus dropping out of the top four hundred), rather than forming a permanent overclass. Over those years, thousands of different people made it into the top four hundred, with less than one in seven in that category more than twice, and less than one in four in it more than once.

Earlier studies also found a great deal of income mobility. W. Michael Cox and Richard Alm found that between 1975 and 1991, only 5 percent of those with incomes originally in the bottom 20 percent were still there at the end. In contrast, that same group was more than fifteen times as likely to have been in the top 40 percent at least once and almost six times as likely to have been in the top 20 percent at least once.

The left-wing interpretation of the latest CBO inequality study is little more than a verbatim repetition of what they have claimed for years. If we consider individual people instead of statistical categories, we must reject the leftists’ conclusion that the rich are increasingly dispossessing the rest  as well as the implied need for ever-more government redistribution. Why do they keep ignoring that more relevant evidence? Because misrepresentation lets them sell their preferred story line more effectively, buying them more elective offices and power.




3. Crowding Out Government’s Effectiveness

A DEFINING characteristic of those who continuously push government activism is an abiding faith that the state’s interventions will benefit society. For that to be true, the benefits must outweigh the costs. As a result, self-interest tempts them to ignore or undercount anything that reveals some supposed panacea’s benefits to be lower, or its costs to be higher, than “advertised.”

That is why “crowding out” seems anathema to them. Just as Superman’s powers were degraded in the presence of Kryptonite, the supposed gains from liberal government interventions are degraded by taking crowding out into account.

The most common example involves government fiscal policy to “cure” recessions. Stripped to its most basic level, liberal activists assert that increases in government spending will directly increase aggregate demand by the same amount, and trigger further multiplier effects in the economy. Just let their Keynesian experts manipulate the spending lever and things will be better.

However, that approach ignores multiple forms of crowding out. The added government spending must be paid for in one way or another. If it is financed with current taxation, the reduced take-home incomes of those forced to bear the burdens will crowd out some of what they would have spent (and any multiplier effects). If it is financed by increased government deficits, that borrowing will absorb a larger fraction of society’s savings, leaving less to fund investment, so investment will be crowded out. Further, it will require higher future taxes as well, crowding out future investment and other spending. And to the extent people recognize the future burdens implied by present policies, it will crowd out current consumption spending in order to pay them. If deficit-induced increases in domestic real interest rates attract funds from overseas, they will increase the exchange value of the dollar and crowd out net exports. And while expansionary monetary policy can offset those effects for a period, it can do so only by delaying and worsening the day of reckoning.

Unfortunately, macroeconomic malpractice does not exhaust the cornucopia of overlooked crowding-out effects from government policies.

Americans’ savings are also subject to large crowding-out effects.

People have been led to substitute Social Security’s vastly underfunded promise of retirement benefits for funds they would have saved. With less saved, less is invested, leaving fewer future output- and income-increasing tools, from hammers to factories, crowding out future production potential.

Medicare, whose unfunded liabilities far exceed Social Security’s, similarly crowds out saving for future medical costs. Medicaid coverage of nursing-home costs, once other assets are nearly exhausted, crowds out still more.

Unemployment benefits, along with food stamps and other poverty programs, also crowd out citizens’ savings to provide a nest egg, “just in case.” And as with any number of disasters, not to mention recent house-price and mortgage problems, government steps in after the fact to assist those who “need” it, crowding out incentives for financial responsibility.

Aid programs also trigger fund diversions from donors’ intended purposes. Such crowding out taints food stamps, other in-kind transfer programs, cash aid, lottery funds for education, and humanitarian foreign aid, among other programs, by replacing money that would have otherwise been spent in areas of government-sanctioned “need,” freeing those resources to be spent however recipients choose.

Food stamp (SNAP) benefits are perhaps the most straightforward example. They are equivalent to a cash transfer for almost all recipients, because recipients would purchase more food than their benefit allotments. The benefits simply replace money recipients would have spent on food anyway, freeing that cash to use as they wish. The attempt to increase food consumption is in large measure crowded out by that substitution.

The same issue faces other in-kind programs as well, such as housing and winter-heating subsidies. Money that would have been spent on those items privately is crowded out to whatever uses recipients select. State lotteries promoted to supplement education funds crowd out other government budgetary support for education, with the dollars released spent however the state government decides.

Crowding out can hobble the effectiveness of humanitarian foreign aid, as well. Giving humanitarian aid, say, medical supplies, to those who would have bought or produced them otherwise, has a far-smaller effect in that humanitarian area, but frees up resources for whatever recipients desire (including for military spending, which can be used to repress citizens or threaten neighbors). Yet again, crowding-out effects are overlooked to maintain the illusion that government programs are more effective than they are in fact.

Crowding-out effects are created whenever government takes over some function previously left to individuals’ voluntary actions. As the history of friendly societies and other voluntary groups illustrate, public welfare programs crowd out far more effective private charity, private-insurance arrangements, family responsibility, etc.

There are multitudes of other examples.

Every tax introduces a wedge between what a buyer pays and what a seller receives, crowding out some specialization and exchange that would have benefited both parties. (For example, our voluntary trading of something whose opportunity cost to you was twenty dollars, but was worth twenty-five dollars to me, would create five dollars of wealth; but if there was a six-dollar tax imposed, it would exceed the private gains from that arrangement. The trade would no longer take place and the five dollars of wealth it would have created is crowded out with it.) Similarly, regulations, which act like taxes, and mandates, which raise costs, also crowd out production and wealth.

Rent-seeking (economists’ term for favor seeking from the manipulation of government power, which necessarily harms others not favored) crowds out productive activities that would benefit others in favor of “investments” in stealing from others.

Minimum wages (along with living wages, Davis-Bacon prevailing-wage laws, and project labor agreements) crowd out on-the-job training (increasing workers’ skills and future earning prospects) and other benefits or terms of employment; or they crowd out low-skill jobs.

Rent controls and other housing regulations and burdensome requirements, crowd out rental housing by reducing property owners’ incentives to build and maintain it.

Food stamps and other means-tested benefits crowd out work, by effectively increasing their income taxes (via benefit reductions or elimination as income rises). Unemployment benefits crowd out reemployment by decreasing the cost of remaining unemployed.

Subsidies to favored producers crowd out production from others, who are not as politically popular. Similarly, import restrictions (tariffs, quotas, and nontariff barriers, dressed up as solving various problems from “safety” assurance to “meeting domestic standards”) crowd out consumers’ ability to buy from suppliers that benefit them the most, given their situations and preferences.

There are also many other examples of crowding out, ranging from FDA regulations that crowd out the rapid introduction of new life-saving drugs to Corporate Average Fuel Economy (CAFE) standards that have crowded out automobile safety by leading to lighter cars.

Crowding-out effects caused by government interventions are everywhere, for those willing to look. But those who push such alleged “solutions” simply fail to look, deceiving both themselves and others.

What has society gotten from the resulting cornucopia of such blinkered policies imposed on it? It has not advanced citizens’ “general welfare.” But it has crowded out freedom, responsibility, independence, frugality, fairness, voluntary arrangements, personal growth in character, family ties, and more. In other words, the result has been a widespread demonstration of the adage, “The bigger the government, the smaller the citizen.”




4. Less Left for Our Labor

EVERY Labor Day, the United States is carpet bombed with politicians’ rhetoric extolling working Americans’ very real and substantial contributions to our society, followed by words of devotion to their interests. From their speeches, you would think that the government was doing wonderful things to help workers.

But, in fact, with the average American spending more to fund government than to buy food, clothing, and shelter combined, the greatest impact the government has on those of us for whom it cares so much is through the huge gap it creates between the value of our productive contribution to others in the workplace and what we actually take home.

In other words, the government’s primary contribution to our lives is to make us substantially underpaid for the productive work we do, judged by the line labeled “net” on our pay stubs. But because our net is all that most of us really look at any more, we tend to blame our employers rather than the government for that underpayment.

If you are one of those whose net pay makes you feel underappreciated by your employer on “your” holiday, remember that what your employer pays for your services is far greater than what you net. The grasping hand of the government that is “honoring” you is primarily to blame for the difference between what you are “worth” to your employer in productivity and what makes it to your bank account.

The most obvious difference between your gross and net pay is income taxes. But if you are like most, you are now so accustomed to income-tax withholding  which you can do little about but change your claimed exemptions at the beginning of the year  that you don’t even look at the amount withheld from your pay anymore. Labor Day is a good time to take another look at how much of your compensation goes directly from your employer to the IRS, rather than to you.

Social Security and Medicare taxes, which are greater than income taxes for a substantial majority of Americans, also create a huge gap between workers’ compensation and their net pay. Some do not even know that 7.65 percent of their pay goes toward Social Security and Medicare taxes. Others are unaware of the magnitudes involved because their pay stubs don’t give them a line item for Social Security and Medicare, but rather one for FICA.

Those who do notice often say “I was robbed” as they get their paycheck (remember what you or your children said upon receipt of that first “real” check, if you have forgotten). But even then, they recognize only half of the tax cost, because employers must also “contribute” an equal amount on your behalf, an amount that really comes out of your pocket.

Employers compare their estimate of your productive contribution with the cost of your entire compensation package. The result is that, since employers know they must bear this 7.65 percent tax over and above the wages they pay, they offer less in wages. But employers, rather than the government, get the blame for the resulting underpayment for our skills.

Other taxes supposedly borne by employers are also borne by employees in reduced net pay (or higher prices for the products they buy, which is analytically equivalent), as well. Unemployment taxes and “workman’s comp” payments may be officially paid by your employer, but workers actually bear any resulting burdens employers can anticipate from hiring them. Sales and excise taxes also lower the net value to purchasers of the goods and services workers produce.

Similarly, corporate taxes impose a burden on workers, either by reducing their pay or increasing prices they must pay out of their earnings. In each of these cases, you may blame your employer for the lower real wages that result, but the government actually gets the money, along with accolades from taxpayers who think they are less burdened (instead of indirectly burdened) as a result.

Further, because all of these taxes reduce saving and investment, they also reduce the accumulation of capital over time below what it would have been otherwise. With fewer tools, workers are less productive, and they receive less income as a result.

Benefits that the government mandates employers to provide their workers also really come out of workers’ pockets, because that cost is part of their total compensation package, which must be covered by the value of worker output to their employer. Similarly, the productivity-reducing costs of complying with regulatory burdens (a “tax” estimated as high as two trillion dollars annually) reduce take-home pay.

Labor Day is intended to recognize and honor the contributions of the working men and women of America, and to give politicians a chance to make speeches to show how they represent the interests of every worker. But rather than a holiday that mainly reminds me how much the government makes me underpaid with what they squeeze out of what I earn, I would feel far more appreciated if the government just took less instead.




5. Taxes and the General Welfare

APPROACHING every April 15, people’s checkbooks remind them that even if “taxes are the price we pay for a civilized society,” it doesn’t follow that the civilization we get is worth the taxes we are forced to pay.

But this issue is hardly new. In fact, more than two centuries before our federal budget hit the multitrillion-dollar annual level, those known as Anti-Federalists warned us that the price we would have to pay for government would rise. So as you struggle to understand the latest IRS forms, and particularly as you write that big check to the United States Treasury, it is worth remembering what they said.

The Anti-Federalists opposed the Constitution on the grounds that its checks on federal power would be undermined by expansive interpretations of promoting the “general welfare” (which would be claimed for all laws) and the “all laws necessary and proper” clause (which would expand limited federal power to all inclusive), leading to a federal government so powerful that its powers were bound to be abused.

One particular concern was that it gave the national government almost unlimited taxing discretion. A leading proponent of that position was Robert Yates, a delegate to the Constitutional Convention who withdrew because the convention was exceeding its instructions. Yates wrote under the pseudonym of Brutus in the 1787 New York Journal.

Brutus described federal taxing power in one letter as one:


  that has such latitude, which reaches every person in the community in every conceivable circumstance, and lays hold of every species of property they possess, and which has no bounds set to it, but the discretion of those who exercise it.

  In another letter, Brutus said:

  it will lead to the passing a vast number of laws, which may affect the personal rights of the citizens of the states, expose their property to fines and confiscation  It opens the door to the appointment of a swarm of revenue and excise officers to prey upon the honest and industrious part of the community [and] eat up their substance.



Brutus wrote that federal taxing powers “will introduce such an infinite number of laws and ordinances, fines and penalties, courts and judges, collectors, and excise men, that when a man can number them, he may enumerate the stars of Heaven,” which sounds a lot like what millions of Americans face in the annual April torture of figuring out their IRS forms.

Brutus also clearly pointed out how invasive tax collection could become:


  This power, exercised without limitation, will introduce itself into every corner of the city, and country  it will wait upon the ladies at their toilet, and will not leave them in any of their domestic concerns; it will accompany them to the ball, the play, and assembly; it will go with them when they visit, and will, on all occasions, sit beside them in their carriages, nor will it desert them even at church; it will enter the house of every gentleman, watch over his cellar, wait upon his cook in the kitchen, follow the servants into parlor, preside over the table, and note down all he eats or drinks; it will accompany him to his bedchamber, and watch him while he sleeps; it will take cognizance of the professional man in his office, or study; it will watch the merchant in the counting-house, or in his store; it will follow the mechanic to his shop, and in his work, and will haunt him in his family, and in his bed; it will be a constant companion of the industrious farmer in all his labor, it will be with him in the house, and in the field, observe the toil of his hands, and the sweat of his brow; it will penetrate into the most obscure cottage; and finally, it will light upon the head of every person in the United States. To all these different classes of people, and in all these circumstances, in which it will attend them, the language in which it will address them will be GIVE! GIVE!



Brutus quite accurately described both the cause (erosion of constitutional restraints on the size and scope of the federal government) and the consequences (citizens facing ever-higher taxes from the government’s collection agency) of expanded federal taxing powers. But he was writing only of the effects of direct (e.g., excise) taxes and the small federal government they could finance, long before the Sixteenth Amendment overrode the tax-uniformity clause and opened the way for a federal income tax in 1913.

Don’t let anyone tell you that the rich are somehow escaping. The wealthiest 1 percent now pay more than a third of all the taxes. This far outstrips their 19 percent portion of taxable income. Meanwhile, taxpayers in the bottom half pay only 4 percent of the taxes. Because the rich make a large contribution to productivity and investment, everyone suffers from this game of redistribution.

If Brutus was here to witness our current tax tab, he would conclude that he had been far too optimistic. A federal government, grown orders of magnitudes larger than he could ever have imagined, guarantees tax burdens beyond his worst nightmare.




6. Trust Issues

EACH year, when the Social Security and Medicare trustees issue their annual report, a great deal of attention is focused on the trust funds’ forecast exhaustion dates.

From 2011 to 2012, for instance, the date moved up three years to 2033 for the Social Security Trust Fund and two years to 2016 for the Social Security Disability Insurance Trust Fund, while for Medicare it remained unchanged at 2024. After those trust funds are exhausted each program can only pay a fraction of promised benefits.

Echoing previous years, some use those trust fund exhaustion dates to call attention to the programs’ multitrillion-dollar unfunded liabilities, which make them financially unsustainable, and assert that fast action is urgent. Others however, point to the trust funds to deny any immediately pressing crisis.

If nothing needed to be done before trust funds were exhausted, asserting there is no crisis might be plausible, although waiting to the last minute to then “find” trillions of dollars does not seem like what supposed leaders would do.

Unfortunately however, while trust fund exhaustion dates are cited as proof that there is no urgency about Social Security and Medicare, the trust funds contain no resources set aside for future beneficiaries and provide no assurance of solvency.

How can huge trust funds not really exist? When they consist of IOUs from the federal government to itself.

The federal government borrows any excess of Social Security and Medicare payments over outlays in exchange for special Treasury bonds. The dollars are then spent by the government, leaving only a fund of Treasury IOUs. But those are not real assets.

The result is just like saving up to buy something by putting one hundred dollars in a cookie jar each week, but then taking the money back out to spend, replacing it with an IOU from you to yourself. The only way the fund can pay off is if you make the IOUs good from other sources of income  but it is the other sources of income, not the cookie-jar fund, that would make those IOUs real assets.

Since the trust fund consists of federal IOUs whose proceeds have already been spent, how will the Treasury generate the funds to redeem them when they come due? It will require new taxes, reduced spending on other federal programs, or program cuts, because those are the only ways the federal government can acquire the future resources necessary to live up to its trust fund commitments. In other words, the trust funds are effectively nothing more than commitments to massive tax increases.

The absence of a “real” trust fund also means that taxpayer bailouts don’t start when a trust fund is exhausted. They are necessary as soon as the trust funds must start paying down, forcing the Treasury to start making its IOUs good then, not years later. And those dates are in the past, not the future. The trustees report that for Social Security, that has already begun, starting in 2010, and for Medicare, in 2008. In both cases, results will seriously deteriorate in the future.

If the trust funds don’t really exist, why do so many treat them as if they matter? Because that sleight-of-hand makes the “crisis” recede and diminishes the need to offer real solutions. But the status quo is not an option; ignoring that fact only makes things worse for future Americans. And every year of delay in addressing the issue adds over a trillion dollars to unfunded liabilities that will have to be addressed.

All of the real options are painful, due to massively underfunded promised benefits. However, before we can actually begin an informed discussion of real possibilities, we need to stop deluding ourselves with imaginary trust funds as security blankets.




7. You Don’t Have to Lose Your Job to Lose from Minimum Wage

RAISING the federal minimum wage is again on self-described progressives’ agenda.

Unfortunately, the often-reprised debate focuses too narrowly on unemployment. Opponents warn it will rise, while supporters assert effects will be small, so that low-skill workers will benefit. However, low-skill workers will be harmed even if unemployment effects are small.

Other things equal, higher minimum wages will reduce employment of low-skill workers. But other things will change. Employers will offset them by changing other conditions of employment, if possible, so their employment costs will not rise appreciably. There will then be small unemployment effects, but workers would still be harmed.

Typically, employment terms are forced to largely “undo” higher minimum-wage costs because there are many alternatives to producing with low-skill workers in the United States  using higher-skill workers and production processes, substituting capital equipment for workers, producing overseas, employing self-serve operations, etc. The alternative is for firms to be outcompeted.

Employers offer compensation packages up to the value of a worker’s output. Say a worker now got the federal minimum wage of $7.25 plus fringe benefits worth $1.25 per hour. Raising the minimum wage to nine dollars would not change compensation, determined by the competition for workers, once employers adjust. Fringe benefits will erode, in the form of worsening working conditions, reduced health and retirement benefits, shrinking sick leave, vacation time or bonuses, etc. Perhaps worst of all, it will eviscerate the primary means low-skill workers “pay” employers for on-the-job training (accepting lower wages than otherwise), undermining one of their primary means of advancement.

This makes even many apparent “winners” from a higher minimum wage  those whose incomes go up initially  losers over time, as their earnings grow more slowly as a result.

Competition leads employers to offer pay and benefit packages that are most valuable to workers for a given cost to them. So firms offer fringe benefits rather than pay only if workers value them more than the foregone wages. This could be because on-the-job training is the most efficient form of education for those workers, because of tax advantages (fringe benefits are nontaxable) or other economies (health insurance is far cheaper through employers), etc. But increasing the minimum wage therefore forces workers to give up fringe benefits they value more than the added (now taxable) income, harming them.

Evidence from low-skill workers’ behavior also indicates that they are harmed by a minimum-wage hike. If a higher minimum wage made low-skill workers better off, it would increase their labor force participation in search of jobs. It would also reduce the rate at which they quit their jobs. But higher minimum wages reduce low-skill workers’ labor force participation rates and increase their quit rates, which is only consistent with minimum-wage jobs becoming less attractive as a result.

Where fringe benefits cannot be reduced, the results are no better. Employers increase skill and work requirements. Those with the fewest skills, least education and job experience  particularly minority teens  face the greatest unemployment effects. This is why, in 1948, before the minimum wage was so broadly applied, the unemployment rate for black teens was below that of the general population, but by 1995 their unemployment rate was more than double. The effect is further magnified by the fact that an employer pays far more than the minimum wage to minimum-wage workers, in the form of the employer half of Social Security, unemployment insurance, worker’s compensation, etc.

Minimum-wage-hike proponents justify their support as compassion for the working poor. But effective compassion requires careful analysis as well as caring, and that cannot justify raising the minimum wage. It harms not only those who lose their jobs, who are disproportionately the young and least skilled, but also the supposed winners, whose higher initial incomes are soon more than offset by slower income growth over time.




8. The Productivity-Pay Non-Crisis

IN many ginned-up political crises, mismeasurement plays a supporting role. But sometimes mismeasurement by itself “causes” an apparent crisis that does not really exist. Such is the case for the assertion that worker pay has fallen far below worker productivity, which “obviously” requires government to step in and “fix” it by fiat.

For example, Barbara Garson wrote a lengthy article about the productivity-pay crisis titled “Do your patriotic duty: ask for a raise,” in the Los Angeles Times this year. Her entire argument rested on the claim that from 1971 to 2007, worker productivity soared while inflation-adjusted worker well-being barely budged. Unfortunately, her premises were false, reflecting two measurement errors.

First of all, Garson used wages rather than total compensation as her measure of worker well-being. However, that substantially undercounts compensation. Even more important for her argument, however, is that since nonwage compensation (including health insurance, retirement funds, payroll taxes paid by employers, etc.) has been growing substantially as a proportion of total compensation, using wages alone dramatically understates the growth in what employers “pay” workers. Further, with payroll taxes for Medicare and Social Security greater than income taxes for a majority of working Americans, it is government, not employers who should get the blame that less of their total output is left in workers’ paychecks.

Second, Garson used the Consumer Price Index to adjust workers’ wages for inflation. But the CPI overstates inflation, and overstated it even more in the past (particularly throughout the 1970s, when its so-called housing bias was very large). Overestimating inflation means that recent real (inflation-adjusted) wages and compensation are underestimated. And that compounded bias, for the thirty-six-year period she cited, is very large. In fact, that is the primary reason for making such a long-term comparison  to introduce a very large bias that can torture actual results into those desired  because there is no other convincing reason to pick 1971 as a comparison point (which also illustrates the necessity to ask why the particular dates for comparison studies were really chosen, since it could be either to more accurately test a hypothesis or to introduce intentional inaccuracy).

Instead of investing absolute faith in one statistic that combines two major measurement errors, as did Garson, it is worth remembering that there are always alternative measures available that bear on the issue at hand. They are likely also imperfect, but they may be less imperfect, and different measures always offer a check on any argument whose empirical claims don’t pass the “sniff test” of suspicion. And in this case, there is far-more-accurate data on worker compensation available  worker compensation as a fraction of national income.

Does that measure show workers taking a huge hit compared to what they produce? No. Employee compensation represented 62 percent of national income in the 1960s, 66 percent in 1970 and 64 percent in 2006, as reported by Harvard professor and former chairman of the Council of Economic Advisors Martin Feldstein.

In other words, despite twisting the data to create an apparent crisis (which offers a plausible explanation for why a researcher who has to know there are other measures that should be investigated as a matter of course would not check them), it was a matter of seeing what wasn’t there. There has been no massive erosion in worker compensation. And questionable “solutions” to false premises are hardly a prescription to benefit American workers.




9. Least Unfair

PRESIDENT Obama’s 2013 budget proposed changing the inflation adjustment for Social Security benefits from the CPI to the chained CPI, “a closer approximation to a cost-of-living index than other CPI measures,” according to the Bureau of Labor Statistics. However because the more-accurate chained CPI is about 0.3 percentage points lower annually, senior groups have attacked it as unfair, and threatened electoral mayhem if they were not accommodated. However, such a change might be the least-unfair option.

An end to Social Security’s ongoing overadjustments for inflation makes sense, because the intent was to insulate Americans from burdens imposed by inflation, yet it has created unintended, unjustified wealth redistributions in favor of seniors. Fixing such errors is good public policy, especially when the change would eliminate about one-fourth of Social Security’s long-term unfunded liabilities, imposed on later generations by benefits far in excess of taxes to past and present retirees.

More accurate inflation adjustments will necessarily hit people’s pocketbooks. Beneficiaries would receive smaller future benefit increases (estimated at roughly 4 percent, once the effects are fully felt in the future). They assert this is unfair, because they now rely on the currently promised growth of benefits. But this fairness argument is incomplete, because every other option is also unfair. Because there is no fair way out from Social Security’s massive excess of promised benefits over promised taxes, we are forced to choose between unfair options.

One proposed alternative is higher Social Security taxes. But people have adapted to the promised extent of those taxes (now greater than income taxes for most Americans), and may need to keep their take-home pay just as much as recipients need to keep their benefits.

Some argue we should just tax “the rich” more by increasing the income limits on Social Security “contributions.” But this large jump in their effective tax rates would both dramatically undermine those workers’ productive incentives and increase its unfairness to higher-income earners, who already pay far more into the system than they will ever get in benefits, in addition to their sharply disproportionate share of income taxes.

Future benefit adjustments could also be maintained by deficits. But that unfairly burdens whichever future taxpayers will be stuck with the burdens. It would also increase uncertainty for everyone, who must guess how, where, and when those future taxes will be assessed, and what their effects will be.

Even doing nothing about Social Security is unfair, since the status quo is unsustainable, requiring future commitments to be broken in a major way.

It is time we take seriously that there is no fair way out from Social Security commitments that far exceed the funds available. Massive overpromises mean that everyone has a plausible fairness claim on their side, yet something must give. The closest we can come to being fair is to avoid making any new overcommitments, to search for ways to make the program more sustainable (to reduce future unfairness problems), and to look seriously at which of the options will minimize the adverse impacts of unfairness that cannot be avoided altogether.

Using a more accurate inflation measure to adjust benefits has a role in necessary reforms. The future excess benefits “reclaimed” were never intended to be given. They were wealth-redistribution mistakes, advancing no shared public goal, yet necessarily harmed later generations with added burdens. Further, the burdens of moving to chained CPI would be widely borne, would be relatively small for any individual, would have a tiny effect on those now most elderly, who can do the least to adjust, and would avoid the sudden dislocations and greater unfairness of large, abrupt policy changes. If such an unintended policy mistake cannot be corrected in this minimally unfair way, to reduce Social Security’s funding difficulties that everyone supposedly abhors, no real reforms are possible, resulting in greater unfairness.




10. Wasteful Government Spending

THE General Services Administration, the “boring” administrator of government-owned property, made it into full scandal mode in 2012 (before being shouldered aside by other scandals, of course). Revelations of an $800,000 Las Vegas conference, indefensible travel, and more, including creating awards to evade restrictions on supplying food for meetings, led GSA inspector general Brian Miller to open inquiries into “all sorts of improprieties including bribes, and possibly kickbacks,” and testify that “Every time we turned over a stone we found 50 more with all kinds of things crawling out.”

As is common in the long history of waste scandals in Washington, politicians responded with multiple hearings to provide forums to parade what effective public guardians they are, after the fact. Of course, if their oversight was adequate before a scandal attracted public attention, long-running abuses would not continue and grow to become a scandal.

Unfortunately, the denunciation of such egregious and obvious abuses still misses much of the waste government spending imposes on citizens.

Many temporarily moved into high dudgeon over such waste (at least in their public statements), then insisted that government should provide only services worth more than their cost to taxpayers. However, even if effective actions followed up such words, which history demonstrates as unlikely in the extreme, that would be inadequate, because a dollar of government spending in fact costs Americans far more than a dollar.

As every tax deadline reminds us, taxes also impose substantial compliance costs. Ever-changing tax rates and rules, often too late for investors to adjust to, add substantial risks to every decision, reducing investments, because any choice can be undermined after the fact by future tax changes. The largest “surcharge,” however, is due to the distorting effects of taxes. Taxes place a wedge between the value of goods and services provided to buyers and what sellers receive net of taxes. That wedge reflects not just federal taxes, but state and local taxes and fees and regulations (whose costs, also often unpredictably changing, act like surtaxes), and those burdens eliminate many jointly productive transactions and the mutual gains they would have created.

Suppose someone faced a 40 percent combined marginal tax rate on added income, far below the rate for many, given that multiple tax and regulatory burdens are imposed on the same stream of income and the purchases they finance. Every arrangement that provided one hundred dollars of value to buyers but cost the seller more than the sixty dollars left after government’s cut would be eliminated, along with the mutual gains they would have generated. The wealth creation destroyed imposes an additional huge cost from taxation. And using borrowed funds instead of current taxes changes little (except making the costs less visible), since they will require added future taxes and the distortions they cause in addition to their current distortions.

The GSA is the latest example of political oversight failing to prevent even obvious waste, until scandal piques citizens’ interest enough to trigger “don’t blame me” hearings by politicians play-acting their dedication to efficient government. But if all such blatant waste could be eliminated (which history reveals as a dim prospect), plenty would remain. Even eliminating all government spending worth less than it costs (which would leave little government spending in place) would not come close to eliminating all spending that’s unjustifiable as advancing Americans’ “general welfare,” because each dollar spent costs citizens far more than a dollar.

In President Obama’s inaugural address, he said his criterion for government activity is “whether it works.” Then, he dramatically expanded government. But as the scandal at the federal government’s supplies manager and landlord, which supports every agency and program, demonstrates, not only does government not work well enough to be expanded, it does not work well enough to be trusted to be honest and competent at what it already does.




11. Jobbery on Jobs

IN Democratic and progressive circles, Labor Day brings out recycled rhetoric justifying their pet policies as a means to create jobs and accelerate growth. However, that rhetoric brings to mind another, older word  jobbery, a once-common word for government corruption  because so many claims are made possible only by corrupting logic to support government initiatives with far-greater costs than old-fashioned jobbery ever caused.

To begin with, saying that government spending “creates jobs” is misleading. It creates jobs where it is spent. But those resources, spent elsewhere, would have created other jobs. Government has not created jobs; it has only moved them, because the taxes and deficits (deferred taxes) to finance them destroy other jobs.

Government spending also moves jobs from where voluntary, mutually beneficial market choices create them to where politicians and bureaucrats dictate, with no similar assurance of mutual advantage. Even highly paid government-generated jobs can produce little useful output. And the value jobs produce for others, not misleading claims of jobs created, is the key to Americans’ well-being.

Government job creation also frequently produces costs rather than benefits. The primary function of the vast crazy quilt of new government agencies, mandates, and czars is to interfere with productive jobs, undermining social coordination. Hiring people to further constrain productive arrangements creates some jobs, but acts as a massive regulatory tax on jobs that benefit Americans.

Increasing government’s massive redistributive power by expanding its control also means more lobbyists are hired to help special interests benefit at others’ expense, forcing others to hire more lobbyists to minimize the extent of robbery imposed on them. The expanded fight to control government theft creates influence-industry jobs, but it destroys wealth everywhere except Washington.

Jobs misrepresentation also arises from the common practice of justifying government initiatives by “jobs and income” created, as if two sets of benefits must be counted. However, doing so counts the same thing twice. Jobs may symbolize the benefit of the income they generate, but jobs are not additional benefits over and above the income earned. Rather than being benefits, jobs are the efforts and inconveniences borne to earn the resulting income. So counting both jobs and income is more misleading than merely double counting, because one of the benefits is actually a cost.

Multiplier effects are also invoked to compound jobs misrepresentations. Added jobs and income produce additional spending, creating further income and jobs, etc., leading to claims of added benefits for each dollar spent. However, the taxes or deferred taxes made necessary have parallel effects in the opposite direction. Those forced to pay are left with less disposable income, leading to less spending and fewer jobs, etc., creating equally multiplied adverse effects. But spending proponents ignore that, so they can use multiplier effects to multiply other misrepresentations.

Transferring jobs from where people value them more to less-valued jobs where government dictates is counted as job creation. Government jobs that interfere with mutually beneficial labor arrangements are counted as beneficial, rather than as a massive regulatory tax on productive jobs. The lobbyists that government control creates are treated as socially valuable, rather than as offsetting investments in mutual theft. “Jobs and income” language is used to not just double count benefits, but to count costs as benefits. These misrepresentations are multiplied by multiplier effects. And further misrepresentations are also used to back policies that cannot be justified without torturing logic.

The annually recycled Labor Day jobs rhetoric Americans hear illustrates how hard some work to distort reality to purchase public support for their policies. But there is a more logical way to benefit workers. Rely on the fact that freely chosen associations between workers and employers guarantee benefits to both parties in ways further government interference only undermines. If we would just stop overriding self-ownership and expand rather than hinder voluntary arrangements, which have always been central to real human progress, people could rest from all the strenuous Labor Day efforts to mislead others.




12. Logically Challenged

IT seems that every time someone in Congress tries to rein in the rapid expansion in the food stamp program (now misleadingly called SNAP, or Supplemental Nutritional Assistance Program), objectors point to the food stamp challenge  people who try to feed themselves for a week on the average food stamp benefit for their area (e.g., about five dollars a day in Philadelphia) to show how hard it is.

Unfortunately, while the food stamp challenge provides good political theater and media attention, it does not prove the heartlessness of American poverty programs.

Focusing on food stamps alone ignores over half a trillion dollars annually in federal, state, and local government benefits to lower-income Americans, not to mention private charity. Since all such aid adds to recipients’ consumption possibilities, you cannot look at food stamp benefits alone, ignoring far-greater assistance, to prove government is too stingy.

The challenge misrepresents the situation because, even in trying to eat solely on food stamps, it is the maximum benefit  what someone not expected to contribute to their own food budget would receive  not the substantially lower average, that would be relevant (another misrepresentation was provided by some calling a five-day period a week, shrinking apparent benefits).

Since food stamp benefits decrease with income, the average benefit is not intended to cover anyone’s entire food bill. So difficulties eating on that amount alone do not prove higher benefits are necessary.

The challenge simply illustrates that virtually all recipients spend more on food than their food stamp allotment. This means food stamps can be substituted for cash food purchases, releasing money to be spent however recipients desire. But that fact undermines the central rationale for food stamps  fear that recipients would waste assistance on other things if given cash. Beyond higher administrative costs, the effect is just like giving them money. If recipients’ desired spending is not for food, giving food stamps does not stop them.

Even for the few for whom food stamps might raise food expenditures more than cash, the argument for food stamps is weak.

The main argument is that poor families cannot afford adequate diets, so we must subsidize their food budget. But studies find little difference between the nutritional adequacy of the diets of low- and high-income families. Since added spending does little to improve nutrition, trying to force recipients to spend more on food fails in its primary purpose.

The same argument is also used to justify subsidizing housing, education, transportation, medical care, etc. In each case, advocates push in-kind aid, because poor recipients would waste money on “less important” goods. But those categories make up the vast majority of low-income budgets. If a family needs subsidies in all these areas, the problem is lack of income. And in-kind aid programs in each of those categories, despite multiplying bureaucracies, cannot increase consumption in every category compared to receiving cash.

Converting to cash would also improve the accuracy of measures of the well-being of the poor. Unlike cash assistance, the hundreds of billions spent annually on in-kind programs, such as food stamps, are omitted in official income statistics, so the data dramatically overstates poverty and understates what is already being done for the poor.

Adequate diets for the poor are important. But to the extent food stamps increase food consumption compared to giving recipients money, they do so at the expense of other goods recipients judge to be even more important, or they would buy added food anyway. And there is little evidence that poor families waste large amounts of cash.

So what does the food stamp challenge prove? That substantially misrepresenting an issue can be manipulated to politically “prove” anything, without actually doing so. The challenge doesn’t even disprove that food stamps should be eliminated. Cash assistance would benefit recipients more than food stamps at a given taxpayer cost. The same is true of many other assistance programs. If the government really wanted to better assist those with low incomes, it would give them cash. And it would also stop hamstringing their efforts to help themselves out of poverty by doing so much that is counterproductive to voluntary improvement.




13. Fair-Share Fakery

FROM the time he began running for office, President Obama has pushed to increase taxes on “the rich” because they needed to pay their “fair share.” He has maintained this position even when supposedly stimulating the economy.

Two pieces of information have helped forestall that agenda  the large number of tax filers that actually paid no income taxes (the Tax Policy Center put the percentages between 50.8 and 46.5 for the years 2007 through 2009), and the substantial fraction that paid negative income taxes (e.g., for 2007, the effective tax rate for the lowest 20 percent of income earners was -6.8 percent).

The many Americans paying zero income taxes and the substantial fraction getting paid by the government undermined the claim that, in comparison, the rich, who pay a sharply disproportionate share of all income taxes, weren’t paying their fair share.

Now progressives are trying to rehabilitate the fair-share claim. They argue that Social Security payroll taxes are regressive. If those taxes are included, lower earners appear less like tax takers than from income taxes alone.

Unfortunately, the assertion that Social Security treats higher-income workers better than lower-income workers is false. Social Security treats lower-income workers far better than higher-income workers, and every serious student of the system has long known it.

The claim that Social Security is regressive reflects the fact that contributions are proportional to earnings up to the program’s cutoff income level, but further income is not subject to the tax. The result is that while those who earn more than that amount pay more in Social Security taxes than lower earners, those taxes represent a smaller percentage of their total income.

However, this supposed regressivity reflects only Social Security taxes, which is highly misleading. Those taxes will entitle payers to retirement benefits, so that evaluation must take both taxes and benefits into account. Doing so reveals that Social Security has long been highly progressive (i.e., if anyone has a claim to be unfairly treated by the system, it is high-income earners).

One way to see this is through how much of preretirement earnings Social Security replaces. For a single earner who retired at 65 in 1993, Social Security replaced 59 percent of monthly earnings for low earners, 44 percent for average-wage earners, but only 25 percent of taxed earnings for an earner with an income at the Social Securitytax cutoff. Higher-income earners received far-smaller returns on their contributions than average earners, and less than half that of lower earners. These sharply different replacement rates reflect Social Security’s benefit formula, heavily tilted in favor of lower-income earners. The taxation of benefits for higher-income retirees increases this difference.

One can also compare the present value of lifetime net benefits for different earners. The House Ways and Means Committee found that in 1992 dollars, a single low earner retiring in 2000 would gain a net $27,983 from the system and an average earner $14,833, but a high-income earner would lose $23,129 (and the numbers are far worse for two-earner couples, since both must pay Social Security taxes without proportionate increases in benefits).

Social Security does not benefit high earners at the expense of lower earners. When combined with the benefits financed by the payroll taxes, which is appropriate for a retirement system, Social Security actually redistributes income from higher earners to lower earners.

To add Social Security taxes, but not the benefits they finance, to income taxes, in order to make it appear that there are fewer tax takers than there really are is a cynical, intentional misrepresentation. It reveals how dishonest those who want more of others’ money are willing to be, but it does not justify hiking taxes on higher-income earners.




14. Addled on the AMT

ONE of the most onerous aspects of federal tax policy is the Alternative Minimum Tax (AMT). It was also unnecessary, based on a misunderstanding of how to measure the burdens of the tax system.

The AMT was begun in 1969 to ensure that a handful of high-income people did not avoid paying taxes altogether. It created a parallel income-tax system that required taxpayers to calculate their liability twice, and pay whichever was greater. The AMT liability was often more, because it disallowed many deductions (e.g., for taxes and mortgage interest) and treated certain types of income more harshly.

Because the legislation creating the AMT did not adjust for inflation, it has increasingly threatened those far from rich with surprise jumps in tax complexity and liability. Therefore, Congress has kept delaying its application to tens of millions more families with short-term “patches” to its income cutoffs (though usually too late for taxpayers to know what rules will apply until a year is almost over).

AMT tax surprises can be quite burdensome. But worse, from society’s perspective, is the fact that the AMT was created to solve a problem that did not really exist, so that Americans face increasingly draconian consequences because of faulty analysis.

A very small number of “tax-free” high-income earners (155 with earnings over $200,000; 21 with earnings over $1 million) were originally targeted by the AMT. The reasons for their zero tax liability included large medical expenses, casualty and theft losses, charitable contributions, and foreign taxes, but the primary one was earning most of their income as tax-free municipal-bond interest. However, while they did not pay income taxes on that interest directly to the Treasury, they did bear the burden of those taxes.

Investors seek the highest after-tax rates of return for their risk, so capital markets equalize after-tax rates of return for equally risky investments. As a result, tax-free bonds pay lower interest rates than similar taxable investments. These lower interest rates are equivalent to a tax on investors. The only difference is that the “taxes” are effectively paid to nontaxable bond issuers via the lower interest rates. Rather than an egregious loophole for rich tax dodgers, nontaxable bonds are a federal tax subsidy to state and local governments empowered to issue them.

High-income earners hold most tax-free bonds, because tax-free income is worth more to those in higher tax brackets. But official statistics ignore the effective tax burdens they bear, because they do not include the foregone interest as the tax it is equivalent to. Therefore, targeting them as not paying their “fair share” by punishing them with the AMT was based on a fundamental analytical error.

And that error has created major problems. The IRS’s National Taxpayer Advocate has put the “growing reach” of the AMT as the number-one problem encountered with the tax code. More and more Americans will face higher taxes, greater tax complexity, and a reduced ability to plan effectively as a result.

The AMT was created out of envy and confusion, not reality. Because of it, we now face the painful prospect of a tax originally aimed at “the rich,” to solve a tax-evasion problem that didn’t really exist, threatening large but very uncertain tax increases for millions of Americans. And each temporary patch only delays the consequences of this time bomb (in addition to the Medicare, Social Security, Medicaid, and government-pension time bombs) Washington is already sending our way, so politicians can get re-elected once more before people notice.

Eliminating the AMT offers many benefits to Americans. The benefits from killing it would be substantial enough that they could even justify some compromises to get them. But it is hard to compromise with false premises and mismeasurement and come out with a reasonable result.




15. A Distinction without a Difference

IN his first inaugural address, President Obama said, “The question we ask today is not whether our government is too big or too small, but whether it works.” Unfortunately, that is a distinction without a difference.

Following Locke, our Constitution restricted our federal government to expanding citizens’ “general welfare.” That tells us both what the federal government should do and how large it should be.

Whether a government program “works” requires more than that its beneficiaries approve. It requires an accurate comparison of its benefits and costs. Unfortunately, government evaluations of program effectiveness dramatically understate costs and overstate benefits. Otherwise little of the federal government would survive, in contrast to the many areas President Obama wants Washington to do more.

First, a dollar of government spending costs Americans far more than a dollar.

There are substantial administrative and compliance costs. Ever-changing tax rates and rules add substantial risks to every decision, reducing investments, because any choice can be undermined after the fact by future tax changes.

The largest “surcharge,” however, is due to the distorting effects of taxes. Taxes place a wedge between the value of goods and services provided to buyers and what sellers receive net of taxes. That wedge reflects not just federal taxes, but state and local taxes and fees and regulations (whose costs act like taxes). This eliminates many jointly productive transactions and the wealth they would have created.

Suppose someone faced a 40 percent combined tax rate on added income, far below the rate for many, given that multiple tax and regulatory burdens are imposed on the same stream of income-creating services and the purchases they finance. That would mean that every arrangement that provided one hundred dollars of value to buyers but cost the seller more than the sixty dollars left after government’s cut would disappear, along with the mutual gains they would have generated. The wealth creation crowded out is another huge cost of taxation. And using borrowed funds instead of current taxes changes nothing (except making the costs less visible), since they will require added future taxes and the distortions they cause.

Therefore, even eliminating all government spending worth less than a dollar for each dollar spent would not come remotely close to eliminating all the programs that “don’t work” for Americans. And given the reality of pork trading and the massive inefficiencies that have been studiously ignored for decades, that possibility is highly questionable.

Such distortions also arise in means-tested benefit programs, such as food stamps and housing subsidies. Because benefits are reduced as incomes rise, each acts like an income tax on recipients, eliminating many more mutually beneficial exchanges.

Establishing benefits from government programs is also problematic, because their services are underpriced or unpriced. People consume goods and services as long as they are worth more to them than the costs they bear. So, if someone must pay only 30 percent of the cost of a good, they will demand more until the last unit is worth 30 percent of the cost. And if goods are unpriced, someone will demand more as long as an added unit is worth more than zero. This guarantees that many programs’ benefits are far below the cost of providing them, and that we cannot really know how large the benefits really are.

Further, government programs take from some to give to others. Because paying taxes is involuntary, there is no way to know that the benefits of such redistribution to X are worth more than the costs to Y.

President Obama promised to cut the federal government down to where it works. But such evaluations underestimate the true costs and overstate the true benefits, offering little real protection to Americans. Given government’s track record and the “more of the same” stimulus proposals, government spending will grow whether it really “works” or not.
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V. Faulty Policies

IN this final section of the book  “Faulty Policies”  it is my intention to examine how various combinations of faulty premises and poor logic have led to a large number of ill-considered, and often very harmful, programs.

These varied and wide-ranging applications deal with price floors, such as minimum wages and living wages; price ceilings, such as rent controls; means-tested poverty programs, such as food stamps and the SCHIP program; redistribution programs such as the Earned Income Tax Credit; social welfare programs, such as Social Security and Medicare; government intrusions into labor markets, including legal props for labor unions and project labor agreements; agriculture interventions, such as import restrictions and agricultural marketing orders; regulations and mandates, such as Corporate Average Fuel Economy standards and “big box” limitations; protectionism in trucking and wine; environmental policies, such as endangered species policy and at Love Canal; antitrust policy, which harms competition and consumers; and more. While not intended to be an exhaustive list, these issues should serve to increase awareness of how commonly faulty premises lead to faulty policies across a very broad spectrum in America today.




1. Then a Miracle Occurs

WHEN I was an undergraduate math major, one of my classes tried to get the professor to show us his PhD dissertation, since many of us could not imagine what that entailed. Since the class involved lots of proofs, and his dissertation largely involved supplying a missing link in a proof, he showed us the condensed version of how he managed to connect the dots between reasoning forward from the premises and backward from the conclusion on a particular problem.

Years later, I was reminded of that when I saw a particular single-panel cartoon. It showed a professor-scientist type up at a blackboard, working at the successive stages of a proof. But he gets stuck. After much thinking, he writes the next step as “Then a miracle occurs  ” after which his proof can continue.

Since then, as an economics professor, I have been impressed by how often the same thing happens in the public policy arena. Someone desperate to demonstrate their position, but stymied by a gap in their argument, invokes a “then a miracle occurs” step, from which their supposed “proof” can continue.

Such miracle steps, upon which the validity of the arguments depend, sneak in logical errors, or invoking them would not have been necessary. Of course, few people (especially those already committed to the same position) pay enough attention to recognize and expose these flaws, which are usually further covered by the misdirection of focusing most of the discussion on the steps that can actually be defended (and ad hominem attacks on those who dare to notice and object).

One example that I have been struck by over and over, is the “proof” offered by unions for why they deserve the credit for raising all workers’ wages. The critical step, between the facts that unions often raise the incomes of their members and the general growth in real incomes over time, is that by raising incomes in union jobs, unions force other employers to offer higher wages to keep their workers from those better-paying alternatives.

That step could only hold if higher-paying union jobs were actually available to nonunion workers, since employers need not outbid nonexistent options to retain employees.

Unfortunately, the opposite happens, reversing the conclusions of the argument. By artificially forcing up the cost of hiring their workers, unions reduce rather than increase the number of jobs offered by their employers, reflecting the reduced volume of output consumers will buy at the higher costs and prices that result. Therefore, the real alternatives of nonunion workers do not improve, as they cannot actually get those good jobs. Instead, their alternatives worsen, as the displaced workers are forced into nonunion occupations, pushing down wages there.

The false leap from higher union wages to higher wages in general is, however, quickly skipped past, and unions proceed on with their “proof” of their responsibility for others’ higher wages as if it were true. But otherwise logical arguments do not create true conclusions from false premises, regardless of how frequently or confidently they are repeated.

Similar miracle steps are assumed in virtually all arguments for price controls, as illustrated by those for rent control and minimum (or living) wages.

Prorent control arguments take the facts that the controls lower the officially allowable rents and that renters would benefit from being able to pay less for apartments, and conclude that rent controls connect them. However, lowering the rents allowable (assuming that all the evasion mechanisms can be controlled) does not mean renters will be able to find the housing they desire at those prices. That would be a miracle, because lowered prices will lead landlords to offer fewer rental units than before, not the larger number renters want at below-market prices. But that fact, which overturns the conclusions of rent control proponents, is finessed by their “analysis.”

Minimum-wage advocates take a similar approach. They take the facts that such laws raise the legal hourly pay of some people and that, other things equal, low-skill workers would benefit from being paid more for their efforts, and conclude that higher minimum wages connect them. However, raising the lowest wage officially allowable (assuming all the evasion mechanisms can be controlled) does not mean they will be able to find the jobs they desire at those wages. That would be a miracle, because higher wages will lead employers to offer fewer jobs than before, not the larger number workers want at above-market wages. But that fact, which overturns the conclusions of minimum (as well as living) wage proponents, is also finessed by their “analysis.”

The almost-unlimited variety of protectionist proposals also depends on miracle steps. Somehow, the higher prices for domestic industries and higher wages for their workers allegedly provide both direct benefits and multiplier effects, but those resources appear miraculously out of nowhere, since the analysis ignores their origins in inefficiencies and greater costs to consumers.

What links these and many more “then a miracle occurs” arguments for government meddling is that they assume that the unavoidable economic fact of scarcity or its consequences (e.g., the laws of supply, demand, and comparative advantage) will just this once be reversed, simply because proponents want them to be.

Further, it seems that, because their proponents are so committed to their policy conclusions, they go to great lengths to avoid careful thinking (by either themselves or others) about the false miracles their arguments require. But commitment to one’s own position, even with good intentions, does not create miracles where there are none to be had. And policies that cannot work without miracles simply cannot work, however many times someone claims they will.




2. More for Me Does Not Mean Better for Us

IN the Wisconsin labor dispute over public-employee unionization, now increasingly spreading nationwide, I have lost count of the times union defenders have justified their position based on little more than the assertion that some union benefited them or some member of their family  followed by the conclusion that all Americans must therefore gain.

Unfortunately, that “logic” is invalid. A policy that gives me more does not mean the result is better for us. And the primary effect of unions and union-backed policies is to harm the vast majority of Americans.

Unions succeed by leveraging special government-granted powers to eliminate competition from other workers who are willing to do the same work for less. (This is a form of collusion that would be legally prosecuted if done by anyone else.) Those displaced workers either become unemployed or must go elsewhere to find jobs, increasing the supply of labor services in nonunion employment, pushing down wages for all workers in those jobs. The resulting wage premium does not come from employers, as union rhetoric implies, but primarily from other workers’ pockets. Because only about 7 percent of our private-sector workforce remains unionized, more than nine in ten private-sector workers are injured by such union power.

The vivid history of union violence and threats against “uncooperative” employers and employees, including thousands of recorded attacks, also clearly harms union members rather than advancing their interests. But leaders are insulated from accountability by the 1973 Enmons ruling, which former attorney general Ed Meese testified “permits union officials  alone among corporate or associational officers in the United States  to use violence and threats of violence to life and property to achieve their goals.”

Aware that their special grant of government power stops at the border, unions have been the primary movers behind government protectionism of all stripes undermining the well-being of workers who would have gained from expanded exports as well as those who, as consumers, would gain from lower cost and/or higher quality imports.

Unions’ sellout of workers’ interests has included conducting campaigns to harass and regulate nonunion apprenticeship programs out of existence, thus keeping other workers from acquiring skills to earn more and compete with the unions in the future. They have also used environmental challenges to stop construction projects until labor agreements guaranteeing that the jobs go to union workers could be extorted.

Their support for the Davis-Bacon (prevailing wage) Act has ballooned government construction costs for decades, raising tax burdens on everyone else. They have also managed to hamstring the Supreme Court’s 1988 Beck decision that union workers can withhold support for political activism they disagree with.

Unions have also been major supporters of innumerable schemes to impose higher taxes and regulatory burdens, thus reducing others’ employment prospects. Further, because those burdens reduce saving and investment, they reduce the accumulation of productivity-enhancing capital, and with it, the growth of workers’ earnings over time. And all this has occurred, even though more than a third of members routinely vote against the positions their union leaders force them to fund with their dues.

What changes when we focus on government-union workers, now more than half of total union membership? They have more power to impose harm on others.

In comparison to private-sector workers, government unions don’t face the discipline of foreign competition. It is also harder to substitute capital equipment for overpaid workers in such “service” industries. Government agencies are monopolies, which need not compete with alternative providers. Government unions donate hundreds of millions of dollars each election cycle, often with forced dues to control who they will negotiate with. (This power is enhanced by gerrymandered “safe” districts, which turn union control over Democratic primaries into control over general election results.) Beyond their financial clout, union members also directly influence the design and implementation of legislation and regulations.

Government unions also leverage temporary political majorities into permanent and expanding gains, due to court rulings that once government has promised its workers something (as with sweetheart pension and healthcare deals), it can never be taken away, regardless of the adverse effects on taxpayers. This is particularly important, because government unions deal with politicians whose short-run time horizons and largely ignorant “customers” enable them to make special deals whose effects are only ultimately revealed after they are beyond any accountability.

Perhaps most important, unlike private employers, who must find willing customers to pay the cost of richer labor deals, government unions can use the coercive power of government to force even unwilling “customers” to pay the costs through their taxes (and increasingly, through the crowding out of spending on other government programs, as labor deals’ adverse impacts on budgets grow over time).

Unions claim to advance the interests of all working men and women. But they actually injure the vast majority of Americans, both as workers and consumers, to advance their own interests. Government-union members, despite self-congratulatory claims like “we do it for the kids” (although their forcing overpayment for providing those services and sacrificing those they “serve” whenever it conflicts with their compensation demands makes “we do it to the kids” more accurate), gain even more for their members by imposing even greater harm on others. And groups who use their power for their own benefit at others’ expense (which would also include those involved in robbery, fraud, and organized crime) undermine Americans’ shared interests rather than contributing to them.




3. The Living Wage Myth

THE debate over “living wage” laws is now more than a decade old. And the issues have not changed much in that time. For example, a 2002 Public Policy Institute of California study by economist David Neumark framed the issue as well today as a decade ago.

The main conclusion of the Neumark study was that, despite causing increased unemployment among the lowest-wage workers, “living wage laws raise the wages of low-wage workers.”

It was immediately seized upon by living wage proponents as a “proof text” against critics. The success claimed for such policies by that study, however, was, in fact, far less than implied by the innumerable “Living Wage Laws Reduce Poverty” stories it spawned.

The study concluded that a living wage one and a half times the minimum wage would raise the average wages of the lowest tenth of income earners by 3.5 percent. That is, it would increase total earnings for the group and, as a result, slightly decrease the likelihood of families having an income below the poverty line.

That was hardly a ringing success, however it was spun. After all, it simply meant that the unintended consequences of living wage laws, such as increased unemployment of low-wage workers, were not so large that they completely undermined the intent of the policy, so that there were actually some gains, on average, to low-income earners.

If a policy designed to help low-wage workers actually hurt them, on average, that would certainly be a failure. In fact, that is what Professor Neumark’s research indicates occurs by raising the minimum wage  it actually increases the chances of a family being below the poverty line (though groups who touted Neumark’s living wage results, that also pushed for higher minimum wages in the name of helping the poor, did not abandon those campaigns as a result of his findings). But to achieve any good at all for the intended beneficiaries, on average, is surely too low a standard to call a policy a success.

Neumark’s conclusion that the average low-income workers gain from living wage laws does not establish that they meet the tests of either efficiency or equity, reflected in the fact that he dids not endorse such laws as a result of his study.

His finding of significantly decreased employment with higher average wages means that living wage laws harm many of the poorest workers the policy is intended to help. And we cannot assume away these inequitable results among the poor simply because the winners gain more in total income than the losers lose; the harm does not disappear  one’s gains do not magically eliminate another’s losses, as is implied when the focus is solely on the “average” effect.

In addition, living wage laws are poorly targeted to help low-income families. They only apply to a small fraction of the low-wage labor force (for which Neumark said he “can imagine no rationale,” if the point is to help low-income families generally). Further, they are paid whether the workers support families or not, and even when total income from multiple workers in the family already puts them well above the poverty line.

Another virtually unreported problem with the study’s headlined conclusion that living wages raise low-wage workers’ incomes was that his results held only for some living wage laws. The most common type (including those in Baltimore, Boston, Chicago, Denver, Milwaukee, and San Francisco), which only applied to contractors supplying goods or services to the government in question but not to all those receiving substantial government assistance or to government employees, did not.

As Neumark said, “the poverty reducing effect of living wage laws stems solely from business assistance laws  the estimated effect of contractor-only laws is small and insignificant.” When the most common type of living wage law has no measurable positive effect on poverty, it cannot be justified as an anti-poverty tool.

Beyond even these issues, Neumark’s study warned that “many important questions remain to be addressed before policy analysts should feel confident that they have a well-established set of findings on which to draw strong conclusions regarding living wages.” These questions remain because the study only addressed the “first-order,” or direct, effects of living wage laws, and ignored indirect effects, which do not show up in income data but could more than offset the first-order effects in helping the poor.

Neumark’s study ignored the increased municipal budgets from higher mandated wages, which would lead those political entities to reduce services, many of which are provided to low-income families. Alternatively, it would require higher taxes, including those borne by the poor. To the extent living wage laws apply to nonprofits serving the poor, those organizations will also have to cut back on services they provide the poor. And to the extent that suppliers’ higher costs get passed on in higher prices to users beyond the government, the poor would also be harmed (particularly because they spend a larger fraction of their income on consumption purchases than higher-income families).

While living wage laws cannot be justified as reducing poverty, Neumark found that they did significantly boost the wages of unionized municipal workers. And in a significant understatement, he wrote, “Because contractor-only living wage laws do not appear to be associated with benefits to low-wage workers or low income families, evidence that these types of living wages benefit unionized city workers would tend to cast living wage laws limited to restrictions on wages paid by city contractors in a negative light.”

How do living wage laws benefit unions? Living wages directly increase wages for lower-skill union workers who previously negotiated belowliving wage contracts. Further, by forcing producers to pay higher wages even if they are nonunion, they reduce competition from nonunion companies, whose costs are forced up (the mechanism Neumark emphasized). Because of the increased costs, however, such laws also undermined municipalities’ attempts to save their taxpayers money by privatizing public services or by putting welfare recipients to work, either of which threatens union jobs.

By forcing affected contractors to pay employees more, living wages allow unions to get pay raises and job security they couldn’t get through traditional means. Because they apply to government contracts, they use governments’ ability to force taxpayers to bear increased costs, which unions couldn’t use in direct negotiations with private employers (much like the Davis-Bacon prevailing-wage law for federally funded construction).

Living wage laws also provide other props for unions. They substitute for attempts to impose higher local minimum wages, which would intrude on state authority. By dealing only with municipalities where supporters’ power is strong, they divide and conquer opposition that would prevent passage at the state level. And living wage laws are intended as wedges for further wage and coverage expansions in the future. In any event, as local governments expand their reach, involving themselves in ever more aspects of the local economy, these effects will increase over time.

The main conclusion of Neumark’s study  that living wages reduced poverty somewhat  was never as strong as the headlines made it appear. The study actually showed that some low-income workers may gain more than other low-income workers lose from some types of living wage laws. That is, it only helps “on average,” while directly harming low-income workers who lose their jobs as a result. And the most common type of living wage law produces no detectable progress against poverty, even on average.

Further, those underwhelming conclusions held only when additional indirect effects which harm low-income families are ignored. But those laws give unions substantial raises, ultimately funded from higher taxes and reduced services from municipal governments. As a result, a careful reading of his study leaves one a long way from the headlines that “Living Wage Laws Reduce Poverty,” unless they only refer to union members.




4. “Paid For” Doesn’t Mean Ethical or Efficient

POLITICIANS have lately turned to bragging that some plan of theirs to give someone a new benefit is “fully paid for,” in contrast to a rival’s plan. Then they act as if that gives them some moral superiority as a result.

However, revealing who and how much someone intends to take from some to benefit others does not establish that a plan is either ethical or effective.

“Paid for” plans are arguably more honest than spending and not identifying who will pay. However, any ethical superiority is limited to risking some political disadvantage, because telling those you intend to harm in the process creates a group who would oppose it, in contrast to leaving that harm more uncertain and ambiguous by leaving the cost to unnamed future taxpayers. It does nothing to make the inherent theft involved any more ethical, however.

Theft is theft; naming who will be plundered does nothing to justify theft as moral or ethical  a slightly more forthcoming thief is still a thief. Besides, any political risk is tempered by hurting unpopular groups (e.g., Big Tobacco, Big Oil) and those unlikely to vote the “right” way in any event.

Politicians who have some “paid for” plans also have a multitude of other plans that are not, so any moral high ground in one case cannot justify the moral low ground they adopt in others. Being supposedly ethical some of the time is not a very high standard for a “public servant.”

“Paid for” plans, like so many central plans, are also paid for only in the planners’ imagination. Politicians don’t actually know what will happen or how effective a plan will be (if they did know that precisely, they would broadcast the details to everyone to claim credit and improve their sales pitch, and the fact that those details aren’t forthcoming means either they don’t know or they know and they aren’t revealing them, both of which are strong reasons to discount any claims). And assumptions are frequently preposterous (e.g., comprehensive health insurance will reduce fraud, when it eliminates any incentive for patients  the only ones who know what was actually done  to monitor fraud). Further, lying as well as stealing is even less ethically defensible for someone who is to advance the general welfare of Americans. And by the time things are implemented and enough time has passed to start evaluating results, effective punishment for misguided policies is far too little, too late.

In markets, benefits are always paid for, because voluntary transactions have no power to harm others. As a result, saying a plan is paid for is never a reason to supersede markets, where plans are not just paid for in an accounting sense but actually beneficial to all participants.

Many “paid for” programs are actually funded only for a limited time period, and introduce huge future liabilities as the costs spiral out of control (e.g., Medicare and Social Security) and tax revenues fall over time (unless rates are raised in unadvertised ways) as people find progressively more ways to avoid the burdens over time.

“Paid for” is far from the primary question  will government do more good for those involved than the private sector. When income redistribution is the primary motive, that answer can be yes for some only if still greater harm is imposed on others.




5. Oversight Oversights

ONCE a tragedy or crisis starts getting serious media attention, politicians routinely respond with the same “solution.” Whether it is a bridge collapse in Minnesota, a train collision in California, or a national financial crisis, they hold hearings, point fingers at everyone but themselves and demand immediate fixes, showing what effective public guardians they are.

Unfortunately, their behavior proves what ineffective public guardians they are, because their oversight, paraded about after the crisis arises, is too little, too late.

If politicians were performing their oversight responsibilities, they would not need hearings to tell them what happened under their noses and why or to discover what is being or could be done. More importantly, problems wouldn’t have become sudden, surprise crises, because we would have been warned and they would have done something to address them beforehand.

Almost every area of American life is overseen by federal and/or state regulatory agencies, as well as by congressional and/or legislative oversight committees. The problem is that they often do their job badly. But they normally evade blame because voters pay little attention.

When voters are inattentive, politicians’ reap little reward for effective oversight on their behalf. In response, their monitoring turns into more fiction than fact. So neither voters nor politicians watch the bureaucracy, which responds as you would expect  advancing its own and its patrons’ interests, at the expense of the public.

Then tragedies or crises grab people’s emotions and their attention. Suddenly they want to know what happened and why and be assured that things are being fixed.

That surge in scrutiny raises the payoff to politicians appearing to be on top of things and providing solutions, but the public’s lack of accurate understanding allows that image to be portrayed even when it is false. And a big part of that process is to immediately redirect blame elsewhere, usually toward people’s supposed “greed” in markets (note how often “market failure” is asserted as an explanation), to keep inquiring minds from looking under their supposedly white hats.

There is a great deal of evidence that is consistent with these oversight oversights but not with effective monitoring, even if we only look at Fannie Mae and Freddie Mac.

While politicians treat each crisis as a one-time surprise, where a one-time response takes the issue off the headlines, there are actually repeated crises. If effective political monitoring went beyond a crisis, that would not be the case. One need only remember the scandals at Fannie Mae and Freddie Mac for an illustration.

Effective monitoring would not offer routine assurance right up to when problems erupt into crises. But the Office of Federal Housing Enterprise, whose two hundred employees’ only job is overseeing Fannie and Freddie, issued a report described as offering “only clean sailing” just months before the sudden onset of a crisis.

Effective monitoring would also eliminate the stark contrast between active foot dragging by supposed overseers when issues are off the public radar and their strident demand for instant solutions when they hit the public radar. For instance, congressional Democrats led the finger-pointing at the collapse of Fannie and Freddie as examples of market failures, even though they were actually heavily subsidized government sponsored enterprises. But in 2005, they kept a Republican reform bill that would have kept Fannie and Freddie from stimulating and accumulating the Alt-A and subprime loans that triggered the financial distress, from coming to a vote. Killing real reform and blaming others for the results that follow is political hypocrisy, not oversight.

Political-oversight failures extend far beyond the financial-system crisis, but they are clearly demonstrated by it. Beyond assigning blame, it is important since we are supposed to trust the government’s bailout on the basis of a “new and improved” degree of monitoring. But if history is a guide, politicians’ stated oversight guarantees are no more trustworthy than the stated income loans everyone wants to get rid of.




6. Dj Vu on the Greatest Food Stamp Fraud

THE Los Angeles Times has given me a case of dj vu. It recently ran an opinion piece titled “Food Stamp Fight,” by history professors Lisa Levenstein and Jennifer Mittelstadt, that had a distinctly familiar ring to it.

Their justification included several arguments for why “food stamps are essential” to America. They claimed that food stamps are necessary to relieve hunger, which benefits the country because hungry people are not productive. They claimed that “in 2009, they pumped $50 billion into the economy” and cited a USDA publication’s claims that “every $5 in new food stamp benefits generates a total of $9.20 in community spending” and that each “$1 billion of retail food demand by food stamp recipients generates 3,300 farm jobs.”

While those claims may be new to Times readers, they are actually golden oldie misrepresentations that seem to never die. For example, at a food stamp hearing held in 1975, Senator Hubert Humphrey asserted that


  the food stamp program plays a very critical role in enabling millions of low-income families have a better diet. It plays a very important role in the support of American Agriculture. It also plays a very important role in keeping the economy from sliding into a deeper recession.



Humphrey supported his claims by citing a Department of Agriculture study of the impact of food stamps in Texas forty years ago, which he described as follows:


  The study found that $63.9 million in bonus food stamps provided in Texas that year generated $232 million in new business in Texas and appeared to generate at least $89 million in business elsewhere in the United States. In addition, the $63.9 million provided in bonus food stamps created 5031 jobs. Translated nationwide, this could mean that the food stamp program is now responsible for $27 billion in business in the United States each year and 425,000 jobs  Furthermore, consider how much money we would have to spend to support those 425,000 workers and their dependents if they did not have the jobs that the food stamp program has apparently generated.



Unfortunately, however long the pedigree of repetition such defenses of the food stamp program (now called SNAP, for Supplemental Nutrition Assistance Program) have, they simply reiterate the same basic misunderstandings when it comes to food consumption, nutrition, agriculture, and its effects on income and job creation.

The food stamp defense uses the magnitude of food stamp benefits to dramatically overstate the increase in food consumption. The reason is that food stamps are equivalent to cash for almost all recipients, because virtually everyone would purchase more food than their food stamp allotments, even if they were given cash. So, for the vast majority, food stamps simply replace money that would have been spent on food anyway, freeing that money to spend however they choose.

Other than higher administrative costs, the result is the same as giving them money.

Even for the few families for which food stamps might raise food expenditures compared to cash, their nutrition effects are misrepresented. Studies find little difference between the nutritional adequacy of the diets of low- and high-income families, so that the problem is vastly overstated. Added food spending also often fails to improve nutrition, as less-nutritious but more-convenient pre-prepared food is substituted for healthier home-prepared food. Further, obesity is a more common problem among low-income families today than lack of food. Therefore, trying to force recipients to consume more food than they would otherwise by giving food aid instead of cash would, to the extent it was successful, do little to improve nutrition, but would worsen obesity problems. That doesn’t seem very “essential” to Americans’ well-being.

The effects on agriculture are similarly overstated. Food stamp proponents count the billions in food stamp benefits as equal to the increase in demand for agricultural products. But since food stamps are like cash for almost all recipients, they add no more to food purchases than do cash benefits. Since less than 20 percent of an increase in income goes to added food spending, the effect is less than one-fifth what is claimed. Further, it ignores the fact that those taxed to pay for the benefits will consume less food as a result of their reduced after-tax incomes, which further reduces the effect on the agricultural sector. In addition, after retailing, processing, and transportation, less than half of food spending makes it to farmers, and most of that goes to cover the cost of producing the crops. Properly understood, the effects on agriculture go from muscular to minuscule.

In addition, to the extent food stamps increase agricultural production, they do so only at the expense of reducing the demand in other industries. The result is to redistribute output and income from other areas  a transfer rather than a benefit to society. And to the extent food stamps increase food consumption compared to giving recipients money, they do so at the expense of other goods recipients judge to be even more important, or they would use cash to buy added food anyway.

The economic stimulus claims reflect the same problem. What is counted as increased aggregate demand is really just transfers from taxpayers to recipients (and to a smaller extent, from other industries to agriculture). The taxes others must pay reduce their demands for goods and services just as the benefits add to them. But those negative effects are simply ignored, turning an essentially nonexistent benefit into an apparently sizable one.

The misrepresentation of economic-stimulus effects is further exaggerated by using multiplier effects. It is true that when one person gets more money, they spend more, increasing demands and income elsewhere. But the same process occurs in the opposite direction as those with reduced after-tax incomes from financing the benefits spend less, decreasing demands and income elsewhere. The same process works in both directions, with little net effect, but the adverse effects are simply ignored. And with such blinders in place, insignificant effects can be presented as major benefits.

Even if the argument is made that the government is borrowing money rather than taxing to raise it, the argument doesn’t change. Deficits represent future taxes, with future negative effects, but looking only at the present disguises an attempt to transfer resources from the future to the present as if it was solely a stimulus.

If the assertion that income is stimulated wasn’t misrepresented enough, more piling on occurs when promoters claim that it also increase jobs. Just as the stimulus and multiplier effects are erroneously counted only on the plus sign, so are the jobs. The net effect is essentially zero. Further, jobs and income are not separate benefits; they are two ways of counting the same thing. It is the income from a steady job that is the benefit, not the job, but counting them as if they were each separate benefits is simply double counting. Worse, jobs, which are actually the burdens people bear in earning their incomes, are counted as if they were actually benefits. (When I ask my students whether they could have the same lifetime income with a job or without, they all choose “without.”)

In addition to these massive exaggerations of food stamps’ benefits, there is a substantial negative effect supporters suppress. Food stamp benefits are reduced by 30 cents for each dollar of net income a recipient earns. As a result, the program acts as an added income-tax rate facing recipients (paid in reduced benefits rather than increased income taxes). That, in turn reduces their incentives to earn, and their consequently reduced earnings (which make recipients look poorer in official statistics, because the food stamp benefits are not counted but the reduced market earnings are), makes recipients more dependent on government as a result (which Levenstein and Mittelstadt dismiss, in a truly impressive display of ignorance of the subject, as reprising “the false charges once leveled at welfare”).

For years, food stamps, along with so many other “I’m from the government and I’m here to help” (which, if memory serves, Ronald Reagan called the “the nine most frightening words in the English language”) programs, have been systematically promoted by reiterating multiple false claims  claims that have never been true  over and over. But its defenders’ rhetoric, no matter how often it plays in re-runs, remains very far from the reality. And while those who administer the food stamp program occasionally change policies to combat food stamp fraud (like going to electronic debit cards instead of paper food stamps), its systematic misrepresentation to the public is the greatest food stamp fraud.




7. How Can You Oppose Healthcare for Children?

THERE has been an ongoing debate over the State Children’s Health Insurance Program (SCHIP). For instance, in 2007 Congress again passed an expansion, only to have it vetoed again. That allowed backers to proclaim how much they cared for children and rehash attacks against President Bush, as when Lois Capps (D-Calif.) called it “denying vital healthcare to some of the most vulnerable in our society.” Unfortunately, while the SCHIP expansion later took place, the underlying assertions were, and remain, unconvincing.

Proponents began by criticizing Bush’s veto because of his previous fiscal profligacy. So critics attack him for spending too much (for policies they usually would spend even more on), then use that to criticize him for spending too little. Unfortunately, while his administration certainly deserved criticism for its rapid growth in spending, that does not constitute an argument to continue a pattern of profligacy.

Proponents then cited widespread endorsements by states, medical providers, and families, all of whom would directly benefit, to demonstrate SCHIP’s value. But that its beneficiaries liked the idea says nothing about whether those subsidies, necessarily at others’ expense, were good policy. I might like to take your money for myself, but that is robbery, and robbery doesn’t become good policy just because the robbers like the results.

SCHIP proponents then ignored or dismissed all the real issues in their “analysis.”

They ignored the fact that not having health insurance is different from not getting healthcare, just as not having food insurance does not mean one will not eat. The uninsured have access to emergency rooms, charitable aid and low-cost clinics, and qualifying children can even be retroactively insured for ninety days.

They ignored that while SCHIP’s imagery has always focused on young children, some states already had more adult recipients than children and that the proposed expansion did not focus any better on young children.

They ignored how SCHIP would be expanded. Advocates constantly referred to it as assistance to low-income children, but failed to discuss that it would actually expand coverage to those with three times the federal poverty line ($61,940, for a family of four, in 2007), which was actually above the median income in 14 states. Those earning that amount did not need others to be forced to help fund their children’s healthcare.

They ignored that the cigarette-tax increases proposed to fund SCHIP’s expansion would redistribute income from poorer people to those who are better off. Tobacco taxes are regressive, taking a substantially larger proportion of income from lower-income people than others, so using them to expand subsidized insurance for people with annual incomes as high as $60,000 actually harms many with low incomes.

They mentioned in passing that SCHIP’s expansion could cover some families who were able to afford private health insurance, but give no indication of how large that crowding out would be. But some leading academic studies estimated the crowding-out rate at 60 percent, so that only 40 percent of the asserted increase in insurance coverage would actually occur. With a majority of beneficiaries replacing coverage they would have had anyway with subsidized insurance, claims of program effectiveness were decimated.

After ignoring or misrepresenting virtually all the real issues, SCHIP proponents focused on rejecting the claim that SCHIP expansion would be “socialized medicine.” And in one sense they were correct. It did not represent completely socialized medicine. But it did aim to socialize more of an already highly socialized healthcare system. Further, focusing on rebutting one weak, strawman argument did not establish the validity of proponents’ assertions. When there are multiple powerful arguments against something, rebutting only one that can be easily caricatured into a misleading form that is not convincing does not rebut them all. The other, more powerful, arguments remain, and they must be seriously addressed, as well.

As in so many parallel instances of “progressive” policy proposals, those favoring expanding SCHIP trumpeted their compassion for children and attacked opponents as inexcusably mean. But their Scrooge-versusTiny Tim imagery was neither accurate nor complete. Instead, it crowded out rational consideration of an extremely questionable policy, especially when combined with urgent “we must act now” rhetoric. However, any time the strongest arguments supporters can make for a policy requires both substantial misrepresentation and high pressure, they have a poor case.




8. The Most Successful Ponzi Scheme in the History of the World

“WE paid our Social Security and Medicare taxes; we earned our benefits.” It is that belief among senior citizens that President Obama was pandering to when, in his second inaugural address, he claimed that those programs “strengthen us. They do not make us a nation of takers.”

If Social Security and Medicare both involved people voluntarily financing their own benefits, an argument could be made for seniors’ “earned benefits” view. But they have not. They have redistributed tens of trillions of dollars of wealth to themselves from those younger.

Social Security and Medicare have transferred those trillions because they have been partial Ponzi schemes.

After Social Security’s creation, those in or near retirement got benefits far exceeding their costs (Ida Mae Fuller, the first Social Security recipient, got 462 times what she and her employer together paid in “contributions”). Those benefits in excess of their taxes paid inherently forced future Americans to pick up the tab for the difference. And the programs’ almost-unthinkable unfunded liabilities are no less a burden on later generations because earlier generations financed some of their own benefits, or because the government has consistently lied that they have paid their own way.

Since its creation, Social Security has been expanded multiple times. Each expansion meant those already retired paid no added taxes, and those near retirement paid more for only a few years. But both groups received increased benefits throughout retirement, increasing the unfunded benefits whose burdens had to be borne by later generations. Thus, each such expansion started another Ponzi cycle benefiting older Americans at others’ expense.

Social Security benefits have been dramatically increased. They doubled between 1950 and 1952. They were raised 15 percent in 1970, 10 percent in 1971, and 20 percent in 1972, in a heated competition to buy the elderly vote. Benefits were tied to a measure that effectively double counted inflation and even now, benefits are overindexed to inflation, raising real benefit levels over time.

Disability and dependents’ benefits were added by 1960. Medicare was added in 1966, and benefits have been expanded (e.g., Medicare Part B, only one-quarter funded by recipients, and Part D’s prescription drug benefit, only one-eighth funded by recipients).

The massive expansion of Social Security is evident from the growing tax burden since its sixty dollar per year initial maximum (for employees and employers combined). Tax rates have risen and been applied to more earnings, with Social Security now taking a combined 12.4 percent of earnings up to $113,700 (and Medicare’s 2.9 percent combined rate applies to all earnings, plus a 0.9 percent surtax, beyond $200,000 of earnings).

Those multiple Ponzi giveaways to earlier recipients created Social Security’s thirteen-digit unfunded liability and Medicare’s far-larger hole. And despite politicians’ repeated, heated denials, many studies have confirmed the results.

One recent study of lifetime payroll taxes and benefits comes from the Urban Institute. For Medicare, they calculated that (in 2012 dollars) an average-wage-earning male would get $180,000 in benefits, but pay only $61,000 in taxes  “earning” only about one-third of benefits received. A similarly situated female does even better. The cumulative “excess” benefits equal $105 trillion, with net benefits increasing over time.

Their calculations revealed a different situation for Social Security. An average-earning male who retired in 2010 will receive $277,000 in lifetime benefits, $23,000 less than his lifetime taxes, while for females, their $302,000 in lifetime benefits approximates their lifetime taxes. And things are getting worse. By 2030, that man will be “shorted” 16 cents (10 cents for women) of every lifetime tax dollar paid.

While those results resoundingly reject “we earned it” rhetoric for Medicare, the Social Security results, with new retirees getting less than they paid in, could be spun as “proving” Social Security is not a Ponzi scheme. However, that would be false. The reason is that Medicare is still in its expansion phase, as with Medicare Part D, piling up still bigger future IOUs. However, Social Security has essentially run out new expansion tricks (although liberal groups are pushing to apply Social Security taxes to far more income, as one last means of robbing those younger, to delay the day of reckoning a bit longer). That simply means that we are being forced to start facing the full consequences of the redistribution that was started in 1935. That is, the current bad deal Social Security offers retirees is just the result of the fact that it has been a Ponzi scheme for generations, and someone must get stuck “holding the bag.”

In fact, perhaps the best description of the current Social Security and Medicare situation comes from Henry Hazlitt, long ago, in Economics in One Lesson:


  Today is already the tomorrow which the bad economist yesterday urged us to ignore. The long-run consequences of some economic policies may become evident in a few months. Others may not become evident for several years. Still others may not become evident for decades. But in every case those long-run consequences are contained in the policy as surely as the hen was in the egg, the flower in the seed.



Social Security and Medicare’s generational hijacking has become “the third rail of politics” in large part because seniors want to believe that they paid their own way. But they have not. They have only paid for part of what they have gotten. The rest has indeed been a Ponzi scheme. And as Social Security is already revealing, the future cannot be put off forever, however much wishful thinking is involved. Some are already being forced to confront the exploding pot of IOUs involved, and it will get much worse.

The supposedly “most successful government program in the history of the world,” according to Harry Reid, has turned seniors into serious takers. And the fact that some of those now older are now starting to share the pain caused by those programs does not contradict that fact. It just shows the dark side of the “most successful Ponzi scheme in the history of the world.”




9. The PLA Menace

POLITICIANS and bureaucrats seem to get their hands into everything, including a vast array of things they have no logical or constitutional reason to be involved in. If that wasn’t bad enough, despite their constantly proclaimed commitment to stretching taxpayer dollars as far as possible, they often do such things very inefficiently, giving taxpayers much less for their money. One of the most important but little-noticed ways of doing this is for government agencies to mandate project labor agreements (PLAs) for government-funded construction, as a payoff for unions’ political support.

A PLA is an agreement negotiated between a government entity and unions (but excluding nonunion workers and contractors) prior to accepting bids on a public construction project that establishes the terms and conditions of employment that will be mandated for all workers on the project, regardless of who wins the bid.

PLAs are justified as a way to buy labor peace, “level the playing field” for competitors, guarantee projects are completed on time, and hold down costs. But they do none of these things. They restrict competition, raise costs, and pick taxpayers’ pockets. As Wharton professor Herbert Northrup wrote in the Journal of Labor Research, “restraints imposed by government directed PLAs are political decisions which have little or no economic rationale, nor can they be defended on the grounds of labor peace, enhanced safety, or other reasonable criteria.”

PLAs are supposed to buy labor peace because they require unions to promise not to engage in disruptive activities such as strikes, picketing, work stoppages, or slowdowns. Of course, that promise need not be kept, as shown by the San Francisco International Airport expansion project, the largest PLA ever granted, that was hit by strikes anyway. Further, as the New York Supreme Court held in the Albany Specialties case, adopting a PLA to buy such labor peace “smacks of capitulation to extortion” by unions.

Union negotiators leverage the threat to strike unless a PLA is adopted (and have supplemented that by using environmental laws to halt projects until PLAs are imposed) into better terms for union workers. Of course, no-strike pledges would not be necessary for nonunion contractors, who make up the vast majority of the construction industry, because they guarantee not to strike on every job.

In fact, PLAs punish nonunion workers and contractors who would never strike, in order to buy labor peace from unions who threaten strikes  which amounts to penalizing the innocent (including taxpayers) to deter the guilty, who are actually rewarded. But their supporters call this “leveling the playing field” for all bidders.

PLA backers say they just impose equal labor terms on all project bidders, allowing equal competition. But those “equal” terms lead to anything but equal competition between union and nonunion workers. For instance, the terms of the San Francisco International Airport PLA included the requirement that all workers on the project, even nonunion workers, had to join the union and pay union dues and fees for the duration of the project, for which they would get no benefits. And these dues were far from insignificant, as one report estimated that union fees for Sacramento electricians averaged $3.21 per hour. Nonunion workers also had to contribute to union health and pension funds, though they would never be eligible to receive a penny of benefits in return.

Even apprentices had to be union members, and new workers had to come through union hiring halls. In addition, union wages, work rules, job classifications, and hiring and grievance procedures were required, raising costs.

Such PLA terms are so onerous to nonunion contractors and workers that most will not even bid on PLA projects (86 percent, in one 1997 survey of nonunion contractors in Washington). And with the restrictions leading to fewer bidders, particularly nonunion contractors who may have lower costs, the reduced competition leads to higher bids and a higher price to taxpayers, as well.

For instance, a 1995 study of the Roswell Park Cancer Institute in New York, which was bid both with and without a PLA, found bids without PLAs came in 13 percent under budget, while those with PLAs came in 10 percent over budget, with a project cost difference of 26 percent.

Similarly, in 2001, the San Francisco International Airport project was reported as $259 million over budget and six months late. Several other PLA projects, such as locally notorious Proposition BBfunded construction for the Los Angeles Unified School District (which had a citizen oversight committee as well as a PLA to ensure low cost and timely completion), have suffered a similar fate. These results reinforce a 1998 General Accounting Office investigation of PLAs that was unable to document any resulting cost efficiencies.

The primary defenses of PLAs stand up so poorly to real investigation that the unions have come up with other justifications as well, as sideshows to distract and confuse those who might want to understand how they really work.

Unions claim that PLAs benefit minorities, and the semblance of truth in that claim is that some do have special programs for minority employment. However, in restricting competition to union members, when unions have a far-smaller fraction of minority members than nonunion employers, the effect is actually to discriminate against minorities. This is reinforced by PLA requirements that apprentices be union apprentices, and restrictions on lower-skilled “helper” employees, because they might undermine union jobs, even though such jobs are the primary means by which many low-income and minority workers try to learn their way to higher-paying jobs. This is why a laundry list of minority contractor and employee groups opposes the supposed help they get from PLAs.

Unions also claim that projects are higher quality and safer because of the restrictions imposed by PLAs. But these claims don’t hold up under examination, either. There have been many documented quality problems on PLA projects. More than 70 percent of the safety excellence awards by the Business Roundtable for over a decade went to nonunion contractors, and a study of OSHA statistics from 1985 to 1993 actually found nonunion contractors safer.

Given the support unions have provided for so many politicians, their support for PLA “sweetheart deals” for unions on public construction contracts is hardly surprising, particularly since very few Americans know about them. But they are doing no favors for taxpayers or for the vast majority of workers who are not union members. And in backing PLAs while preaching spending every government dollar as wisely as possible, they do nothing but display their hypocrisy.




10. The Truth about Pork

WHENEVER Washington labors mightily and gives birth to an actual budget, it is pork barrel time. A good example was the 200102 federal budget. Just before Congress’s Christmas break, they made the rest of Americans unwilling Santas for politicians’ favored constituents.

But the billions of dollars devoted to the several thousand earmarked projects that could not survive the regular budget process also highlighted an important underlying question about pork barrel spending: is it an essential lubricant necessary to achieve passage of well-understood, well-designed, and well-implemented policies that are truly justified as advancing Americans’ general welfare, or is it in fact the essential ingredient in legislation, despite doing little or nothing to advance the public good?

It was all but impossible to find any earmarks among the thousands included that solve either a serious failure of the market or a pressing need. This is especially so, given that if the needs were so pressing to the local beneficiaries, they should have been willing to fund them through the local government or affected private interests. The two million dollars to renovate a monument to Vulcan, the Roman god of metalwork, for Birmingham, Alabama  a project rationalized because the statue is an important symbol of the city’s steel-making heritage  was a prime example.

The fact that those with the most power over spending get the most pork and by far the greatest contributions from those whose self-interest would be advanced by such pork is also inconsistent with the essential-lubricant view. After all, that view would imply that committee chairs and influential members are, in fact, the chief extortionists standing in the way of beneficial legislation, rather than public servants leading the efforts to craft such legislation. The $300 million given to sheep and goat ranchers, resurrecting a program established to guarantee an adequate supply of wool and mohair for military uniforms  even though the military stopped using wool uniforms half a century ago  was simply one of the most preposterous among many examples.

To justify the pork as it was being divided up in the budget process, politicians endlessly recycled the claim that it was important for constituents to “get something back” for the taxes they sent to Washington. But this argument implies that everything the federal government actually does to advance the welfare of Americans is not worth what it costs taxpayers. Otherwise, constituents would already see they were getting more than their money’s worth. This argument also implies that the federal government is failing at its most central tasks, which is inconsistent with the “pork is necessary to accomplish a greater public good” excuse used for the essential-lubricant argument.

Our representatives also defended earmarks as necessary because, as Adam Schiff (D-Calif.) put it, “there is a value in letting the elected representatives have a direct say in funding their communities.” There is some sense in this statement, in that it is not clear whether the waste from congressional earmarks will generally be greater or less than the waste from letting executive agencies spend the funds as they wish. However, that is really an argument that the federal government should not be involved at all  a view enshrined in the constitutional principle of federalism.

Locals should both decide and fund such projects, if they know better. And if those directly affected are unwilling to pay out of their own pockets, then the money would be better left in their pockets, without an expensive detour inside the beltway. All that expensive trip creates is the fiction that when a fraction of locals’ tax money comes back in the form of projects they wouldn’t be willing to pay for, they somehow reap a benefit as a result.

After their budgetary labors, politicians return home to spend their time emphasizing their role in bringing home the bacon to those local interests who benefit. But if we are to consider Congress from the point of view of “the work of the people,” it is worth remembering that the pork brought home had to be extorted from others by those politicians as the price of their assent (usually with a laughable rationale) in exchange for others’ reciprocal extortion of their constituents, that those earmarks were unable to even meet the lard-filled standards of the regular budget process, and that not one cent of the funding came from anyone except taxpayers. It seems to be an awful lot of lubricant for very little real work.




11. Stick It in Your Earmark

EVERY few years, Congress considers a new ethics bill, to untarnish their image as easily bought agents of self-interested redistribution. Of course, they are always more about image than substance.

A good example was the ethics bill passed near the end of the Bush administration, which Democrats trumpeted as helping “drain the swamp” of corruption, in House speaker Nancy Pelosi’s (D-Calif.) words. However it was hardly the “start of a new day in Washington” that Senator Russell Feingold (D-Wis.) called it.

The core reform in the bill was requiring that earmark sponsors be identified. Unfortunately, naming those sponsors will not deter much pork nor substantially change the bipartisan culture of corruption.

Naming earmark sponsors won’t deter much pork primarily because politicians already trumpet what they “bring home” for constituents. Identifying them as sponsors only repeats what beneficiaries already know. It deters gifts for favored constituents at others’ expense just as much as identifying Santa as the source of Christmas presents deters him.

New information is only provided to “outsiders” who are forced to pay. But they cannot vote on that representative anyway, so any “increased accountability” is only to those without electoral influence.

Revealing earmark sponsors might enable others in Congress to pressure the worst abusers to scale back their plunder. But history provides little hope in that regard. Even poster children for outrageous waste are seldom undone by negative publicity. The only earmarks in real danger are from those who dare to question others’ egregious pork projects.

Further, political incentives ensure that abuses will continue.

Earmarks arise from the political dominance of special interests. Beneficiaries who gain substantially know it and support those who “deliver” them. The rest of us, who must finance them, however, each lose only a little. Therefore we are uninformed and uninvolved. Special interests win, though the money raised often finances ads claiming “we do it all for you.”

Eliminating earmark abuses faces the same problem, in reverse. Eliminating an earmark hurts a small, organized group substantially. They oppose it, backed by threats to withdraw support. But since it benefits others only a small amount each, they hardly notice. So representatives attract substantially more votes by bringing home more of their own pork than by eliminating others’ pork or really reforming the system. As a result, special interests are very effective at defending their hard-stolen gains.

The pork-deterring power of naming earmark sponsors is reinforced by redistricting and seniority. The many “safe” gerrymandered districts are virtually impervious to serious electoral challenge, so a few unhappy voters pose little threat to most incumbents. Further, the greatest abusers are those who have risen to the most powerful positions. That means their beneficiaries also have the most largesse to lose if they allow real earmark reform. It also means that most potential congressional reformers have too much future pork at stake, when they get more seniority on important committees, to risk alienating the power brokers currently skimming the most from the system.

Identifying the sponsors of congressional earmarks sounds like a real reform. But it is image, not substance. If “reformers” were serious, they would simply eliminate earmarks. They are special-interest largesse that cannot meet even the minimal standards of regular budget horse trading, the indefensible bait used to lure the corrupt, whose influence those in Congress supposedly want to eliminate. They sell out Americans’ general welfare, whose defense is legislators’ central task.

Keeping earmarks, but identifying sponsors, imposes virtually no cost on those who push them, especially when compounded by the “new and improved” evasions already employed by the “reformers.” It does virtually nothing to deter Washington’s “culture of corruption.” The trumpeted reforms were largely window dressing, behind which the game of mutual extortion of Americans could be continued. If career politicians want credit for that as a major accomplishment, voters should tell them “stick it in your earmark.”




12. Restrict Government, Not Superstores

CALIFORNIA has long been in the forefront of attempts by unions and their liberal allies to legally protect themselves against more efficient competitors, despite the inherent harm to consumers. One illustration of their determination to persist until they get their way was 2011’s SB 469, the fifth attempt in a dozen years to stymie the opening of new superstores.

It applied to stores over ninety thousand square feet, with over 10 percent devoted to items exempt from state sales tax (i.e., food and prescription drugs), but excludes membership stores. In other words, it targets Walmart and Target (without having to single them out by name), whose superstores can offer consumers substantially lower prices than unionized competitors.

According to the Los Angeles Times, the bill required studies to “gauge the effect that a proposed superstore would have on almost everything nearby  businesses, jobs, schools, traffic, housing, parks, playgrounds and day-care centers.” SB 469’s author, state senator Juan Vargas (D-S.D.), said “it makes these super-boxes prove they are a good thing.” But in fact, like multiple previous incarnations, it is actually designed to create an impossible hurdle to new superstore approvals.

It puts an unattainable burden of proof on supercenters. SB 469 would essentially require companies like Walmart to prove a negative  that a supercenter would not have a harmful effect on “the community.” But as any logic student knows, it is all but impossible to prove a negative, because it requires establishing beyond doubt that in every potential scenario, something is true. No one can prove, in advance, that in every possible circumstance, a supercenter will not harm anyone, however remote the connection. Of course, the stores now in existence and eager to restrict supercenters could not have met that criterion, either, if it was applied to them.

The burden of proof is heightened by the ambiguous nature of the way the term “the community” is used. Any individual or group threatened by competition can claim that “if I am hurt, the community that includes me cannot be better off.” That is, it provides every existing interest group a plausible-sounding argument to veto a prospective competitor.

More importantly, the nature of competition makes the burden of proof impossible. Competition is simply the process of discovering who can best cooperate with (i.e., benefit) others. But whenever a customer picks one seller over another, benefiting both, the outcompeted supplier is necessarily made worse off. If damage to such a rival is sufficient reason to restrict competition, all competition, and all the progress that it causes, would be stopped. In addition, any resulting change in shopping patterns will also necessarily increase traffic somewhere, so that objections to congestion can act as universal supplementary excuses to exclude supercenters.

As Frdric Bastiat so frequently illustrated in his writings against protectionism, applying an argument being put forward in one particular case to other circumstances can help reveal the strength of that argument. So what if we were to apply SB 469’s approach elsewhere?

If no choice could be made until after it could be conclusively proven to leave everyone involved better off in every conceivable situation or circumstance, no new choice could ever be made. If dating was banned until it was proven in advance that both parties would feel they were better off after the fact, there would be no dating. And just imagine if we tried to apply that same standard to questions of marriage, having children, investment decisions, career choices, or a host of other issues. Any politician proposing to use such a standard in any of those areas would quickly be ridiculed out of office (although sometimes I think that California might be an exception to that conclusion).

Despite SB 469’s nonsensical logic when applied to almost any issue of voluntary arrangements, there is one area in which SB 469’s logic could actually have benefited citizens. What would happen if we required that no political change would be allowed to take effect until it was proven beforehand that it would benefit every member of society? If anyone objected, it would be rejected.

Under that standard, no politician would be allowed to ever take office, no bill could be passed, no new agencies could be created or administrative appointments made, etc., short of unanimous approval. Government could then do very little, because every form of robbing Peter to pay Paul, the primary “product” offered by politicians, would disappear. Citizens would benefit greatly. But politicians who restrict those who compete with their “friends,” with undeniable harm to consumers, would never accept the exact same restrictions as legitimate limits on their actions.

SB 469 was nothing but another iteration of the almost-uncountable ways special interests use political coercion to protect themselves against competitors. It would keep Californians from making the mutually beneficial market relationships they would choose. It would deny many the ability to accept the terms superstores would offer, for both jobs and goods, which they find more attractive than their alternatives. And similar efforts are afoot in many other states, threatening to spread the consumer carnage.

Those pushing government restrictions such as California’s SB 469 may not want to harm consumers (something they assert frequently), but consumer harm is the inevitable collateral damage of such efforts to protect their own bottom lines by restricting competition. It would guarantee harm to the vast majority of Californians, whom politicians claim to serve, in the name of preventing harm. And the only harm they prevent is to the special interests they really serve at our expense.




13. Raisin Cartel Deserves to Shrivel Up

MARVIN Horne, a longtime raisin grower, has been charged with “stealing from us,” according to the president of the Fresno Cooperative Raisin Growers. What was his crime? Selling his entire crop. That could cost him a seven-digit fine.

Selling what you produce is an odd reason for being defamed and punished, since people produce to sell, and selling more benefits consumers with lower prices. But thanks to the federal agricultural marketing order for California raisins (California produces almost all US raisins), consumer benefits are routinely sacrificed in order to hike raisin prices.

Mr. Horne is under fire for threatening the system generating those anticompetitive, anticonsumer results. The raisin agricultural marketing order (AMO), with roots in the Depression-era Agricultural Marketing Agreement Act, is rationalized as a way to “stabilize” prices.

However, it allows the Raisin Administration Committee (RAC), controlled by producers, to determine how much of each crop can be sold, with the rest forced into storage. That power to jointly restrict output to raise price makes it a cartel. A cartel with so many members would not usually succeed, and the mere attempt would be prosecuted if antitrust laws were applied, but AMOs are enforced by the government, through the USDA.

The raisin cartel illustrates Adam Smith’s warning in The Wealth of Nations: “People of the same trade seldom meet together  but the conversation ends in  some contrivance to raise prices  [Government] ought to do nothing to facilitate such assemblies, much less render them necessary.”

Marvin Horne found a loophole in the cartel’s enforcement mechanism, evading the set-asides imposed through regulations on raisin packers. So he was vilified as stealing from other members and prosecuted for threatening an arrangement illegal anywhere else. But the real thieves  stealing from American consumers  are the cartel members.

The case against the raisin cartel is clear-cut, once you look into it.

The RAC “stabilization” is accomplished by restricting sales, often substantially. “Free tonnage” has been as low as 53 percent of the crop in 2001, and less than 80 percent in most years. That helps producers by harming consumers, turning price “stabilization” into price enhancement.

Further, many crops without AMOs have avoided the market chaos they are supposedly necessary to avoid. In fact, both USDA and OMB studies have found that they actually increased price fluctuations, by hindering the use of volatility-reducing market mechanisms such as futures contracts.

The raisin cartel’s effects on American consumers can also be seen in the gap between the “free tonnage” prices and “reserve pool” prices for raisins destined for low-value markets. In 2001, those prices were $877.50 per ton versus $250 per ton; in 1998, it was $1,250 versus $357; in 1984 and 1994, the differential approached ten to one.

Far-lower prices charged in foreign markets are also evidence of harm to American consumers. However, cartel defenders spin the waste involved as if it was a benefit. They point to increased exports and export earnings, which amounts to saying that selling raisins worth one thousand dollars here for three hundred dollars overseas is a three-hundred-dollar benefit rather than a seven-hundred-dollar waste.

The inroads being made by raisin imports also show that our prices are artificially inflated. If raisins are economical to produce here, priced competitively, they ought to be able to outcompete imports.

The current waste and consumer abuse is also revealed by cartel-member statements, such as “our problem is oversupply” and “we need to keep the prices stable and up there,” as well as industry proposals to directly restrict raisin production, so that the waste of growing “too much” will be reduced.

It is long past time for the government to stop trying to maintain a raisin cartel, picking consumer pockets for producers by “stabilizing” prices far above what the market would generate. Regardless of industry spin, it represents no unfair burden, as any private group trying to do the same thing would have been prosecuted for an obviously anticompetitive practice. It would simply undo an unjustified policy giving special treatment to raisin producers.




14. Not Exactly Sweet Reason

ONE of the hallmarks of many early economists was their opposition to protectionism. They saw that taking away options that both parties to a trade preferred harmed them, eliminating the gains that would otherwise have been created. Yet America (historically the world’s largest exporter of free-trade rhetoric), despite widespread recognition among economists of the wealth destruction involved, maintains a plethora of protectionist policies.

One of the United States’s most blatant examples of protectionism  so blatant that it is used as an illustration of the idea in some economics texts  is its sugar policy. The United States imposes import quotas that substantially raise domestic sugar prices, harming domestic consumers to benefit politically powerful domestic sugar producers.

So when the difference between US prices and world prices (35.02 versus 19.67 cents per pound) reached its highest level in over a decade in March 2010, I wrote an article in the St. Petersburg Times about some of the misrepresentation and misdirection used by domestic sugar producers to defend lining their pockets at consumers’ expense. The situation reflected William Graham Sumner’s insight that “A wants protection; that is, he wants B’s money. A talks sentiment and metaphysics finely, and, after all, all there is in it is that he wants B’s money.”

My article discussed several of Big Sugar’s misrepresentations in defense of sugar import quotas. These included the claim that since there was no sugar shortage, there was no problem created (even though quotas raise domestic prices rather than artificially holding them down, which is the only way shortages would be created); the claim that easing or eliminating quotas would merely increase food processors’ profits (ignoring that it is higher profits to processors that lead to increased output, which creates the consumer gains); the claim that import quotas save taxpayers money (because the increased prices mean that the government won’t buy up sugar to support its price this year, reducing one of its other interventions in the sugar market), while ignoring the costs higher prices impose on consumers; and the claim that since producers pay the costs of administering the sugar program, it costs Americans nothing (ignoring the costs of the higher prices themselves).

My article against sugar protectionism had the usual effect on special-interest policies  nothing changed  so that was the last I thought about it for a while. But then a former student asked me what I thought about the letter to the editor published in response to my article. So I dug it up online. Since it further illustrates the lengths to which protected domestic sugar producers will go to maintain their government-created gravy train by piling misrepresentations upon misdirection, I thought it merited sharing.

“US sugar policy has served us well.”

One can almost admire the artistry of this title, which avoids being blatantly false due to the vagueness of the word “us.” If it refers to the citizens of the United States, as the title clearly implies, it is false, since the vast majority of Americans are affected as consumers harmed by higher prices. But if “us” refers to the domestic sugar industry, the title is true.

“College professors are paid to theorize, not run successful businesses. A Pepperdine University professor, Gary M. Galles, proves this point in a March 23 op-ed bashing one of Florida’s most important industries.”

Given the amount of damage done to society by academic theorizing, often restrained by little more than whether other similar-minded academics like the conclusions, I have far more confidence that businesses that must meet the profit test by improving buyers’ options actually benefit society than that such academic theorizing generally benefits society. However, the theorizing involved here is hardly of the impractical, ivory-tower variety. It is essentially the assertion that people will only make voluntary arrangements that they believe will make them better off, given their circumstances.

By contrast, Big Sugar’s arguments for how violating people’s ability to choose for themselves actually benefits them is precisely the kind of theorizing that can justly be criticized as false and misleading. Further, its success comes not from benefiting consumers with lower prices, but from taking away options consumers find superior. That does not improve social cooperation or well-being. I am reminded of Adam Smith’s warning not to heed the special pleading of businesses unless they coincide with the interests of consumers (i.e., when they are given more options as a result, as when lower-cost foreign producers lobby to reduce trade barriers). Finally, when an industry is important because government bars lower-cost competition, this says nothing about whether the rationale is valid or whether it represents an efficient use of local resources.

“He suggests eliminating the US sugar policy  which operates at no cost to America’s taxpayers  and making the country dependent on subsidized foreign producers. His theory has failed in practice numerous times.”

Here the author repeats a cynical misrepresentation my article had already addressed. Sugar policy currently operates at no direct cost to taxpayers for two reasons  because producers pay the cost of administering the sugar program and because the effects of import quotas have raised the domestic price so far that the government will not use taxpayer money to buy up sugar to support its current price.

However, as Henry George argued long ago, a quota is just like a blockade of foreign trade, and blockades do damage to the domestic economy even when someone else pays the cost of conducting the blockade. Further, taxpayers have historically been forced to fund government purchases of sugar to support its price; it is only because the quotas have increased domestic sugar prices so much lately, increasing the consumer harm imposed, that the government is not now doing so.

The claim of dependence on allegedly subsidized foreign producers also has two glaring problems. First, it ignores the fact that, to the extent that we would be dependent on foreign producers, it is because we would be willingly so, expecting to be better off buying from them. Besides, since current policy makes American consumers more dependent on domestic suppliers whose actions harm them rather than offering them better options, as foreign producers must, it is hard to see how the dependence argument favors import quotas. Second, regardless of whether foreign producers are subsidized (as are American producers), this leaves unchanged the fact that Americans are better off buying from lower-price sellers rather than producing the goods at a higher cost themselves.

“We depended on foreign sugar producers in the 1940s and the result was sugar rationing. And modern-day sugar policy exists because consumers were badly burned by roller-coaster prices in the 1970s and 1980s.”

We did not have sugar rationing because of dependence on foreign sugar producers. If we were to allow markets to work, restrictions on sugar supply would raise prices, but would not cause sugar rationing, which can only be imposed by government restrictions. We had sugar rationing because of government policies imposed during World War II, including price controls.

One also cannot logically assert that current sugar quotas and other support policies, which maintain domestic sugar prices substantially above world prices at all times, are a solution to save sugar consumers from prices that were lower, even though they varied as market conditions changed. Consumers do not prefer higher prices than before (although this price-stabilization argument is often used to misdirect attention from the higher prices restrictions generate).

Domestic sugar producers have always been the promoters of restrictions, while domestic sugar users have strongly opposed them, which you would not find if consumers had been beneficiaries.

Finally, to assert that US prices should remain far above world prices for decades because of supposed problems in the 1970s and ’80s only demonstrates how long the adverse consequences of such false rationales persist (like infant industries who never stop “needing” protection).

“More recently, the US Department of Agriculture opened the floodgates to foreign producers following Hurricanes Katrina, Rita and Wilma. Much of the refined sugar that arrived had to be re-refined by US companies to remove hunks of burlap, metal shavings, and other impurities.”

Rather than opening the floodgates, sugar quotas have in effect actually become more stringent over time because some of the countries with quotas based on production shares from the 1970s no longer ship raw sugar to the United States.

It is not surprising that giving surprise “charity” import permission for countries hit by natural disasters may result in quality-control problems if those countries’ domestic sugar standards are not as stringent. However, to the extent that regular sales to the United States are expected, there is no reason to continue to expect quality problems.

And even if there were such problems, it would not justify market restrictions. They would simply be marketing disadvantages that would be overcome only when the cost of fixing the problems was less than the price advantages  that is, when consumers gain. Further, if it is helpful to such countries to sell more sugar to the United States after disasters, doesn’t it follow that it would benefit them generally as well, rebutting the claim made later that US policy has the support of other sugar-producing countries?

“McKeany-Flavell, a California-based research firm that is paid to help build successful businesses, had this to say about the theory of eliminating sugar policy: ‘Just as we are experiencing problems with our dependence on foreign oil, sugar users would have many obstacles to overcome, including sugar quality, consistency, packaging and (delivery).’”

The website for that firm revealed that they do commissioned reports. So it hardly strains credibility for them to produce a “research” report against eliminating sugar quotas, paid for by the companies who oppose it. It reminds me of Henry Hazlitt’s reference to how those who gain from government protection hire “the best buyable minds” to so confuse issues that sensible thinking becomes almost impossible and opposition is overwhelmed.

The fact that the “research” cites foreign dependence as a major problem also raises a red flag. Dependency is virtually only cited as an argument when the purpose is to justify political restrictions on voluntary international arrangements, rather than accurately characterizing circumstances (and with quotas, consumers are forced to be even more dependent on domestic suppliers, whose favored policy intentionally harms them with higher prices).

When people are free to make their own arrangements, any dependency or reliability problems are taken into account in their decision making, leaving no issue requiring public policy to solve. And surely a firm that sells expertise in commodity markets is aware of the many market arrangements that can be utilized to mitigate dependency or quality-control issues.

“Sugar policy has been a success in this country, which is why it has strong bipartisan support in Congress. It is also popular with most of the 41 countries that already ship sugar to the United States, which is the world’s second biggest sugar industry.”

As with the title, the first point here artfully avoids outright lying through ambiguity. Sugar policy has been a success for the sugar industry in this country by harming the rest of us, but that is vastly different from saying it is a success for the country.

The strong bipartisan support does not represent benefits to Americans either. It represents a well-funded interest group, each of whose members has a great deal at stake, buying the support of politicians. Their political success is made possible only by the ignorance of voters who lose far more in total, but far less individually, which is why sugar policy is often the poster child for public-choice abuses in economics textbooks.

The supposed popularity of American sugar policy among other sugar-producing countries is similarly that of other producers and their political patrons bought at the expense of others. While American import quotas restrict sugar sales here, those foreign sales receive the much higher US price on those sales, making them highly profitable to the producers, and control of who will get those profits a very valuable tool for politicians. But restricting those countries from selling more of what they produce at low cost does not help their citizens.

Finally, while the fact that the United States is the second-largest producer of sugar would mean we are a relatively low-cost producer in a free market, it means nothing of the sort when it has been created only by erecting very high trade barriers. In fact, if the United States were a low-cost producer, we would expect the United States to be an exporter of sugar to other countries, rather than one that needs barricading against many lower-cost producers. Current restrictions force us to give up the gains from comparative advantage, making us poorer, not wealthier.

“As for the price complaints in the op-ed? A pound of sugar still costs about half as much as a candy bar, restaurants still give it away for free, and candy companies are still enjoying huge profits.”

The comparison with the price of a candy bar is irrelevant other than as a means to portray candy makers as the “real” problem rather than sugar policy. It is only an attempt to divert attention from the real question  are sugar prices, and the prices of products made with sugar or substitute sweeteners, higher than they would have been otherwise?

The free sugar with coffee at a restaurant is also irrelevant. It only says that the cost of the “free” sugar used by patrons is small enough relative to what is charged for a cup of coffee that it is not worth charging for separately. It is conceivable that sugar could become more expensive still, so that the practice would be stopped, but that does not imply that sugar prices aren’t elevated substantially above what they otherwise would have been.

The supposedly huge profits of candy makers are asserted to again shift blame away from the American sugar industry. However, “huge profits” are in the eye of the beholder (especially since accounting profits vastly overstate economic profits when large investments are involved). And what about Big Sugar’s profits? Further, the increased costs of American sugar policy are made clear by multiple candy producers who have shifted production out of the country because of the far-higher domestic price of sugar.

Who was the letter’s author? “George H. Wedgworth, president & CEO, Sugar Cane Growers Cooperative of Florida.”

The incomes of the writer and those he represents depend hugely on maintaining current policy, so he would be arguing for it whether it were a good policy or not. Honesty and serious analysis would suffice if it were a good policy. However, those with a strong case in reality would not resort to misrepresentation after misrepresentation and misdirection after misdirection, as does the American sugar industry. That is why William Graham Sumner’s description that “A wants protection; that is, he wants B’s money  A talks sentiment and metaphysics finely, and, after all, all there is in it is that he wants B’s money,” is so accurate.




15. Take CAFE Off the Policy Menu

EVERY time there is a new proposal to increase Corporate Average Fuel Economy (CAFE) standards, Yogi Berra’s famous words, “This is like dj vu all over again,” seem appropriate. After all it is just the latest incarnation of a simple-minded political “solution”  mandating that vehicles get better mileage  to a nonexistent crisis.

CAFE standards were born a third of a century ago, when there was a gasoline crisis  caused more by gasoline price controls than by OPEC. Congress was convinced that Americans were not competent to make their own automotive choices. CAFE standards were intended to force us to get better mileage by imposing harsh penalties on any automaker whose fleet did not meet rising fuel-economy standards.

Those standards have since ratcheted up, fanned by concerns including energy dependence, opposition to oil drilling in Alaska, and SUV envy.

However, a study of increasing CAFE standards done more than two decades ago showed that CAFE standards were both costly and ineffective at achieving their goal. If an honest study was done today, it would recommend eliminating rather than raising those standards and would suggest that trusting Americans to make efficient transportation choices for their circumstances is the most sensible policy.

In September 1988, the Federal Trade Commission studied the effects of raising the 26.5-mpg standard to 27.5 mpg. They estimated that, over a fifteen-year time horizon, raising the CAFE standard would actually increase gas consumption by 200 million gallons, rather than decreasing it. There were several reasons for this, all ignored in the current political frenzy to “do something.”

First, anything that would improve gas mileage, therefore lowering the cost of driving, would increase the number of miles driven, an effect the FTC estimated would offset 30 percent of the presumed gas savings (although later estimates have put that effect at “only” 20 percent).

Second, cheaper driving costs would facilitate housing development further from workplaces, further progressively eating into gas savings over time, while worsening congestion and all its adverse consequences.

Third, to cover the cost of bringing new models in line with CAFE, domestic manufacturers would have to cut production of larger, more powerful domestic cars and light trucks, thus raising their price tags. As a result, owners of older gas guzzlers, which also spew far more pollutants into the air, would hold onto them longer, further diminishing any net gas savings or pollution reductions from the newer models.

Fourth, foreign car and truck makers who already meet overall CAFE standards would fill in the slack by producing more-powerful and less-fuel-efficient cars and trucks, so that reducing domestic production of those models would do little to increase overall fuel economy. But both the shift of bigger car production to foreign producers and the shift of production of lower-mileage domestic nameplates to other countries would lead to the loss of US automobile-related jobs (estimated at twenty thousand in 1988). Domestic auto producers and workers learned this was true the hard way, and now they adamantly oppose stricter regulations.

Nobody knows better than those who buy and fuel them with their own money which kind of vehicles are most appropriate for the circumstances they will be used for. Certainly not politicians who pander for votes by pushing higher mileage standards, even as past studies have shown such standards to be less than effective.

Efforts to further tighten CAFE standards come up with regularity. They are sometimes beaten back, but Americans’ only real protection against further regulatory restrictions on their transportation options is to permanently remove them from the policy menu. As Yogi Berra might recommend in this area, “You’ve got to be very careful if you don’t know where you’re going, because you might not get there.”




16. 100 Years of Myths about Standard Oil

MAY 15, 2011, marked the one-hundredth anniversary of the most famous antitrust ruling in US history  the 1911 Standard Oil case. Unfortunately, the mythology and aftermath of that case has undermined competition and harmed consumers ever since.

The myth was pushed most publicly by journalist Ida Tarbell (whose father and brother both competed poorly against Standard Oil) in the chapter “Cutting to Kill” in her The History of the Standard Oil Company, described by Thomas DiLorenzo as “a classic of antibusiness propaganda.”

What is the myth that led the Supreme Court to break up Standard Oil in order to protect competition? In the words of antitrust scholar Dominick Armentano:


  The popular explanation of this case is that Standard Oil monopolized the oil industry, destroyed rivals through the use of predatory price-cutting, raised prices to consumers and was punished by the Supreme Court for these proven transgressions. Nice story but totally false.



The Standard Oil myth implied that our competitive system could be undermined by predatory pricing, in which large firms would destroy smaller firms and then use their monopoly power to raise prices to consumers. Combined with fears that such predatory tactics could also be used in other industries, it led to several antitrust laws designed to protect consumers against those mythical abuses.

These laws include the 1914 Clayton Act’s prohibition on predatory price discrimination, the 1914 Federal Trade Commission Act’s power to prohibit “unfair competition” (a masterpiece of vagueness, given that it is hard to think up how an offer willingly accepted by consumers could be unfair to them, absent force or fraud), and the 1936 Robinson-Patman Act’s restrictions on price reductions and quantity discounts.

The problem with the Standard Oil predatory-pricing myth that is the foundation of this legislation and the mountains of litigation it has generated is that it is not only untrue but actually the opposite of what happened.

John McGee, who studied the Standard Oil case in unprecedented depth, reporting his results in two seminal Journal of Law and Economics articles, contrasted its role as the legendary “archetype of predatory monopoly” in the public imagination with the evidence, and determined that “Standard Oil did not use predatory price cutting to acquire or keep monopoly power.”

McGee also went further than the specific evidence in the Standard Oil case to show that even if a firm intended to monopolize an industry, the predatory-pricing “story” as a means of achieving it was riddled with logical holes. In particular, predatory pricing costs the supposed predator far more than it costs the prey, who can further expand the cost difference by temporarily shutting down. Unless the predator is allowed to buy up a victim driven to bankruptcy, others can buy up those assets cheaply, thus allowing them to again compete with the predator and re-enter effective competition. Further, without the ability to prevent entry once monopoly pricing is attempted, the monopoly payoff disappears. And because it requires monopoly power to finance predation, predation cannot be the source of monopoly power.

McGee drew two particularly important conclusions: “I doubt that predatory pricing is, or is likely to be, or has ever been a significant clog on the competitive process,” and “If the popular interpretation of the Standard Oil case is at all responsible for the emphasis that anti-trust policy places on ‘unfair’ and ‘monopolizing’ business practices, that emphasis is misplaced.”

In contrast to the predatory harm to consumers alleged against Standard Oil, what actually happened?

The mechanism of predatory exploitation of consumers requires substantial monopoly power that is used to increase prices, thereby reducing the output sold. But Standard Oil had no initial market power, with only about 4 percent of the market in 1870. Its output and market share grew as its superior efficiency dramatically lowered its refining costs (by 1897, they were less than one-tenth of their level in 1869), and it passed on the efficiency savings in sharply reduced prices for refined oil (which fell from over 30 cents per gallon in 1869, to 10 cents in 1874, to 8 cents in 1885, and to 5.9 cents in 1897). It never achieved a monopoly (in 1911, the year of the Supreme Court decision, Standard Oil had roughly 150 competitors, including Texaco and Gulf) that would enable it to monopolistically boost consumer prices. So it can hardly be argued seriously that Rockefeller pursued a predatory strategy involving massive losses for decades without achieving the alleged monopoly payoff, which was the source of supposed consumer harm.

Standard Oil is not the only example of alleged predation to be rejected upon investigation. And that has long been known. Thirty years ago, in an investigation of over a hundred federal predation cases, Ronald Koller found no evidence of monopoly created via predatory pricing in the eight decades following the Sherman Act’s passage in 1890. Or, as summarized by Thomas DiLorenzo:


  There has never been a single clear-cut example of a monopoly created by so-called predatory pricing  claims of predatory pricing are typically made by competitors who are either unwilling or unable to cut their own prices. Thus, legal restrictions on price cutting, in the name of combating “predation,” are inevitably protectionist and anti-consumer.



In the aftermath of the predatory-pricing myth, America now has multiple federal laws  as well as reams of unfair-competition laws at the state level  to protect us from a nonexistent threat. Rather it appears to be a good example of H.L. Mencken’s assertion that “the whole aim of practical politics is to keep the populace alarmed (and hence clamorous to be led to safety) by menacing it with an endless series of hobgoblins, all of them imaginary.”

Even worse than the absence of consumer benefit from all this antitrust “protection” is that it has become a means by which those outcompeted in the marketplace use allegations of predatory pricing to paralyze the competitive superiority of rivals, when the advantages of this superiority are passed on to benefit consumers. The cost of such allegations is supercharged by the triple damages that successful antitrust claims are awarded. Antitrust cases can cost tens of millions of dollars to defend  costs that the defendant must “eat” even if they are found innocent. They involve vague and therefore arbitrary criteria (competition that benefits consumers is always “unfair” from the perspective of those who have been outcompeted), and can require defendants  who are essentially guilty until proven innocent  to prove their intent in price cutting was innocent, rather than an evil attempt at monopolization (which could occur in a free market only if every consumer believed they were made better off as a result). In other words, antitrust is more likely to be a lucrative legal shakedown racket whose costs consumers ultimately bear, than consumer protection.

The rhetoric of antitrust is universally pro-competition and pro-consumer, and nowhere more so than in charging firms with predatory pricing. But the reality of Standard Oil and other cases where predation is asserted is diametrically opposed to the mythical hobgoblin that has produced multiple state and federal antitrust laws to defend against it.

As Harold Demsetz summarized it, “The attempt to reduce or to eliminate predatory pricing is also likely to reduce or eliminate competitive pricing beneficial to consumers.” In other words, if we would take the pro-consumer rhetoric of antitrust seriously, we would abandon every bit of antitrust law “inspired” by the myth of Standard Oil.




17. Revealing the Reality of Antitrust

THE rhetoric and imagery of American antitrust law has always been procompetition and proconsumer. However, the reality has always been the opposite. As demonstrated by Dominick Armentano, Tom DiLorenzo and others, it has been not only a pervasive violation of property rights but also anticompetition and anticonsumer.

Antitrust keeps superior products and marketing strategies from harming rivals, but since every innovation that benefits consumers takes business away from rivals, halting such innovation harms consumers. It inhibits superior firms from passing on their efficiencies to consumers in lower prices; it does so by restricting their ability to cut prices for some (without enabling them to raise prices for others), or by invoking the mythical bogeyman of predatory pricing. It also restricts their growth, even when consumers will be better served by moving more production into the hands of lower-cost firms. And the list goes on.

While historical examples of such antitrust mistakes and abuses abound, illustrations are not relegated to the distant past. The aftermath of the Supreme Court’s 2007 Leegin decision is a good example.

In Leegin, the Supreme Court overturned what Robert Bork called “one decisive misstep that has controlled a whole body of law,” the 1911 Dr. Miles precedent, which made it per se illegal (illegal without needing to prove consumer harm) for a manufacturer to require its retailers to maintain a certain price for its products.

Dr. Miles rested on the idea that prohibiting retail-price reductions must necessarily harm consumers, eliminating any need to prove such harm. Implicit in the precedent was the belief that such a policy must necessarily reflect an abusive use of monopoly power.

However, economists have long recognized several ways that price maintenance can benefit consumers, so that, even if we accept current antitrust law as written, proof of consumer harm should be necessary before it is penalized.

In Leegin, Justice Anthony Kennedy wrote for the majority that the practice can “give consumers more options so that they can choose among low-price, low-service brands; high-price, high-service brands; and brands that fall in between.” In other words, a producer in a competitive market could utilize price maintenance to distribute its products without being punished, because it would have no monopoly power to harm consumers, and the practice would merely allow the seller to expand the range of consumer choices. The judgment did not allow consumer harm, because collusive price maintenance remained illegal and instances of potential consumer harm were readily ascertainable (highly concentrated markets; cooperative, industry-wide use; and substantial barriers to entry).

Producers generally want retailing services to be provided as inexpensively as possible (given their wholesale price) since lower retail prices increase sales, other things being equal. They have no reason to subsidize retailers through excess markups, which would lower their profits.

Producers only impose minimum retail prices when they expect to benefit, which is only true when they believe that consumers value the extra retail services bought with the higher markup more than they value the money they must spend on the increased retail price (no different in kind than any other offer of higher-quality goods at higher prices). If they are correct, consumers will buy more as a result, demonstrating the falsity of the supposed consumer harm.

This is why price maintenance is not more widespread. It is used where producers believe that intensive in-store retail-sales promotion (e.g., large displays of inventory, demonstrations, technical advice, training, or a highly motivated sales staff) is essential to most effectively market their product. Those services are costly, requiring a price sufficient to pay for them.

Unless producers have the ability to stop price cutters, some retailers will steal sales from “full-service” retailers by lowering prices instead of offering those services manufacturers believe are most effective for their products. This free riding on other retailers undercuts their viability and the intensive-service-promotion strategy as well. If consumers valued those services more than they cost, they have lost a valuable option; if not, their approach would be outcompeted by rivals’ more effective price and promotion strategies, and no antitrust case would be necessary to eliminate it, because producers’ self-interest would lead them to the same result.

The questionable logic of the per se prohibition of resale price maintenance also ignores the fact that achieving similar results is legal if a producer retails its own product directly (it can simply not sell for less through its own retailers) or through other nonprice restrictions. The same result cannot be anticonsumer in one case but not in another.

The first notable response to Leegin’s move toward antitrust sanity, at least if antitrust’s proconsumer rhetoric is to be accepted, came in Maryland. On October 1, 2009, that state undid the expansion of consumer choices created by Leegin, re-imposing the prior federal proscription for sales in Maryland, including Internet sales.

However, the reporting about Maryland’s new law revealed a damning detail: the reason for reinstating the Dr. Miles precedent was not that it benefited consumers, but that it benefited the antitrust bar (while harming consumers).

Requiring plaintiffs to demonstrate consumer harm paralyzed successful lawsuits against the practice. No longer could the mere fact that a firm was a “monopolist” of its own brand be used to imply power to harm consumers. And plaintiffs were simply unable to demonstrate consumer harm. Antitrust attorney Allan Hillman, who helped draft Maryland’s law, admitted as much in print, making clear that the law’s real intent was reviving baseless antitrust cases (each of which employs two sets of lawyers and stimulates the overall demand for legal services to design policies to avoid liability), rather than protecting consumers.

Given the lawyer lobby’s clout, similar legislation has been pushed in other states and at the federal level, signaling similar indifference to consumer well-being.

Also of interest in this regard is that the plaintiff in Leegin  Phil Smith, the owner of Kay’s Kloset, which has gone out of business absent its strategy of undercutting Leegin’s promotion strategy  filed an appeal to the Supreme Court, claiming that lower courts have made it too hard to demonstrate consumer harm. Mr. Smith’s incentive is obvious  to reinstate the four-million-dollar judgment overturned by the Leegin decision (whose magnitude shows what a great shakedown racket price-maintenance lawsuits were for both free-riding retailers and lawyers).

The most interesting aspect of the appeal, however, involves the lawyer. According to the New York Times, Harvard law professor Einer Elhauge was “so concerned with the lower court decisions that he took the case pro bono.” His concern? When the appeal lost at the Fifth Circuit Court of Appeals, it held that that practice “does not create concern unless the relevant entity has market power.” Elhauge’s claim was that such a holding acts to “drastically restrict” challenges to allegedly anticompetitive actions. In other words, his objection is that actually demonstrating consumer harm is too high a standard for the antitrust bar, and he is trying to find a way to weasel out of the requirement and reinvigorate the very-profitable lawsuits that have been stopped.

Phil Smith’s words even telegraph the rhetorical subterfuge that is being attempted. He says that Brighton, Inc., the defendant in Leegin, “is the only manufacturer that makes an accessory line that matches from head to toe.” Therefore, Brighton’s product line should qualify as a unique product. In the language of real people, that means Brighton offered a superior product line to rivals in some customer’s eyes; and the fact that those customers chose its products demonstrates that they are better off as a result. But in the convoluted language of antitrust, that would make Brighton a monopolist and reinstate the presumption of monopoly power to harm consumers. And creating a precedent that any uniqueness of a producer or its product line is sufficient to create monopoly power (with the implication of the ability to harm consumers) would bring back all the lawsuits that Leegin has frozen.

Rather than defending competition, Dr. Miles’s per se ban on price maintenance really just prevented producers from using a higher-service, higher-price strategy when they believed customers would prefer it, by making enforcement against free-riding retailers illegal. That is, it violated freedom of contract and prevented benefits to consumers. But rather than accept Leegin’s efficiency-enhancing ruling (which consumers’ own actions demonstrate benefits them), the antitrust bar and politicians they support are doing everything they can to circumvent it.

Unfortunately, this result is all too typical of the reality of antitrust, the history of which is full of firms who are being outcompeted  by companies that are benefiting consumers more  suing to put a stop to it. The response to Leegin’s rare, sensible antitrust ruling just reiterates the fact that while antitrust has been a boon to inefficient and ineffective firms and antitrust lawyers (and the politicians they control), it has been decidedly harmful for consumers. And it reminds us of just how important competition and the consumer benefits it generates really are when it comes to America’s supposedly procompetition laws.




18. Interstate Baseball

IN 2001, professional baseball owners decided to eliminate two baseball franchises. What was the response? Of course, politicians from the areas most likely to lose franchises immediately proposed legislation to extort the league to back down. They tried to pass the Fairness in Antitrust in National Sports Act, that would have overridden part of a 1922 Supreme Court ruling exempting baseball from antitrust laws, allowing an “injured” party  such as a local government, a stadium authority, or a player  to sue for antitrust violations in the case of such franchise moves.

Along with other legal maneuvers, this put owners’ plans on hold. Overlooked by the discussion of that threatened bill, however, was the fact that the Supreme Court ruling that created baseball’s antitrust exemption was not decided on antitrust grounds, but on whether baseball qualifies as interstate commerce. And the proposed law would be just one more step in the evisceration of the Constitution’s commerce clause, which was intended to defend against abuses of government power.

Justice Oliver Wendell Holmes ruled in 1922 that “exhibitions of baseball  are purely state affairs,” involving only incidental interstate commerce. As a result, the Constitution’s commerce clause (“The Congress shall have the power to regulate Commerce  among the several States”) did not authorize congressional regulation of baseball, including antitrust regulation.

Bringing baseball under the antitrust umbrella, even in part, would expand on Holmes’s understanding of the reach of the commerce clause. And it would undermine one of few remaining precedents that upholds the original meaning of the commerce clause and the restraints it placed on federal power. Since an expansive interpretation of the commerce clause is the lone constitutional justification for federal regulations over housing, banking, energy, communications, transportation, labor, the environment, etc. (which is why it is called “the everything clause” in law school), this would give Congress even more power over Americans’ economic lives, which is cause for concern.

The Constitution included the commerce clause because under the Articles of Confederation, states were extorting each other’s residents through duties on trade crossing their borders, and they recognized that this hurt them all. (In fact, the call to the Constitutional Convention arose from a 1786 meeting of five central states to reduce internal trade barriers.)

In the Federalist’s words, it was intended as a “restraint imposed on the authority of the States,” to prevent them from interfering with the trade between them (following the older meaning of regulate as “to make regular or remove impediments”). Since “the powers delegated  to the Federal Government, are few and defined  The powers reserved to the several States will extend to all the objects, which, in the ordinary course of affairs, concern the lives, liberties and prosperities of the people; and the internal order, improvement, and prosperity of the State,” it was not intended to create an extensive federal power to regulate (following the more modern meaning of regulate as “to tell what to do”) the minutiae of economic life.

The court’s interpretation of the commerce clause has moved far from our founders’ understanding. Rulings have progressively deleted its constraints on federal powers, to where it is now routinely cited to justify federal regulation of whatever Congress decides counts as commerce (i.e., almost everything).

For a century, the commerce clause was solely used to overturn state restrictions on interstate commerce as unconstitutional. But with the Interstate Commerce Act of 1887, it began to be used to support active congressional regulation of commerce. Since then, the original commerce clause has been further undermined, with a near death blow coming in Wickard v. Filburn in 1942.

Justice Robert Jackson’s opinion in that case mushroomed the scope of the commerce clause to extend federal power to regulate interstate commerce to the power to ban (not regulate) production (not commerce) occurring in a single state. Anything found to have a substantial effect  i.e., any business practice whatsoever  became fair game for federal regulators. The results we see in the acronyms of federal agencies all around us.

As long as the Supreme Court upholds and extends commerce-clause precedents such as Wickard v. Filburn, there will be hardly any limit to the federal regulation of business beyond the need for a congressional majority (which Federalist 10 assures us is inconsistent with our founders’ vision). Any restraining power it once exercised over the federal government will be effectively erased from the Constitution.

The 1922 antitrust-exemption ruling for baseball is one of the few remaining precedents adhering to the earlier, limited-government understanding of the commerce clause (in part because the erosion of the commerce clause by 1922 had progressed far less than it had a decade later). So while some local sports fans may support further limiting baseball’s antitrust exemption as a way to keep their teams, it comes at a constitutional price that is too high. Americans would be far better off if, instead of eroding Justice Holmes’s ruling just a little bit more, we upheld his commerce-clause logic, which reflected its originally accepted constitutional meaning.




19. The Elderly-Political Complex

AS Dwight Eisenhower was leaving office, he warned against government overexpansion from the accumulation of political power in the military-industrial complex. As an experienced general, he said that, even for the constitutionally enumerated function of national defense, we must “avoid the impulse to live only for today, plundering, for our own ease and convenience, the precious resources of tomorrow. We cannot mortgage the material assets of our grandchildren without risking the loss also of their political and spiritual heritage.”

We don’t hear as much about the military-industrial complex now, although Eisenhower’s warning seems quite apt for current American policy. However, the military is hardly the only area where undue political power bloats government and restricts freedom. In fact, as someone who teaches college students about government policy but has recently “qualified” to be propagandized by AARP and other senior organizations, I have been struck by the extent Americans sacrifice the future in response to the elderly-political complex.

The two biggest fiscal problems in America are Social Security and Medicare. Social Security faces a thirteen-digit unfunded liability, and Medicare’s is several times larger. Together, they create a gargantuan bequest of IOUs for future generations, far exceeding the national debt. But where are senior organizations on these issues? They insist that Social Security is safe, and attack any serious attempt to reform it if that involves the slightest risk that seniors might bear any of the unavoidable costs of dealing with its overpromises, even though they have been the primary beneficiaries of that largesse. And rather than consider reining in Medicare’s exploding liabilities, they constantly push to expand the program and the burdens it will leave for their children and grandchildren.

The simplest explanation for this is that for all the talk about caring about future generations, senior citizen groups are far more concerned about their short run than their heirs’ long run, reinforced by politicians’ similar bias toward visible benefits in the short run (before the full effects of their policies become apparent but when they have to get reelected) and in favor of make-or-break issues for those who actually vote (Social Security and Medicare, for the elderly).

This is illustrated by the disconnect between the advice seniors routinely give their grandchildren and what they support politically for themselves. Their typical wisdom to children boils down to “don’t discount the future so much,” whether it is to stay in school longer, to spend more time and effort studying and building their skills and less time and money consuming today, to delay getting married or having children until they can afford to pay for those choices themselves, etc. Yet, in contrast, senior organizations support policies to increase what they get today at the expense of the future, almost totally discounting the predictable effects that will follow later.

You see the same dynamic in many drug-policy proposals. Senior groups favor almost every attempt to use government’s coercive power to lower the price they must pay for drugs that are currently available, such as imposing explicit and implicit (regulatory) price ceilings on existing drugs. But they ignore both the violation of others’ property rights and the disastrous effects on their grandchildren, for whom the long-term effect of undermining the incentives to develop new drugs is far more important than forcing down current drug prices (high in large part because of government policies ranging from the FDA to the tax code). And those effects would be large, given the disproportionate share of new breakthrough medicines that originate in the United States.

John Maynard Keynes once denigrated focusing on the ultimate, long-run effects of policy by sneering that “in the long run, we are all dead.” But, as Henry Hazlitt observed in Economics in One Lesson, “the tragedy is that, on the contrary, we are already suffering the long-run consequences of the policies of the remote or recent past. Today is already the tomorrow which the bad economist yesterday urged us to ignore.”

Unfortunately, the self-proclaimed advocates for senior citizens have followed Keynes’s view, resulting in concerns that are solely for their benefit in the short run, ignoring the adverse long-run consequences that already heavily burden their children, but will even more heavily burden their children’s children. That may reflect what political advocacy groups do  try to get more for themselves, necessarily at others’ expense  but the electoral clout of seniors and the massive transfer of resources involved makes the elderly-political complex one of the greatest threats to those who will still be around to bear the long-run consequences they wish us to ignore today.




20. The Mexican Truck Miasma

NAFTA committed the United States to giving Mexican trucks full access to American highways by 1995. However, there are still legal restrictions in existence almost two decades later.

Such protectionism has been maintained with a plethora of falsehoods. Tactics originally focused on claims that Mexican trucks were too unsafe, buttressed by high inspection failure rates on Mexican trucks crossing the border. When a safety agreement with Mexico killed that line of argument, opponents shifted to claims of unacceptable pollution risks, again based on the age and poor condition of Mexican trucks crossing the border.

Of particular note in this protracted controversy is how those trying to ward off trucking competition and their political allies used the same deliberately misleading basis for two different, but equally bogus claims, dramatically delaying the benefits that a free market would provide consumers.

That misleading basis was pointing to unsafe and dirty trucks currently crossing the border at undermanned border crossings as proof that it would be too risky to let Mexican trucks beyond the border regions of the United States. However, those trucks have been unusually unsafe and dirty primarily because of current US policy. Without current border restrictions, the Mexican trucks that would enter the United States would be far safer and far cleaner.

Border trucking restrictions for shipments entering the United States have required a costly three-truck delivery dance. Since the cargoes have been required to be transferred to an American truck within a few miles of the border, shipments have involved a long-haul Mexican truck, then a transfer on their side of the border to a drayage truck, which hauled the shipment across the border, and then another transfer to an American long-haul truck.

Since the drayage trucks involved had to spend much of their time idling in line to cross the border, and then immediately offload to other trucks, they were the oldest, most run-down and polluting trucks in use, which dramatically increase border pollution. And they made up a large proportion of border crossings by Mexican trucks, providing horror-story images that American protectionists have used and reused to maintain their insulation from Mexican truck competition.

According to an article in the Texas International Law Journal,


  drayage haulers haul freight between import lots on both sides of the border. Most drayage haulers are years or even decades old. Many lack basic vehicle features like lights, reflectors, good tires, or brakes, or even safety windows. Their trips only cover the length of an international bridge, so they are not prepared for DOT inspection.



Just like other producers, Mexican trucking companies did not use their best equipment in a way that made it least valuable. So they didn’t have their newest trucks wasting time idling at a border checkpoint. They used them where they were most valuable, on long trips where the better fuel economy (and lower pollution) of newer trucks was most beneficial. The use their least-valuable, worst-mileage, worst-polluting, worst-shape, least-safe vehicles to cross the border, where they failed inspections at much higher rates than long-haul trucks would have without the border restrictions. Therefore, they were not a sample of the trucks that would operate in the United States if restrictions were lifted.

Government policy had led to the dregs of the Mexican trucking fleet crossing the border, and thus to higher inspection-failure rates for Mexican trucks (37 percent of Mexican trucks inspected failed, versus 24 percent for American trucks in 2000). That was then played as the safety “trump card” to keep those trucks out of the country. That would not have been the case, however, in the absence of America’s shipping restrictions and undermanned inspection stations.

Where the chances of being inspected were slight, it was less costly for a Mexican trucking company to use “marginal” trucks and have a small fraction detained and repaired than to raise all their border-crossing trucks to US standards. Consequently, many Mexican truckers at such inspection stations played the odds with substandard trucks, leading to a very high failure rate for the few trucks inspected. But that high failure rate did not prove that Mexican trucks were unsafe. It just demonstrated that those trucks most likely to be unsafe will enter the United States.

Otay Mesa, near San Diego, which is the major entry point for Mexican trucks into California, tells a different story. With a state-of-the-art border-inspection station and an intensive inspection regime, Mexican trucks had virtually the same inspection failure rate as American trucks, and were slightly better than the national average for US trucks. Such experience shows that when the border-inspection stations work efficiently, Mexican trucks are no less safe than American trucks.

As the Texas International Law Journal article described the situation:


  It is unlikely that Mexican motor carriers would use drayage carriers for long-distance travel, since the risk of breakdown or being turned away at the border is a costly expense. The United States, however, possesses no data on the failure rates for [Mexican] trucks that are actually used for long-distance freight hauling. The DOT report compared apples to oranges when it denounced the safety of Mexican trucks on the basis of Mexican drayage haulers. The report was an inaccurate and misleading assessment of what safety conditions would be like if the border were opened.



Further, if American policies that caused the dirtiest, as well as least-safe, trucks to cross our border were completely eliminated, there would be little reason to expect the results to be substantially different for pollution from Mexican trucks. If American roads were opened to Mexican trucks, the best and newest trucks would be used for the longer direct hauls and the oldest, dirtiest trucks would disappear from the border, reducing pollution in those often highly polluted regions. If inspection stations were managed efficiently, there would also be less time wasted idling in line at border checkpoints, which would reduce pollution further.

Litigation to delay unrestricted access to Mexican trucks under the same terms as American trucks has been due to the well-funded special interests of American trucking companies and their union members, using America’s massive assemblage of regulatory rules and regulations as a series of pretexts. Such obstructionism only continues the claims on our wallets and choices that those interests maintain through the agency of government regulation.

Relaxing each and every aspect of the absurd and inefficient regime America for years has imposed on cross-border shipping from Mexico could save US consumers from paying the substantial extra transportation costs the current system imposes. Further, it would open Mexico up to efficient US trucking firms, excluded from Mexico in retaliation for the US ban on Mexican trucks. It could also increase safety and improve the air in congested border areas.

Free trade creates wealth. That also applies to free trade in shipping the goods we trade with others, which is why years of excluding Mexican trucks has been very costly to US citizens. That high-cost, low-benefit approach has appealed to those whose protected jobs are threatened and those who refuse to understand why free trade benefits each of the parties involved, but it unduly restricts our liberty to deal with those we choose and accomplishes nothing that advances Americans’ general welfare.




21. Protectionist Posturing on Wine

IN a major victory for wine drinkers, a 5-4 Supreme Court held in 2005 that states allowing in-state wineries to ship directly to consumers could not ban similar shipments from out-of-state producers. The case, Granholm v. Heald, struck down substantial protectionist barriers against wine competition in twenty-four states.

The impact on the over-twenty-billion-dollar a year wine industry loomed large. In a 2003 study of these restrictions, the FTC found that purchasers could access a far larger selection of wines online for direct delivery and could save 813 percent on wines costing twenty dollars or more per bottle and 2021 percent on wines over forty dollars.

In-state wine wholesalers, in-state wineries, and their political patrons, the primary beneficiaries of direct-delivery restrictions, claimed that they really existed to restrict underage drinking and to allow states to collect taxes. But the FTC rejected those claims as fig leaves for protectionism, as well as revealing other state restrictions that make sense only as ways to hinder competition. And fortunately, the Supreme Court was not fooled, either.

How can we know the restrictions were not about holding down underage drinking? First, minors can rather easily buy alcohol locally. Second, there is little evidence minors actually buy alcohol online, and liquor enforcement agencies in states allowing direct shipment have reported very few problems. Instead, complaints come dominantly from competing sellers. Third, the FTC study showed that the low-cost wine underage drinkers tend to buy is actually cheaper at local stores than delivered directly. Fourth, online purchases require a credit card and a several-day wait for delivery, unlike local stores, and many states impose added restrictions and controls, such as requiring adult signatures for delivery. And many states excluding interstate direct shipments allow in-state shipments, even though they would create the same underage access problems.

As underage drinking has been increasingly exposed as a protectionist ruse, proponents of restrictions shifted to arguing that they were necessary for states to collect taxes. But that claim is no more credible. States allowing interstate direct delivery utilize far less restrictive policies, such as requiring registrations or permits from out-of-state wineries, and report few problems collecting taxes. Some work directly with other states to resolve any problems. Those allowing direct in-state shipment express no major difficulties collecting taxes. In addition, legislation passed in 2000 now lets states bring actions against violators in federal court.

Winery and wholesaler interests insulated from competition by restrictions on interstate wine shipments dressed up their case as attractively as possible. However, since that involved blatantly false arguments involving underage drinking and tax collection, they were not the real reasons. They were just what Ambrose Bierce once called “a strife of interests masquerading as a contest of principles.” Economist Daniel McFadden more accurately described the restrictions as “another example of the abuse of the regulatory process to protect concentrated economic interests, going far beyond the minimum regulations needed to maintain the integrity of taxation and to protect minor consumers.”

The clear anticonsumer nature of the state restrictions on interstate wine shipments (the FTC received more complaints about those restrictions than any practice in any other industry) did not determine the Supreme Court’s decision. But in finding them unconstitutional, they have substantially benefited wine consumers and wineries previously frozen out of markets (provided that states don’t just create “new and improved” restrictions to maintain their anticonsumer policies). Well-deserved scrutiny of costly restrictions on beer and liquor marketing may also follow. And by revealing their only real purpose as raiding consumers’ wallets for those with clout in the capitol, behind a veneer of misrepresentation, it might get voters to consider booting out the politicos who have been feathering their own nests by facilitating the transfer.




22. Lessons from Love Canal

ABOUT a decade ago, the EPA proposed taking Love Canal off its Superfund cleanup list.

That led some to blow Superfund’s horn and get in one more shot at “evil” business polluters. For instance, the Los Angeles Times editorialized that Love Canal was “a successful cleanup, rightly paid for by polluter Hooker Chemical Co (now Occidental Chemical Corp.) and a feather in EPA’s cap.”

Unfortunately, such a response has its history very wrong. Love Canal is one of the worst blots on the EPA’s spotty record. It is true that the Hooker Chemical Company was required to pay millions for cleanup. But it was not at fault. The Niagara Falls Board of Education was primarily responsible.

Hooker’s practices at Love Canal were a model of good corporate citizenship. The site was carefully chosen to minimize pollution damage. It would have easily met industrial dumping standards in existence thirty-seven years later. It deeded Love Canal to the Board in 1953 only after the Board threatened to use eminent domain to seize it for a school.

That deed clearly spelled out the dangers of the property, and any further sales were to convey the same warnings. Hooker took the Board to the site and showed them that wastes were four feet below the clay surface. Its attorneys opposed Board consideration of selling portions to developers and warned about inappropriate uses. It was, in fact, exemplary in trying to prevent harm to the community.

However, after acquiring the property, the Board approved using fill from Love Canal at several other sites, including another school site, rupturing the dump’s cap and discovering the chemical wastes at least once in 1954. Then in late 1957, the city of Niagara Falls installed a sewer and manhole that punctured both of the walls and the cap of the dump. Another sewer punctured one dump wall in 1960. It was also punctured by a school drain. Then record rains in 1976 pushed large amounts of chemicals out, leading to the first reports of chemical disaster.

It is hardly a feather in the EPA’s cap that the Hooker Chemical Company has been excoriated for years and forced to pay over $100 million to clean up a problem they weren’t responsible for, while those in government who were responsible are not so much as criticized.

But that is far from the only problem with Superfund. In 1993, President Clinton said “Superfund has been a disaster.” Superfund has been the exact opposite of its intentions. It has been excruciatingly slow, rather than quick (less than 10 percent of Superfund sites have been cleaned up). Its costs have been exorbitant rather than economical (e.g., the EPA itself estimated its overhead costs at $450 for every hour of work cleaning up a site and a study found that Superfund cost over $11 billion per life saved).

Much of it has been paid for by current producers, rather than those firms responsible for the harm (chemical, petroleum, and some other large firms must pay into Superfund regardless of whether they have contaminated any sites). And it doesn’t even require breaking the law for the EPA to impose astronomical cleanup costs on a firm; it simply must designate such a firm as a “potentially responsible party,” sometimes with the flimsiest evidence.

The history of Love Canal that everyone knows is wrong. And Superfund, its legacy, has been an incredibly costly, inconsistent and ineffective program that abusively and arbitrarily violates principles of fairness and the rule of law, whose primary beneficiaries have been lawyers, rather than citizens who have been harmed. It is good that Love Canal has been cleaned up. But it would be even better if we did the same with Superfund.




23. Enlisting Endangered Species

SOME legislative efforts have been made to require the government to pay just compensation for takings done in the name of endangered species. But none of these efforts have so far considered the relevance of the Third Amendment.

Many years ago, Justice William Douglas said, “a few provisions of our Bill of Rights, notably the Third Amendment and its prohibition against quartering of soldiers in private homes, have no immediate relation to any modern problem. Most of the other guarantees against government are, however, as important today as they were when first adopted.”

Since Americans aren’t forced to house soldiers on their property, few would dispute that evaluation. However, we are in an era when important property rights protections against government abuse are eroded on behalf of not just government bodies and those they favor, but also fairy shrimp, the Delhi fly, and other creatures the government has chosen to shelter. And in this area, the Third Amendment is instructive.

Under particular attack from government policies has been the Fifth Amendment’s takings clause: “nor shall private property be taken for public use without just compensation.” Not only has the Kelo case removed almost all its restriction of takings to “public uses,” but the meaning of “taken” has also been eviscerated by Supreme Court rulings that the government has not taken something as long as the owner is allowed to retain any productive use of it.

This means, among other things, that courts do not consider forcing property owners to bear the cost of providing habitat to any of a host of species as takings, requiring compensation, as long as they are not complete takings of the property involved (even if it only leaves the potential of future use). As Justice Stevens expressed the principle in Tahoe-Sierra Preservation Council, compensation was due owners only in “the extraordinary case in which a regulation permanently deprives property of all value.” In criminal law, that would mean that a mugger who left you cab fare home or a burglar who didn’t take everything you own did not rob you.

This tortured logic is why we must re-examine the Third Amendment for the insights it offers into the Fifth Amendment.

The Third Amendment’s guarantee that “no soldier shall, in time of peace be quartered in any house, without the consent of the owner” came in reaction to an earlier British threat to impose such a burden on American colonists. But today it helps us understand the Fifth Amendment’s takings clause, because it expressly prohibits even a partial government taking of property  the value of that part of one’s property taken by the requirement to quarter a soldier in it  even in pursuit of one of the federal government’s few constitutionally enumerated functions  providing for the common defense.

The Third Amendment reflects our founders’ view that takings are not limited only to complete takeovers of property by government, but also include taking part of a property’s value, even if legal ownership was left in the hands of the owner. As John Adams said in Defense of the Constitutions of Government of the United States of America,


  Property is surely a right of mankind as real as liberty. The moment the idea is admitted into society that property is not as sacred as the laws of God, and that there is not a force of law and public justice to protect it, anarchy and tyranny commence.



Without such an understanding that “partial” as well as complete takings of property are to be beyond government power, even for an enumerated role of the federal government (much less for purposes nowhere enumerated), constitutional property rights guarantees can be eroded to virtual worthlessness.

As Justice Oliver Wendell Holmes noted in Pennsylvania Coal:


  The protection of private property in the Fifth Amendment  provides that it shall not be taken for such use without compensation  When this seemingly absolute protection is qualified  the natural tendency of human nature is to extend the qualification more and more until at last private property disappears. But it cannot be accomplished in this way under the Constitution of the United States.



Court failures to recognize partial takings of property for what they are has handed legislators and regulators far too much discretion for a country where they are to be citizens’ servants rather than their masters. Rediscovering that fact and connecting the logic of the Third Amendment back to the Fifth Amendment would rein in a major source of government abuse of its citizenry.

To see the logic involved, consider the constitutional implications if Congress was to pass a law declaring that fairy shrimp (or any other species) were to be considered soldiers of the United States. That would make the Endangered Species Act as currently applied constitutionally invalid. Forcing owners to quarter members of the species on their property without compensation would then violate the Third Amendment.

While treating members of species as soldiers in this way is obviously a stretch, it is far less of one than the linguistic distortions and “emanations from penumbras” that the courts have used to undermine seemingly clear constitutional principles and protections. That is particularly the case, because what would be unconstitutional in pursuit of the enumerated federal function of national defense cannot be acceptable for purposes authorized nowhere, such as species protection.

At a time when the Supreme Court is unwilling to enforce vital property protections otherwise, it would move us far closer to our founders’ view of government takings than we are now, when every property owner remains continually at risk of government expropriation.




24. Eroding Federalism with Trust Funds

AMERICANS have gotten so used to the 0.08 percent blood-alcohol standard for drunk driving that no one complains anymore. However, the way in which it was implemented, which few remember, offers real ground for complaint.

Then-president Clinton extorted states with money raised from their own citizens, threatening them with losing 5 percent of their federal highway funds, with steeper penalties to come later.

One might or might not accept the argument that this change saved lives. But what is not debatable is how the process illustrates a major way the federal government has circumvented the federalism designed by the Constitution.

Threatening to hold back funds a state would otherwise get allows the federal government to dictate state policy, buying states’ compliance with their own citizens’ tax dollars.

Highway funds have long been used for this purpose. This was how the national 55-mph speed limit was imposed on recalcitrant states, not to mention state “smoke a joint, lose your license” laws and an almost limitless list of causes in between.

If a state fails to “voluntarily” adopt a law desired by the federal government, the feds simply withhold gas tax or other funds  such as airport trust funds, which were used in 1997 to force Los Angeles into a change in its airport policies  that would otherwise have gone to the state. Or, to put it more accurately, the feds withhold funds that otherwise would have been returned to the state from which the taxes originated.

The result is effective federal control of local government policies, which is sharply at odds with the design of our Constitution, most notably the Tenth Amendment.

Further, it is a result the delegates to the Constitutional Convention could not have anticipated, because the federal government they created would never have had sufficient taxing power to bribe states into doing its will.

Our Constitution’s framers designed a carefully limited federal government, in which, as James Madison made clear in Federalist 45,


  the powers delegated by the proposed Constitution to the federal government are few and defined. Those which are to remain in the state governments are numerous and indefinite  (including) all the objects, which, in the ordinary course of affairs, concern the lives, liberties and properties of the people; and the internal order, improvement, and prosperity of the state.



The framers also knew that the Constitution’s limitations on federal power  mere words on paper  would not be self-enforcing. That is why they reinforced them with a system of checks and balances by, in Madison’s words from Federalist 51, “so contriving the interior structure of the government as that its several constituent parts may, by their mutual relations, be the means of keeping each other in their proper places.” Then each of these parts, including state governments, was given “the necessary constitutional means and personal motives to resist encroachments of the others.”

As a result of this federal design, Alexander Hamilton argued in Federalist 17 that state governments “will  be able effectually to oppose all encroachments of the national government.”

Today, however, America is very far from that situation. We now have every level of government micromanaged from Washington, because no government body is beyond the tentacles of federal funds that can be held back. Sometimes, many of us may like the results of that micromanagement. But we should know how much of our constitutional federalism has been lost in the process.

The resistance of state and local governments, jealous to maintain their powers against federal overreaching of its constitutional authority has been thoroughly undermined.

Instead of successfully resisting federal abuses of their power, they now cooperate in them, for fear of losing funds.

Ultimately, there is a very important question here: Which is more important: adhering to the Constitution, or our politicians’ scramble for every penny and every ounce of power that can be extracted from participating in its erosion? Those who have effectively nationalized drunk-driving policy, as with so much else, have made their answer clear. But do we as citizens really believe that we are better off federalizing our state and local policies?

Do our state and local representatives really believe a few pieces of federal silver are worth further eroding the already extensively undermined constitutional constraints on Washington’s power to impose its will on us?




25. Government by Gossamer

WHEN pushing Obamacare, the president was a master of vagueness. Writer Bob Rosenblatt described it as “Give me a bunch of money, and we’ll figure out the details later.” But he has exceeded even that “we have to pass the bill to see what’s in it” level of vagueness in repeated government debt impasses.

President Obama repeatedly posed as “the grownup in the room” and positioned himself for credit by calling participants to the White House. And each time Republicans offered a plan, he rejected it with harsh criticism. However, other than wanting higher taxes, Americans were given virtually no substantive idea of what he wants.

Unfortunately, informed public policy has to reflect specific proposals. Absent concrete details, where the devil lurks, no one can adequately compare alternatives. So when the president insists on his way but refuses to offer details, we must ask why.

Like private-sector salesmen, politicians strive to present their wares as attractively as possible. Unlike them, however, politicians’ product lines consist of asserted future consequences of proposals, and the “customers” they face are far more ignorant about the merchandise than those spending their own money.

These differences explain why politicians’ “sales pitches” are so vague. However, whenever vague proposals or no proposals are the best politicians publicly offer, their positions are almost certainly inadequate.

If rhetoric is unmatched by specifics, there is no reliable way to determine the consequences of an asserted plan. Only knowing the details can reveal the actual incentives facing the decision makers involved, which is the only way to predict results, including the myriad of unintended consequences. Absent that information, promises and claims are no more than hot air.

It may be that, as with Obamacare, the president knew too little of his “solution” to provide specific plans. If so, he knew too little to deliver on his promises (which is consistent with the irregular drumbeat of new ways in which Obamacare won’t match the assurances given that Americans have heard of late). Achieving intended goals then necessarily depends on blind faith that a panoply of future bureaucrats, legislators, overseers, panels, and commissions will somehow adequately grasp the entirety of the situation, know precisely what to do about it and do it right. But that is a prospect that, due to the painful lessons of history, attracts few real believers.

Alternatively, President Obama may have known the details of what he intended, but did not provide them to the public. But if it was necessary to conceal a plan’s details to put the best possible public face on it, those details had to be adverse (for instance, the way Obamacare was phased in, tailored to Congressional Budget Office “scoring” rules which required going only ten years into the future, because it allowed ten years of tax revenue to be compared with six years of spending, justifying the claim that it would save Americans big. That is also one reason why later fiscal-impact estimates have been far worse than the initial ones). If the details made a more -persuasive sales pitch, a politician would not hide them. They would be trumpeted at every opportunity, proving to a skeptical public he really had the answers, since concealing rather than revealing pays only when better-informed citizens would be more inclined to reject a plan.

Claiming adherence to elevated principles, but keeping detailed proposals from sight, also has strategic advantages. You can repeatedly preen as principled, criticizing opponents who offer specifics, without offering any targets for counter fire. Any criticism can be parried by saying “that was not in our proposal” or “we have no plans to do that” or other rhetorical devices. It also allows someone to selectively incorporate others’ reform ideas as if they were his idea all along. In other words, it allows credit to be claimed for anything positive, while maintaining plausible deniability against any blame.

The Obama administration has a long record of vague proposals, or more accurately, demands that Obama insists others figure out the details to make happen, allowing him to look like a leader unsullied by the process. However, adequate policy cannot rest upon such gossamer foundations. That requires the nuts and bolts so glaringly missing from the White House. Americans wouldn’t spend their own money on such amorphous promises of unseen products. They would be foolhardy to treat political sales jobs any differently. So while offering vagueness may be good election strategy, it virtually ensures bad policy, if Americans’ welfare is the criterion.




26. Minimal Sense on Minimum Wage

WHEN July 24, 2013, marked the fourth anniversary of the last federal minimum-wage hike, unions and allies retreaded arguments for raising the minimum wage again. Unfortunately, they compounded failures of logic, measurement, and evidence. Consider arguments put forward in just that week:

It would stimulate the economy. If I pay one dollar more than necessary to hire a worker, I get one dollar less in services for my money. The increase in the workers’ consumption enabled by that one dollar is a transfer from me to them, not a net gain.

It would increase others’ wages as well. Unfortunately, higher minimum wages reduce available jobs, and fewer alternatives don’t create higher wages. Unions and other competitors would see wage hikes, because alternatives become more costly, but that means other workers get fewer goods and services in exchange for their labor  the definition of decreased real wages.

It would make work more attractive, reducing government dependence. That would require added jobs were actually available at the higher wage. However, fewer jobs will be available, so fewer people would be able to work their way out of dependence.

The minimum wage hasn’t “kept up” with inflation since the 1960s. This presumes without justification that the 1960s’ minimum wage was economically justified, not a Great Society aberration that coincided with a virtual freeze in progress against poverty.

It also ignores that much of employers “pay” goes to Social Security, Medicare, and unemployment taxes, workmen’s comp., new Obamacare mandates, etc., rather than as wages. As government-mandated employment costs grow, the minimum wage substantially understates compensation.

The claim uses the CPI, widely known to overstate inflation, to calculate “real” wages. And the bias was even larger in the past. In particular, up through 1982, the way housing was measured created a far larger upward bias. So going back to the 1960s for “comparison” really introduces a half-century of compounded overstatements of inflation to reach a predetermined conclusion.

It would decrease the number of families in poverty. But as labor economist Mark Wilson put it, “evidence from a large number of academic studies suggests that minimum-wage increases don’t reduce poverty levels.” One reason is that most minimum-wage workers are secondary workers in nonpoor households, while very few are heads of households.

Even important businesses endorse raising the minimum wage, so business criticisms must be unfounded. Unionized businesses and those who already pay more than the federal minimum gain from raising it, by increasing rivals’ costs. That those employers who would gain at others’ expense endorse a higher minimum wage says nothing about the validity of arguments against a higher minimum wage.

A higher minimum wage will pay for itself in higher productivity, lower turnover, employee morale, etc. Every employer who believed that to be true in their circumstances would pay more without needing any mandate. Are those businesses always accused by critics of being too greedy failing to be greedy enough? Further, if this is so, why do those states with the highest state minimum wages have higher unemployment rates and lower economic-growth rates?

Even if some lose their jobs, most low-wage workers will gain from a higher minimum wage. But this assumes that other terms of work will remain unchanged, which they won’t. For those who keep their jobs, fringe benefits, on-the-job training, etc., will fall to offset additional mandated wages. And the increased wages may well be less valuable (as well as taxable) than what is given up, especially on-the-job training that helps people learn their way out of poverty. That is why labor force participation rates fall and quit rates rise when the minimum wage rises, opposite from what would happen if those workers were made better off.

Supporters of a higher minimum wage claim altruism to help working families as their motive. But it actually harms most of those supposedly helped, while benefiting supporters by raising costs facing competitors. They may claim, as did the chairman of Ben & Jerry’s board, “I support a living wage economically, morally and with deep conviction,” but it is really a self-interested infringement on freedom that is economically stupid and morally abusive.




27. Altruistic Compassion or Self-Interested Substitutes?

RAISING the minimum wage has once again pushed its way forward as a political issue. And all its proponents, from President Obama on down, assert that their purpose is to help working families. Unfortunately, as Mark Wilson summarized it, “evidence from a large number of academic studies suggests that minimum-wage increases don’t reduce poverty levels.”

Some workers lose jobs (high-minimum-wage states have among the highest unemployment rates); others have hours cut. The least skilled get competed out of the jobs that remain (why the minimum wage hits teenage employment hardest). It crowds out on-the-job training, impeding workers’ ability to learn their way out of poverty. And those effects are worse in a recession. It also raises costs and prices that workers pay as consumers.

How can we explain supporting a policy that harms those supporters say they wish to help? The desire to “do something,” combined with economic ignorance, explains some of it. But it may be most instructive to focus not on low-income workers, but their substitutes.

Consider an analogy. If the price of ice cream was pushed up, earnings of ice cream producers might go up or down, depending on how much less was bought as a result. But producers of frozen yogurt, a substitute for ice cream, will definitely benefit, because a higher price of ice cream will increase demand for frozen yogurt, increasing its price and quantity sold.

Similarly, increasing the minimum wage will raise the cost of hiring low-wage workers. And while it might actually hurt low-wage workers, it will help each substitute for low-wage labor by increasing its demand. Thus, the narrow self-interest of those offering substitutes for low-skill labor, rather than compassion for the working poor, may explain support for higher minimum wages.

Unions top that list. A higher minimum wage increases the demand for union workers by reducing competition from lower-skilled workers. For instance, if the minimum wage was eight dollars and the union wage was forty dollars, employers give up five hours of low-skilled work for every union worker hour utilized. But increasing the minimum to ten dollars means employers give up four hours of low-skilled work for every union worker hour.

Union employers benefit as well, because the higher costs imposed on nonunion competitors raise the prices they must charge, increasing demand for union employers’ output.

Unions predictably ignore or divert attention from this straightforward conclusion. But this can also explain why other “altruists” support higher minimum wages.

Nonunion workers and employers in highcost of living areas, where virtually everyone earns above the federal minimum wage, benefit as well, by raising the cost of production imposed on rivals where wages are lower (why many in high-wage areas favor higher federal minimum wages, while those in low-wage states  the alleged beneficiaries  often oppose them). Workers and producers where state minimum wages exceed the federal minimum also gain because it raises the cost of production where the federal minimum is binding, relative to where they are located.

Because all these substitutes for minimum-wage workers will see increased incomes, businesses and politicians in those locations will also benefit, and so join the bandwagon pushing for “doing good” in a way that directly benefits them.

Even Walmart has joined the substitutes for compassion. Because Walmart already pays more than the federal minimum, in low-wage areas, a federal minimum-wage increase raises some competitors’ costs, but not their costs (also explaining why it does not support raising state minimum wages where that would directly affect it). In high-wage areas, supporting a higher federal minimum wage is a costless way for Walmart to demonstrate compassion for workers.

Virtually everyone who supports higher minimum wages asserts their intent to help working families. But it is actually a false compassion whose common denominator is advancing one’s own self-interest while harming working families. That would also explain why so many are unwilling to seriously consider whether such compassion actually works, rather than just sounding good.




28. Free Riding by Unions, Not on Unions

MICHIGAN’S recently implemented “right to work” law was an important labor reform to restore workers’ freedom of association. So unions and their allies responded with thuggery and violent rhetoric, such as “there will be blood.”

The law would end the requirement that employees in a unionized workplace, who are forced to accept union representation, pay agency fees (dues) for union representation as a condition of employment.

Despite union propaganda, such “union security” rules are clear violations of workers’ self-ownership (i.e., liberty) and the freedom of association (including the right not to be forced to associate with certain groups, which unions steamroller) self-ownership entails. So how do unions justify using coercive government backing to impose employment terms that violate government’s primary role  protecting individual rights? Supposedly to solve a “free rider” problem.

Since labor laws have made unions exclusive representatives for a group of workers, those unions claim that that every worker must be forced to pay for that representation; or those not forced to pay would “free ride” on services funded by others. So “union security” terms must abrogate an essential worker right to prevent supposedly unethical behavior by nonmembers.

But it is not the claimed free riding on union-member-financed benefits that is the problem. The problem is exclusive representation  monopoly unionism (so obviously a monopoly that pro-union legislation exempted unions from antitrust laws, or they would have been illegal)  imposed to the detriment of the minority in every certification election.

If there is a majority vote for a particular union in a certification election, all affected workers are required to submit to the union’s representation  wanted or not  and pay the union’s price for them. The law imposes those terms not only for workers who voted for the union, but for those who supported another union, those who preferred remaining union free and those who did not vote (including those hired after the union is certified, who never get an effective chance to vote). Workers and employers are prohibited from negotiating their own arrangements, including labor-management cooperation not controlled by the union, and “yellow-dog” agreements requiring abstention from union involvement as a condition of employment (which, before labor laws took away such rights, the Supreme Court called “a part of the constitutional rights of personal liberty and private property”).

The supposed “free riding” workers are those who would refuse union representation if they could. But they are not allowed to. Those workers are harmed by the imposition, revealed by their unwillingness to pay the “price” for those services. They are not free riding on the union. They are “forced riders,” required to abide by, and pay for, violations of their rights and interests, to benefit unions. That violation of workers’ rights, not worker attempts to minimize the harm imposed on them as a result, is the central problem.

We also know unions aren’t serious about solving the “free rider” problem. It is easily fixable. Simply end exclusive union representation. If workers were allowed to choose representation by different unions, or negotiate for themselves, the problem would disappear. Each union would only negotiate for its voluntary members, eliminating free riders. But unions fought tooth and nail to impose exclusive representation, knowingly harming all dissenters and thereby creating the “free rider” problem. And unions’ current behavior reveals what they will do to avoid giving up that abusive advantage.

Pro-union legislation such as exclusive representation violates America’s founding principles. “Right to work” laws are a step to reduce the unjust induced transfer of dissenting workers’ rights to union leaders. Many more are still necessary to undo the harm to workers denied the ability to compete and consumers facing higher costs as a result of the multiple special privileges granted unions. And only those who benefit from such abuses  unions free riding on dissenting workers, nonunion workers, and consumers  can object to restoring individual workers’ rights.




29. Paid Jurors, Not Noncitizen Jurors

CALIFORNIA has long had a reputation for being on the forefront of “reforms” that are anything but improvements. The latest example involves juries. In 2013, the California Assembly sent the governor a bill (AB 1401) that would make the state the first in the country to allow noncitizen legal immigrants on juries.

The main rationale offered for the legislation was that jury duty was a valuable right and that such a change would expand “inclusion.” However it misconstrues both issues. Jury duty is a tax imposed on those who serve, not a privilege, and the real core issue is not “inclusion” of more people into jury pools, but the efficiency and equity of justice provided citizens. And unlike the California legislation, both would be positively reformed by replacing our “draft jury” system with jurors paid what their services are worth.

Paying voluntary jurors instead of involuntarily drafting them would produce real advantages over our current system.

The greatest inefficiency of current jury service is its huge waste of juror time (165,000 jurors out of 6 million Californians actually served on a case in 2012). But with juror services essentially costless to judges and lawyers, they have little reason to reduce the waste. If jurors were paid the value of their time, they would be far more efficiently utilized.

Another problem is uncomfortable and unpleasant jury facilities. With drafted jurors, there is little incentive to accommodate their preferences. If they had to be recruited voluntarily, like other employees, they would be willing to work for less under more-pleasant conditions, and courts would provide more juror comfort and convenience to cut their wage bill.

No-shows are another major problem that increases both costs and administrative difficulties. Courts have to summon far more jurors than show up, guessing at how many draftees will actually appear. That wastes incredible amounts of jurors’ time when they get a “surplus,” and, on the other hand, wastes court resources that cannot be used when there is a “shortage.” Paid volunteers would show up like other employees whose jobs depend on it, reducing such waste.

Underpriced jurors cause other problems. Some courts limit jurors’ ability to take written notes, leading to delays, mistakes, and avoidable jury-room disputes over what was actually said and whether who said it was credible. Similarly, jurors are often restricted in submitting questions to clarify their understanding, or to discuss the trial during breaks, causing confusion and wasted juror and court time. If jurors had to be paid their value, such time-wasting practices would be trimmed.

If jurors were paid, attorneys would be pushed to use plain language rather than legalese, to reduce juror time wasted as a result. Similarly, tighter time constraints would be imposed to force attorneys to make their points more quickly and clearly, and to avoid repetitive questions (a pet peeve of current jurors). Paid jurors would also spur other efficiencies, such as speeding up jury selection (e.g., by limiting peremptory challenges).

Paying jurors would induce those who participate to become more educated on the law, evidence, and procedure, reducing the chance of mistrials and the resources now going to ensure that jurors understand and follow the rules. Offering sufficient inducement to attract “professional” jurors would also increase incentives to be attentive and evenhanded, like mediators who wish to remain acceptable to both parties in future disputes (and unlike those whose main incentive is to finish their involuntary servitude faster). Since California’s courts assert that “the duties of a juror are as important as the duties of a judge,” this is crucial.

In the justice system, everyone from bailiffs to lawyers to judges is paid. But it treats jurors as essentially costless. That ensures that, as with a military draft, the costs are really “paid” by the draftees. And the incentives that it creates makes those costs far higher and less evenly borne than necessary. Our justice system is made slower, more wasteful and more inequitable because the costs imposed on jurors are largely ignored (except for the boilerplate thanks and pep talk from the presiding judge as people’s service begins).

Americans’ right to a jury trial is an essential constitutional protection against citizens being railroaded by a far more powerful government, to ensure the dispensation of dependable justice. But that does not imply that drafting jurors against their will is the best way to provide that protection. That is why that mechanism is never used voluntarily for anything else. So, while reforms such as adding legal immigrants to jury pools would worsen the current distorted and often dysfunctional system, a paid volunteer juror system would be real reform, in the sense of being an improvement, and could bring us closer to providing the “liberty and justice for all” that is the goal.




30. Labor Should Demand Freedom

IN 2013, Labor Day fell on Henry George’s birthday. That was instructive, reminding us how far “labor” now is from advancing all workers’ interests.

Henry George’s 1886 Protection or Free Trade? demonstrated that free trade, not restrictions, advanced the interests of workers. Yet labor organizations twice persuaded him to run for mayor of New York.

In contrast, unions today practice domestic protectionism against competing workers and are the central force behind protectionism against foreign competitors. They oppose both workers’ freedom over their domestic labor arrangements and their freedom to buy from who they want.

Henry George saw through unions’ chimera of harm from free trade, rationalizing restrictions benefiting them at others’ expense. He knew that history taught that “as trade becomes free and extensive  so does wealth augment and civilization grow,” and recognized that “free trade consists simply in letting people buy and sell as they want to buy and sell. It is protection that requires force.” In fact, “What protection teaches us is to do to ourselves in time of peace [restrict trade with others] what enemies seek to do to us in time of war.”

Further, Henry George understood that protectionism “conflicts with those ideas of natural right and personal freedom  in the establishment of the American Republic,” and, reflecting those ideas, “what was done was not to force the people to trade, but to force their governments to let them.”

Henry George also showed that domestic-labor protectionism and international protectionism both harm workers for the same reason. Each “enables the favored producer [union worker or favored domestic company] to collect ‘encouragement’ from his fellow-citizens in higher prices  the gain to some involves loss to others.” His shopkeeper analogy illustrated why:


  It may be to the interest of a shopkeeper that the people of his neighborhood should be prohibited from buying from anyone but him  but who would contend that this was to the general advantage?



Henry George also showed, in simplest terms, why protectionism directly harms the workers they claim to represent:


  [Protectionism] is to raise the price of commodities. But men who work for wages are not sellers of commodities; they are sellers of labor  to increase the amount of labor for which certain commodities will exchange  reduces the value of labor.



On Labor Day, unions reiterate claims that they benefit all workers. But Henry George saw that both their domestic and international protectionism harms the vast majority of workers, evidenced by the fact that “protectionists are only protectionists in theory and politics. When it comes to buying what they want, all protectionists are free traders.”

If Labor Day is to benefit workers, Americans need to understand, with Henry George, that protectionism is “prevention by a people not of what others want to do to them, but of what they themselves want to do,” that it “has been invented merely to serve the purpose of its inventors,” and that to advance workers’ true interests, “instead of accepting protection, what labor should demand is freedom.”




31. A Pretense of Regulatory Reform

AFTER taking office, President Obama massively expanded regulation, from Obamacare to the proliferation of regulatory czars, and proposed still more. That contributed substantially to Democrats’ 2010 midterm shellacking.

In response, the newly Republican House of Representatives planned an extensive re-examination of federal regulations. So to reposition himself away from his attacks on market arrangements for every problem and proposals for more government as every solution, President Obama signed an executive order requiring that regulations be justified and not unduly burdensome. Unfortunately, it was only a pretense of regulatory reform.

Four months later, Cass Sunstein, Obama’s regulatory czar, with plenty of self-congratulation and references to “twenty-first century regulation,” proudly announced hundreds of millions of dollars in savings.

The intent was to defuse attacks on Obama’s regulatory abuses by claiming the reform mantle. But an “intensive review” of burdensome regulations that only turned up hundreds of millions of dollars in savings, from an annual regulatory burden of over one trillion dollars (and perhaps as much as two trillion), could not really be intense, especially when the waste and abuse discovered was obvious and longstanding.

Consider the milk reform. Sunstein wrote, “Since the 1970s, milk has been defined as an ‘oil’ and subject to costly rules designed to prevent oil spills,” but the EPA has now concluded the burdens were unjustifiable, and given dairies an exemption saving them $140 million a year. Unfortunately, rather than demonstrating that Americans no longer need worry about abusive regulations, it illustrates the opposite.

The fact that a clearly nonsensical and costly policy persisted for decades, despite multiple “reforms,” reveals that almost no attention is actually given to outdated and overly burdensome regulations. But when public outrage became severe, a few idiocies had to be recognized and sacrificed to maintain a pretense of regulatory responsibility. Once such minimal reform diminished the outrage, the administration was counting on Americans to again stop paying attention to the regulatory bureaucracy, and constraints on abusive regulations would once again shrivel. And thanks to Obama’s regulatory expansions, abuses then would apply to more of our lives than ever.

Also revealing was that during this unjustified-regulation hunt, the EPA issued extraordinarily costly new rules requiring US coal-fired power plants to further reduce their emissions of mercury and other air pollutants, finding the costs justified in lives saved and medical benefits. But the benefit claims were bogus.

Power plants contribute less than 0.5 percent of the mercury in America’s air, and their emissions have long been falling. Eliminating such a minuscule source of mercury would not save many thousand lives, as the EPA asserted. But it would dramatically raise the cost of coal-powered electricity, which is about half of all domestic electricity production (and far more in some states).

Perhaps most troubling during a period of “intensive review” of unjustified regulations was the EPA’s selective science. It ignored the fact that CDC surveys showed blood mercury levels for American women and children falling and already below the levels found safe by the EPA and FDA, and well below the standard set by the World Health Organization. Instead, it based its criteria on a study of Faroe Islanders, whose diet included a great deal of pilot-whale meat and blubber (giving them far higher mercury and PCB “doses”) but little selenium (which limits conversion to methylmercury), fruits, or vegetables. Given that in epidemiology, “the dose makes the poison,” their circumstances are virtually irrelevant to Americans.

The Obama administration’s regulatory reform is political window dressing. Finding a few long-established, obvious examples of waste to eliminate actually revealed how inattentive regulators are to the burdens imposed, with little likelihood of continuing vigilance after public outrage wanes. And in the midst of supposed reform, the EPA imposed very costly new regulations based on misrepresentation, while ignoring powerful contradictory evidence. Reining in a few regulatory stupidities, while introducing far-more-costly ones, may advance Obama’s agenda, but it will not benefit Americans buried in an avalanche of burdens rapidly expanded on his watch.




32. Tax Volunteers Mainly Volunteer Others

POLITICAL showdowns have generated repeated proposals to hike taxes on “the rich,” because “we need the money” to support government programs. But such advocates have to distract people from the abusive ethics of forcibly imposing greater burdens on a small group that already bears by far the greatest burdens of financing benefits for others, which we call theft in any other setting.

So to fend off criticism, some rich people publicly volunteer to pay more in taxes. “It is time to tax me more” is how one article put it.

This display of taxpaying “sainthood” is designed to deflect consideration from the central issue to how much those involved care. It also implies that those on the other side are merely being selfish. However, no such implication can be drawn. That some will volunteer to bear higher taxes to support government programs is perfectly consistent with others opposing a vast array of them for waste and ineffectiveness, rather than out of cold-heartedness.

That a few rich people volunteer to pay more in taxes to fund “caring” government programs does not imply a belief that they are effective. That would only follow if the money was privately donated to benefit the group in question, for that would show they believe in it enough to support it from their own pockets (although since donations are tax deductible, even private contributions do not imply the belief that the program is worth what it costs). But that is far different than what they are proposing.

Rich tax volunteers are primarily seeking to impose the costs of their political preferences on others. However much they may preen about their moral rectitude and public spirit (which they can always display directly through their own independent, private giving), they are proposing to pay only a small share of the total cost of trying to do good, as they define it, through the tax code. They are primarily volunteering others, who need not in any way share their views or evaluations of the programs in question, to pick up the vast majority of the tab for their favorite causes.

To volunteer to pay, say, even one million dollars more, out of billions, reveals very little about how much one cares or how effective a program is. When the same person is unwilling to give the same amount privately and directly, they reveal that they don’t think the good done is worth the cost.

The low price of such coercive charity (especially when it allows them a great deal of self-congratulation and far more positive publicity than private giving) to its supporters only reveals a belief that at least a small amount of good will be done. A program could greatly undermine the incentives of those helped (and so create even larger burdens in the future), lose huge amounts to administrative costs, waste, and corruption, and seriously burden those forced to pay most of the bill, yet still garner support from rich tax volunteers.

Raising top tax rates also involves even less generosity for those who are already rich, because it is not them, but those who will make higher taxable incomes in the future, who are targeted. The already rich have the resources and expertise necessary to minimize their future taxable incomes and tax burdens (e.g., rich investors in tax-free municipal bonds won’t pay higher taxes).

Unfortunately, tax volunteers often promote ineffective and counterproductive government programs rather than accomplishing the good they seek. This is especially so, given that taxing their earnings more heavily reduces very productive people’s incentives to use their assets and skills to benefit others, reducing social cooperation, and that a great deal of far more effective private charity will be crowded out by the taxes imposed involuntarily on others. One could be Mother Teresa, rather than Scrooge, and still not support what they propose.




33. Beware a Visibility-Altered Tax

WHENEVER profligate government spending outpaces its revenues by enough that people start calling it a crisis, value-added-tax proposals arise. However, interest in a VAT does not arise from its economic advantages, which exist when it substitutes for a more economically distorting tax. Instead, it is proposed on top of other taxes.

A federal VAT is like a national sales tax imposed at each stage of production, rather than being added to final prices at the retail level. Its main political advantage is its potential to raise vast sums of revenue while minimizing citizen resistance.

One reason a VAT would reduce political opposition is that its tax base is so extensive, large amounts could be raised by a relatively small rate (and warnings that its rate will rise, though historically well-established, can be dismissed at first as unproven scaremongering). This makes the resulting economic distortions seem smaller than they will be, at the time a decision would be made.

A VAT would be added to an array of other taxes (and regulations, which act like taxes in raising producers’ costs), whose combined burden can be oppressive. For example, a 5 percent VAT (if applied generally), when added to taxes and regulatory costs that already absorb 40 percent of many people’s additional earnings, raises their effective income-tax rate to 45 percent (since a tax on everything one can buy is equivalent to a tax on all earnings), with substantial adverse effects. But when presented as a low-rate VAT, it sounds much less harmful than a 5 percentage-point income-tax rate hike.

The second major political advantage for a VAT is that it is a hidden tax. Because it would be incorporated at each stage of production, its true burdens would be disguised. That is, it would give money to government and blame to those who produce for others in the marketplace. In doing so, it would join a long line of government policies that disguise burdens from those forced to bear them.

Mandated benefits are one hidden tax variant. They must ultimately come out of employees’ total compensation. So while government sponsors seek credit from recipients for mandated health coverage, worker training, family leave, workman’s compensation, overtime, etc., employers get the blame when they respond to those mandates  employees blame them for the lower wages that will result, and customers blame them for any higher prices that result.

Corporate taxes and import duties are other examples. They are hidden behind the fiction that businesses pay taxes, when, in fact, only people pay taxes. Again, government gets the money and accolades from beneficiaries of added expenditures, while scapegoating others for their policies’ effects.

Employer “contributions” for state unemployment insurance, as well as their half of Social Security and Medicare taxes, also minimize taxpayer awareness of government’s hand in their pocket. Employers, knowing they will be on the hook for these bills, over and above wages paid, offer less in wages (or, failing that, they eliminate jobs). The money comes from employees’ pockets, but they blame their employers instead of the government for the resulting underpayment for their skills. As a result, when workers say “I was robbed,” they are correct  they just finger the wrong suspect.

Researchers have found that voters already substantially underestimate the true cost of government programs through a vast array of hidden taxes. Therefore, a VAT would move America even further from the accountability that must be at the heart of any government “reforms” that could possibly be improvements for all of us. Adding a huge new hidden tax can only move citizens further from getting their money’s worth from government.




34. Short Sighted on Short Selling

SHORT sellers and short selling are never popular on Wall Street, many of whose denizens prosper when stock prices rise, particularly in the aftermath of a financial crisis.

That is why the Securities and Exchange Commission (SEC) introduced proposals in 2009 to permanently restrict short selling, following what the New York Times reported as “a lobbying campaign by financial institutions and other companies, which have experienced sharp declines in their stock prices, and their allies in Congress.”

Short selling gets attacked by (1) entrenched corporate executives that don’t want to look bad or lose bonuses because others believe their choices are mistaken; (2) overly optimistic stockholders, who face losses when they don’t share short sellers’ more accurate assessments; (3) stock market promoters, who only want stocks to rise; (4) regulators embarrassed that short sellers so often do a better job of detecting corruption; and (5) public servants who want “insurance” against unbelievers expressing their lack of faith in bailout and reform measures.

However, such attacks on short selling are misguided.

Information is often the scarcest good and short selling provides added incentives to discover valuable information. When someone’s research or information leads to negative conclusions, short selling allows them to profit when they correctly anticipate the market’s response. This reduces the mistakes others make from relying on prices that less accurately reflect people’s beliefs.

Negative information can be as valuable as positive information, and it is not only discovered by those who already own a stock. Short selling allows current nonowners to profit from revealing their less-optimistic views, while improving the accuracy of market prices. It only lowers the price sooner than would otherwise occur. It cannot keep the price down long if underlying circumstances do not justify it. Restrictions on short selling hamstring the process.

Short sellers have been portrayed as heartless opportunists, but one’s more negative beliefs about future reality do not cause that reality. Expressing them benefits society by correcting mistaken beliefs more quickly.

Short selling is also common in all sorts of businesses. A farmer selling on a futures market when he plants sells short, as does a homebuilder or custom toolmaker producing to order. It is a common business practice that does not harm stock market participants.

Short sellers are often the most effective market policemen. They often uncover fraud, questionable accounting, and management misbehavior that regulators fail to detect or prevent. But current owners object and often attack short sellers rather than the underlying reality.

Short sellers are attacked for spreading negative rumors that can be false. But the same is constantly true of positive rumors and assertions from a far larger group who benefit by pumping up stock prices, from managers to brokers to financialtalk show touts, so that is far from unique to short selling.

Short sellers are criticized whenever they are wrong. But no one has perfect foresight. People who buy stock are not always correct that it will rise in value. If they were, those who sold the stock would have to be mistaken in their judgment. Holding short sellers alone to a standard of perfection is nonsensical.

Firms often directly attack short sellers, as well. Some have run ad campaigns against them just before declaring bankruptcy or filed suit against short sellers for expressing negative opinions, just before serious fraud was uncovered. The New York Stock Exchange’s opinion in 2007 was that “short-sale price restrictions  serve only to interfere with the mechanisms of an efficient market.” Perhaps most telling was a 2004 National Bureau of Economic Research study of the “variety of methods to impede short selling, including legal threats, investigations, lawsuits, and various technical actions.” It revealed that firms attacking short sellers typically have something negative to hide, since “firms taking anti-shorting actions have in the subsequent year very low abnormal returns.”

Short sellers receive widespread but undeserved condemnation. They improve the information incorporated in market prices that we all rely on to improve social coordination. The attacks against them cannot stand logical scrutiny, and typically come from those whose real abuses or regulatory failures short sellers uncover. We need to stop demonizing short sellers and look more carefully at those trying to make them scapegoats.




35. Robbing Landlord Peter for Tenant Paul

DESPITE the ease with which rent surprises can be negotiated away contractually, as with long-term leases or prearranged rent-adjustment polices, many people live under a variety of rent control laws. They range from extremely strict to far less binding. The strict versions clearly violate constitutional principles and create a host of widely documented adverse social consequences. The less restrictive ones have little immediate effect.

Rent control laws, where they are effective, primarily produce social and economic harm, and where they are ineffective, accomplish almost nothing beyond the ongoing theft from residential property owners that rent control entails, and the reduced construction, property values, and tax revenues that go with it.

That rent control produces a host of adverse social consequences is one of the most universally accepted propositions among economists (with well over 90 percent agreement in American Economic Association surveys). And these harms all arise from the redistribution of wealth involved and the resulting suppression of prices as communicators of information and incentives.

The theft involved in rent control arises because it takes away landlords’ rights to receive the value of improved rental offers that would be willingly made by potential tenants. That is, it takes a large portion of the value of residential rental properties and gives it to current tenants (shown by the fact that, afterwards, those under strict rent control almost never leave voluntarily). And a law like rent control, which might take 40 percent of the value of each apartment from the landlord, involves just as much theft as one that physically took 40 percent of a landlord’s apartments. The logic is no different than if the government passed a maximum-wage law prohibiting an employer from paying for a skilled worker more than eight dollars an hour.

By holding the rent landlords are allowed to receive below what residents value those units at, rent control also creates several additional effects. Since landlords are unable to capture the value of their buildings, the housing stock deteriorates in both quantity and quality. They suddenly have little incentive to construct new rental units (why new apartment construction comes to a screeching halt wherever strict rent control is enacted, although vacancy and renovation decontrol can mitigate some of these effects) and reduced incentives to maintain existing ones (e.g., including conversion to uncontrolled condominiums and commercial uses where it is allowed). The result is to reduce rental-housing availability, which is an odd way to “solve” a rental housing “crisis.”

Not only does rent control harm those who own or are looking for housing (those who were “there first” and never leave capture virtually all the gains from the lowered rents  those who look after strict rent control is imposed mainly find “no vacancy” signs), it throws away tax revenue as well. Reduced property values, both from the direct results of rent control and from the deterioration that results, translate into reduced property tax revenue. The resulting dive in both new and renovation construction also reduces economic growth and the income generated  and with it the sales and income-tax revenues and fees that would have been produced.

Rent control also leads to both increased discrimination and landlord-tenant hostility. Owners who can no longer be compensated for increased costs (say, from increased crowding, water usage, or potential damage, or reduced probability of actually paying the rent) or any other unattractive tenant characteristic have far less incentive to accommodate those who might impose them. This is why rent-controlled areas, rather than helping those of low and moderate means, become increasingly populated by higher-income tenants with few children, pets, or other cost-imposing characteristics. Further, tenants blame “greedy” landlords for not providing the services they desire, and landlords view tenants as the enemy engaged in an ongoing rip-off.

Rent control’s artificial restrictions on mutually agreed-upon exchanges also lead to attempts to get around the law. These can include under-the-table payments, offers of free additional services, agreements to renovate apartments at private expense, personal connections, etc. Not only do these alternative forms of competition favor higher-income renters, rather than “the poor” (who populate the rhetoric of rent control but little of the housing available under it), they lead to rent control boards to try to outlaw those attempts, as well as the other predictable consequences of the law. The boards consume a great deal of resources with valuable alternative uses (including the cost landlords must bear both to defend themselves and to comply with its edicts).

Why has something with such adverse effects survived? Because local renter majorities, who are the recipients of the value taken from landlords, approve of that theft, vote for it, and then go to great lengths to rationalize and defend it.

Why has rent control survived the Supreme Court? Because two parts of the Constitution have been gutted.

One of these parts is the general welfare clause, whose intended meaning (good for the whole of the community) is obvious both on its face and in the Federalist Papers, now means little more than the fact that somebody benefits. But every policy benefits somebody, resulting in local governments being left free to do largely as they please, even if it harms the general welfare, as virtually everyone understands the phrase.

The other part is the takings clause, which requires that compensation be paid when private property is taken by the government. Instead of abiding by the obvious meaning of a taking of value, the Supreme Court has created and adhered to an indefensible distinction in which government must only compensate owners whose property values are taken in their entirety, but “mere regulations” like rent control, which take only some of that value, require no payment at all. Of course, if we followed that same distinction in other areas of the law, muggers that didn’t take all your money, burglars that didn’t clean out your entire house, and any labor-market restriction short of slavery would be legal.

Rent control persists because areas where local renters form an electoral majority will vote in favor of its expropriation of landlords’ property on their behalf and because it sidesteps the current Supreme Court’s Alice in Wonderland standard of only complete takings of property requiring compensation. But neither of those reasons prevents it from being socially destructive theft.




36. Drinking to Federalism?

AS students started returning to classes in 2008, over a hundred university presidents called for “an informed and dispassionate public debate over the effects of the 21-year-old drinking age.” Proposing reconsideration of this issue revived a host of questions, from the effects on highway deaths and binge drinking to why someone who can vote and be a soldier is not considered responsible enough to drink legally. However, one almost-overlooked issue in the controversy was the national twenty-one-year-old drinking age’s origin and its connection to the erosion of America’s constitutional federalism.

The Constitution gave the federal government no power over state issues such as the drinking age. But Washington has discovered how to circumvent that restriction to dictate more and more of what our founders tried to put beyond its reach  it simply conditions receipt of federal funds on state compliance. So, in 1984, the feds forced “voluntary” acceptance of the twenty-one-year-old drinking age by threatening to withhold federal highway funds from any state not toeing the line.

Undermining states as laboratories of democracy has extended far beyond the drinking age. Threatening to withhold highway trust funds was used to impose a national 55-mph speed limit in the past. Other areas of such forced “voluntary” compliance include the 0.08 percent blood-alcohol definition for drunkenness, “smoke a joint, lose your license” laws, banning open alcoholic containers in cars and increased penalties on multiple-drunk-driving violators. Other trust funds are also used, as when the threat of lost airport trust funds forced Los Angeles to change its airport policy and when states that did not reduce underage smoking sufficiently faced reduced federal grants for substance abuse and treatment.

Bribing states into federal compliance with tax dollars generated from their own citizens has increasingly expanded federal control of local government policies, in contrast with our Constitution, particularly the Tenth Amendment. Further, the Constitutional Convention could not have anticipated this problem, because the federal government they created did not have sufficient taxing power to bribe the states into doing its will.

Our framers carefully limited the federal government, as Madison wrote in Federalist 45:


  The powers delegated by the proposed Constitution to the Federal Government are few and defined. Those which are to remain in the State Governments are numerous and indefinite  [including] all the objects, which, in the ordinary course of affairs, concern the lives, liberties and properties of the people; and the internal order, improvement, and prosperity of the State.



Our founders also knew that the Constitution’s limitations on federal power would not be self-enforcing, so they defended those limits with a system of checks and balances that gave each party, including the states, “the necessary constitutional means and personal motives to resist encroachments of the others,” according to Madison’s Federalist 51. As a result, Hamilton argued in Federalist 17 that state governments “will  be able effectually to oppose all encroachments of the national government.”

Today, however, America is far from that design. Every level of government gets micromanaged from Washington, using the tentacles of federal funds that can be withheld. Sometimes, we may like particular results. But we should recognize the destruction our constitutional federalism has suffered in the process. The resistance of state and local governments, jealous to maintain their powers, against federal overreaching of its constitutional authority has been thoroughly undermined. Instead of successfully resisting federal overstepping, they now cooperate in it, for fear of losing funds from Washington.

The federal government effectively nationalized much of what the Constitution left firmly in the hands of state and local governments, using trust funds to extort compliance from those they are not supposed to be able to tell what to do. The result has been the conversion of the Constitution’s robust federalism into fearful acquiescence, combined with aggressive competition among state and local governments to maximize their bribe-money take. The result is an ugly, poorly working system based on hypocrisy and cognitive dissonance, which is never a recipe for advancing Americans’ well-being.




37. Social Reverse Insurance?

IT has appropriately been called a disgrace that younger workers are forced to pay trillions more in Social Security taxes than they will get in benefits. But the reward for any group making that case effectively is an attack campaign painting them as dangerous threats to the system.

Part of the reason pointing out how badly Social Security treats the young is so easily demonized is that ever since it started, it has been promoted as an insurance program, and taking away insurance sounds like a bad idea.

In a sense, Social Security does act as a form of mandatory old-age insurance for participants  though rather than paying off with earnings from investments, as with private insurance, its taxes provide only promised future benefits (though the Supreme Court ruled long ago that the government need not provide the benefits promised).

However, for Social Security to really be insurance, a group’s “premiums” would have to finance the benefits they receive. But that has not even remotely been true of Social Security. Older generations got far more in benefits than they paid. They may believe they deserve such a massively subsidized deal, but it is dramatically unfair to younger generations forced to pick up the multi-trillion-dollar balance necessary to make program promises good.

In normal insurance, people pay now so that they will leave more for their future and those who outlive them; but Social Security has given more money to those older at the expense of their heirs. From society’s perspective, it acts as reverse insurance.

From Social Security’s inception, and with each of its many expansions, those already retired paid no new taxes, and those near retirement paid more for only a few years, but both groups received increased benefits throughout retirement. That necessarily meant that those who were younger (perhaps not yet even born) would have to pick up the remainder of their tab. And the attempt to make good on the unfunded commitments of this massive income redistribution to earlier beneficiaries is the source of Social Security’s current financial problems, as well as why there is no fair way out of them  there is no way to make good on its overpromises but by being unfair to someone.

Social Security’s reverse-insurance accumulation of negative balances is also behind the opposition to shifting toward private retirement mechanisms. Current workers finance their own retirement benefits  and only their own benefits  with private retirement plans. But if those younger can avoid having Social Security’s huge unfunded liabilities imposed on them, it requires facing how to finance them. So politicians instead pander for senior votes by demonizing any such move as threatening the status quo, even though the status quo is unsustainable.

Looking at Social Security’s finances as of a certain future date reflects a similar bias. What is owed to those who will have paid, but have not yet gotten all of their promised benefits, is ignored. Such arbitrary cut-off dates must misleadingly make any private retirement mechanism, which leaves no such burden on later generations, look worse by comparison.

Assertions that Social Security is essentially just insurance ignore the fact that benefits far exceeded the taxes paid for millions of earlier recipients. Its great deal was provided by effectively stealing a substantial part of the premiums from future generations. But that makes it a bad and unsustainable deal today, which will only get worse the longer we ignore that reality. A program that leaves fewer resources for future Americans is hardly insurance America must maintain and expand on the backs of the young. Pointing that out is not a disgrace, but pretending that government-sponsored “child abuse” doesn’t exist and need to be dealt with is.




38. Reassessing Proposition 13’s Fairness

CALIFORNIA’S Proposition 13’s anniversary is on June 6. Each year, that date brings out multiple commentaries, including some that try to blame it for virtually every state and local government problem that has arisen in California since it passed, ending with a call to raise taxes.

That argument is hard to take seriously, however, since California’s preProposition 13 peaks in real per capita revenue and expenditures were exceeded long ago, and there has hardly been a miserly trend in California government’s size in recent years. But one additional complaint seems to be perennial  that Proposition 13 is inherently unfair to more-recent home buyers. That objection, however, is based on an economic misconception.

The fairness complaint against Proposition 13 arises from its reassessment clause. It rolled back property tax assessments and limited the growth of property taxes for properties that did not change hands, but it provided for reassessment to the sales price for any property that was sold. When property values are rising, this reassessment on sale results in higher property taxes for an otherwise similar property sold more recently. Based on the argument that equity requires all owners of substantially similar properties to pay the same property taxes, this result is deemed unfair to later buyers, who are forced to pay higher property taxes as a result.

While this equity argument seems compelling at first blush, it is in fact critically flawed. And that flaw is in the conclusion that reassessment upon sale burdens the buyer of a property. Its burden is actually borne by the seller.

Buyers escape the burden of higher property taxes upon sale because, while they become legally responsible for increased taxes, under Proposition 13 they know the tax consequences of any purchase in advance (far more so, in fact, than before it became law). Since the price for any asset reflects the present value of the stream of future services expected net of taxes, higher taxes that will be triggered upon sale are capitalized into a lower purchase price than would otherwise have been agreed upon. In effect, the seller “pays” the buyer to accept higher future taxes in exchange for a reduced purchase price today.

Consider a simple example. Suppose an asset such as a house provides $20,000 a year in value, but is subject to $2,000 a year in taxes. A buyer would be willing to pay the present value of $18,000 a year ($360,000 at a 5 percent interest rate) for it. If taxes rose to $4,000 a year upon sale, however, the price would fall to the present value of $16,000 a year ($320,000 at a 5 percent interest rate), with the difference coming out of the seller’s pocket. The new buyer would pay $2,000 more a year in taxes than longer-term owners, but those taxes would just be “interest” on the $40,000 lower price paid for the asset, leaving him no worse off as a result. In the same way, changes in corporate-profits taxes do not harm those who invest afterward, but rather those who owned stock at the time of the change, as the stock price falls to reflect the lower after-tax returns expected in the future.

Proposition 13 is not, and has never been, unfair to newer buyers of property. Those who claim it is unfair are counting only the higher current taxes, while ignoring the fact that the purchase price they paid already capitalized those future tax liabilities (including the fact that a new buyer’s future property taxes will be “unfairly” lower than those on similar properties that will be sold still later during a house-price run up).

Thoroughly and fairly evaluating Proposition 13, with its effects on taxes, fees, public services, local development, shifting budgetary power to Sacramento, etc., is a complicated task. But careful thought shows that its alleged unfairness to more-recent buyers of property is not part of such an evaluation.




39. Even Well-Intentioned Price Controls Pummel the Poor

ON the “Left Coast” where I live, few days pass without some proposal for a new and improved government intervention to help the poor. Among the most common are various forms of price control, proposed for everything from medicine to gasoline to the crisis of the week. But the actual effects of such controls are very different than those imagined by those proposing or supporting them. While the details vary with the market considered, the general effects are well illustrated by longstanding government interventions such as minimum wages and rent controls.

Proponents of higher minimum wages, as well as living wage and prevailing-wage laws, often base their support on the belief that they help the poor. At the same time, rent control proponents argue that rent ceilings help the poor. In other words, both price floors (e.g., the minimum wage) and price ceilings (e.g., rent control) are supported because each supposedly helps the poor and other disfavored groups. Unfortunately, however, both such forms of government price controls harm their alleged beneficiaries in the name of helping them.

Whether price floors appear in the form of minimum wages, Davis-Bacon “prevailing wage” rules, minimum-shipping-rate regulations, etc., and whether price ceilings appear in the form of rent controls, usury laws, insurance rate caps, etc., the basic analysis is the same.

Despite the stated intent of price controls to help the poor or other disfavored groups, the opposite occurs. First, both price floors and price ceilings reduce the quantity of the good or service exchanged in the market, a poor “solution” for groups unable to buy enough (e.g., rent control) or sell enough (e.g., the minimum wage). Second, both price floors and price ceilings increase the extent of discrimination against the disfavored who are the intended beneficiaries.

Consider how both price ceilings and price floors reduce the quantity of the relevant good or service exchanged, which is the reverse of what the supporting rhetoric implies.

Much of the rhetoric favoring rent control is that the poor will gain because “it will make housing more affordable to them.” This sounds reasonable. In fact, that price reductions increase the quantity buyers are willing to purchase, other things equal, is such an essential part of economics that it is called the law of demand. Similarly, much of the support for raising the minimum wage comes from the idea that the poor will gain because “it will make low skilled workers more willing to work, by making work pay more than welfare, cutting welfare rolls.” This also sounds reasonable. In fact, that higher prices increase the quantity sellers are willing to offer for sale, other things equal, is often called the law of supply. But other things are not equal in either case.

The apparent reasonableness of these statements hides a common gaping hole in their logic.

In the rent control case, the logical error is in jumping from the fact that families would benefit from more cheaply available housing to the conclusion that they will, in fact, be able to acquire the housing they desire if rent controls hold down legally allowable rents. In the minimum-wage case, the logical error is in jumping from the fact that an increased minimum wage would make more low-skilled workers willing to work to the conclusion that more would successfully find work.

While the lowered allowable rents under rent controls increase how much housing renters wish to rent, they also reduce how much landlords are willing to offer for rent. Unfortunately, the reduced willingness to rent will result in fewer units being available, and renters’ increased desire for housing space will be irrelevant to how much is actually rented.

While higher minimum wages increase how much workers are willing to work, other things equal, they reduce how much of their services employers are willing to hire. Unfortunately, the reduced willingness to hire will result in fewer job openings, and the increased willingness to seek work will be irrelevant to how many successfully find jobs.

These arguments for why price controls help the poor are not just inaccurate, they are mutually inconsistent  the argument for price ceilings shows the error in the argument for price floors, and vice versa.

If legislated higher prices increase willingness to sell, lower prices have to reduce it. But it is the lower prices forced by price ceilings that are supposed to make more of such goods available to the poor. How will more be available if less is supplied? Symmetrically, if legislated lower prices increase willingness to buy, higher prices must reduce it. But it is the higher prices from price floors that are supposed to make the poor willing and able to sell more of their services as a result. How will the poor sell more of their services if employers reduce their hiring?

The rhetoric in favor of price controls always implies that price floors will allow the poor to sell the services they desire at the higher price and that price ceilings will allow them to buy the services they desire at the lower price. However, the effects are exactly the opposite, because the “logic” behind that rhetoric ignores the most basic insights of economics.

Price floors and ceilings also increase the extent of discrimination against the poor, the least skilled, and other disfavored groups.

Suppose I rent residential apartments, but I dislike members of a particular group. Why would I ever rent to them? Because I profit more from such rentals than I value discriminating against them (e.g., if I would pay twenty dollars to avoid dealing with you, but I gain thirty dollars from renting to you, I will rent to you). The cost to me of discriminating is too high, so market incentives lead me to cooperate with even those I don’t like.

Now suppose rent control is imposed, lowering the allowable rent. This reduces or eliminates my gain from a rental (say, to five dollars, to be more generous to landlords than many rent control laws actually are) and results in buyers wishing to purchase more space at the same time I wish to offer less. Prospects now line up for my units at the new lower rent. As a result, the cost to me of not renting to anyone with characteristics I dislike has fallen dramatically, resulting in more discrimination against members of such groups.

The analysis of a price floor, such as the minimum wage, is symmetrical, except that buyers rather than sellers can discriminate almost without cost.

Say I am forced to hire at a higher minimum wage, and members of a group I dislike are among those who wish to work for me. The cost to me of not hiring a qualified member of that group (which was formerly the sacrificed gain from a worker whose productivity was greater than what I had to pay) falls to almost zero, because others I do not dislike are also in line for the same job.

When either price floors or price ceilings are imposed, the cost of discriminating against any disfavored group falls and more such discrimination takes place. This analysis holds for “rational” forms of discrimination, in which particular suppliers or customers are less attractive to deal with than others for economic reasons, as well as the “irrational” example above.

Particularly in high-cost rental markets, low-income renters often afford housing only by sharing units. But this comes at a cost to landlords, who face increased potential for damage, noise, water bills, risk of nonpayment (since all the cotenants have to come up with their share of the rent each month), etc. Normally, owners are compensated for these higher costs with increased rents (just as most hotels charge more for extra people in a room). However, under rent control, that compensation mechanism disappears, giving owners far less incentive to accommodate those groups. This (along with the fact that lower-income groups are also less able to evade the controls via connections or “under the table” means), is why rent control, rather than helping the low- and moderate-income families that populate the rhetoric in its favor, tends instead to populate rentals with higher-income tenants with few children.

The minimum wage has similar effects. Raising the compensation of low-skill workers by law (though employers would attempt to “undo” this effect by reducing fringe benefits, there are typically fewer such benefits to cut for lower-skilled jobs) means that employers can pick and choose among more potential workers. Who gets squeezed out? The least skilled. This, not irrational preferences, explains most of why inner-city minority teens and other low-skilled groups are so hard hit by minimum-wage laws (minority-teen unemployment rates were below that of white teens, and not much different from white-male-adult unemployment rates, before minimum-wage laws were generally applied, but have been dramatically higher since).

Compounding the damage to low-skill workers is the fact that minimum wages make it far more difficult for them to earn their way out of poverty with experience and on-the-job training. Whether because they are denied entry-level jobs or because the training offered them in those jobs is eroded as a result, a higher minimum wage undermines the most important way the poor acquire the skills necessary to earn their way out of poverty. They do so by taking away the primary mechanism low-skill workers have for “paying” for that training  accepting lower wages to compensate for the costs to employers of providing it.

Many Americans support rent controls, minimum wages, and a variety of other price controls because they are well intentioned and because they believe the rhetoric that the poor will benefit. However, in this area, as in so many others, good intentions are not enough to generate adequate policy.

Every attempt to help the poor or other disfavored group by forcing up the prices for what they wish to sell (e.g., their labor services) reduces the total amount of those goods or services that will be sold. Further, it provides incentives for others to rationally discriminate against the intended beneficiaries.

Every attempt to help the poor or other disfavored group by forcing down the prices for what they wish to buy (e.g., rental housing) reduces the total amount of those goods and services that will be available for purchase. Further, it provides incentives for others to rationally discriminate against the intended beneficiaries.

In both cases, the results occur because such laws deny low-income, low-skilled, and any other disfavored Americans the ability to compensate those they wish to trade with for whatever negative attributes they may have in their eyes. The result is to harm such groups, not help them.

It is long past time for Americans to end inherently counterproductive attempts to assist the less fortunate through price controls. Only in that way will America stop using government coercion to harm its citizens in the name of helping them, and allow the forces of mutually beneficial, voluntary trade to help them in fact.




40. Raising College Fees Not So Horrible

IN recent years, state fiscal problems have brought sharply higher fees to state colleges and universities. Such increases have brought no end of complaints of unfairness and condemnations like “You can’t balance the budget on the backs of students.” But there are reasons to question whether higher fees create an educational disaster, with harmful debris falling throughout the economy.

Aside from direct benefits to those being subsidized, which every spending program can claim, the central argument for subsidized state higher education is that it provides large benefits to society as well as to students. As a result, students would allegedly “buy” too little education if they picked up their own tab.

Beyond the fact that it is unfair to cut any program whose benefits participants have come to count on, these foregone social benefits are the rationale for opposing fee hikes. But would those losses really be as apocalyptic as opponents claim? For nonstudents to benefit from the current system requires that subsidized resources go to teaching students material that provides such benefits, and that they learn it well, retain what they learn, and stay in the state once educated. However, evidence about curricula, cheating, retention rates, and mobility leaves each of these conditions far from assured. For instance, if you can’t remember what you were taught, others can hardly benefit from your enhanced learning.

Teaching students more is presumed to benefit those around them by making them better citizens and voters. But we produce smarter future criminals as well. Further, to the extent that those better educated use their training to steal from the rest of us by manipulating the legal or political system, the result is a social loss, not a gain.

Also questionable is the assumption, implicit in the fact that we heavily subsidize this form of education, but not others, that only public higher education provides benefits to society. Doesn’t private higher education also provide such benefits? Further, there is no reason to believe that alternative forms of education, such as apprenticeship programs or on-the-job training, cannot be at least as socially beneficial as formal classroom education. Yet instead of subsidizing these forms of training, in many ways we actually restrict them (e.g., through higher minimum wages, which reduce low-skill workers’ ability to learn their way out of poverty through on-the-job training, or restrictions on nonunion training programs).

Another problem is that not all areas of education provide social benefits to others (e.g., the “skate” courses available on every campus). Even top-notch professional training in medicine and law fails this test. Once trained, these people must be paid for their services, so that they, not society, capture the value of their training (though many wonder, with Shakespeare’s Dick the Butcher, if more lawyers may not actually harm society).

Students also supposedly invest in too little cultural education unless subsidized, because they don’t recognize its “true” worth. But at least part of the education provided in many areas is more socially divisive than socially valuable, judging by what is actually taught in many classrooms. Besides, why distinguish “cultural” benefits from those that augment future earnings, when both are dominantly captured by the students, rather than society? And why should only the college bound be “cultured,” if society gains from such training?

We may not get much more education as a result of the subsidies, either (a conclusion reached thirty years ago in a study by Sam Peltzman). Some students actually get less education. These include many of lower income and academic ability whose taxes fund subsidized educations for others, leaving them less for their own training. It also includes those who attend a lower-quality school than otherwise (e.g., Cal State, instead of Stanford) as the only way to receive the state subsidy. In addition, the large subsidy involved attracts some students who are less than entirely serious about their studies, resulting in a great deal of “wasted” instruction.

There may be difficult-to-articulate-and-measure social benefits that justify subsidized state universities. But most of the areas where public benefits are clear, such as literacy, are achieved at lower levels of education, leaving little added gain to more years of college. And similar arguments can be made for every other government program, as well as for leaving the money in citizens’ hands (where it can be used for education if they see fit). And given that many of the arguments made in support of the current system are questionable, it is hard to defend making higher education subsidies off limits, when taxpayers and every other program are fair game.

If public higher education is to be justified by benefits to others, rather than as a wealth transfer from taxpayers to those of greatest academic ability, college and university fee increases are not a disaster. Nor are increasing student subsidies (as with student-loan interest rates) a panacea. But to arrive at rational judgments about what should be done first requires a careful reexamination of which parts of public education really merit subsidy, how much public money actually goes to such areas, and whether the results justify continuing those subsidies as the best way to accomplish our goals. But how often has politics been about rational judgments, where so much money is at stake?
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