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COVID’s Many Policy Failures

®{ REVIEW BY DAVID R. HENDERSON

n March 2020, KCBS in San Francisco interviewed me about what
people should do with their credit cards and spending if either
government lockdowns or people’s reactions to the then-burgeon-
ing COVID-19 pandemic had cost them their jobs. I gave a couple of
tips about finding work and the obvious one of making their biggest

credit card payments on their high-
est-interest credit cards. I added that
California Gov. Gavin Newsom had
made a big mistake by forcibly shut-
ting down businesses. The interviewer,
obviously surprised, asserted that epi-
demiologists were advocating those
measures. I responded, “Some epidemi-
ologists are advocating these measures,
and some are not.”

I knew that I was right, partly because
I understood the basics of science and
partly because I had already read some
epidemiologists’ skeptical comments
about lockdowns. What I didn’t know
was how right I was. There was a well-es-
tablished understanding in the literature
by epidemiologist D.A. Henderson (no
relation) and others that non-pharma-
ceutical interventions (NPIs) in the pan-
demic were not worthwhile. This was
partly because NPIs couldn’t do much
to stop the spread of a coronavirus, but
mainly because the negative effects on
people’s physical and mental health,
their economic well-being, and children’s
development, would be huge.

That message comes across loud and
clear in the new book In Covid’s Wake,
by Princeton University political sci-
entists Stephen Macedo and Frances

Lee. The authors thoroughly cover the
issues: laying out the well-known prob-
lems with NPIs, discussing the ways
that federal public health officials Dr.
Anthony Fauci and Dr. Frances Collins
suppressed information about COVID,
providing the receipts on how experts
who had bought into the earlier scien-
tific consensus against NPIs did a quick
U-turn and castigated those who stuck
with the consensus, showing how Fauci
and others tried to suppress the idea that
the pandemic stemmed from a lab leak
in China, and documenting the World
Health Organization’s (WHO) literally
changing its definition of “herd immu-
nity” to exclude the possibility that any-
thing other than a vaccine can create it.
These are only some of the highlights of
this excellent book.

Corrupt “science”| A charge that many
in the scientific community made
against skeptics of using lockdowns
to suppress the disease was that they
weren’t “following the science.” Fauci,
then-director of the National Insti-
tute of Allergy and Infectious Diseases
(NIAID) and the main public face of
President Trump’s White House Coro-
navirus Task Force, even went so far as

About Our Reviewers:

THOMAS A. HEMPHILL is the David M.
French Distinguished Professor of
Strategy, Innovation, and Public Policy
at the University of Michigan, Flint.

Davip R. HENDERSON is a research
fellow with the Hoover Institution
and emeritus professor of economics
at the Graduate School of Business
and Public Policy at the Naval

Postgraduate School in Monterey, CA.
He was a senior economist for health
policy with President Ronald Reagan’s
Council of Economic Advisers.

GEORGE LEEF is director of external
relations for the James G. Martin
Center for Academic Renewal.

VERN MCKINLEY is the coauthor,
with James Freeman, of Borrowed
Time: Two Centuries of Booms, Busts and

Bailouts at Citi (HarperCollins, 2018).
He has been an intermittent contrac-
tor for the International Monetary
Fund since 2008.

PHIL R. MURRAY is professor of
economics at Webber International
University.

PETER VAN DOREN is editor and
THoMAS A. FIREY is managing editor
of Regulation. They are senior fellows
at the Cato Institute.

to say on national television, “[T]o crit-
icize me is to criticize science.” This was
absurd because, as many people noted
even early on, one of the key elements
of science is skepticism.

Moreover, the conventional wisdom
before COVID was that NPIs were not
a good way to deal with a pandemic.
Macedo and Lee quote the above-men-
tioned D.A. Henderson:

Communities faced with epidemics or
other adverse events respond best and
with least anxiety when the normal
social functioning of the community is
least disrupted.

Why did the practice of authorities
in so many countries deviate so quickly
from the conventional wisdom? You
might think that it’s because there were
serious flaws in the conventional wis-
dom. But no one seemed to point out
those flaws. Rather, as early as Janu-
ary 22, 2020, Tedros Adhanom Ghe-
breyesus, head of the WHO, praised
the Chinese government’s extreme
authoritarian approach. Macedo and
Lee document this in a chapter aptly
titled, “Turning on a Dime.” WHO then
sent 25 experts to China, on the WHO-
China Joint Mission of February 16-24,
2020, to observe the Chinese govern-
ment’s response. Thatled to a reportin
late February that glowingly endorsed
China’s extreme lockdowns.

One of the two American participants
was Clifford Lane, a deputy director of
the US NIAID and subordinate of Fauci.
In an interview in Science upon his return,
Lane lauded “the completely unified per-
spective of how this virus was the enemy,
and we were launching an attack, and
we’re going to defeat it.” Fortunately, the
interviewer stated the obvious fact that
Lane might not be able to trust what he
learned from people in China because
they don’t have freedom of speech. Lane
replied defensively, “They’re trying to
get things back to more normal and to
loosen some of these restrictions.” Note
his implicit admission that the Chi-
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nese don’t have freedom
of speech. Their responses
to foreign strangers, then,
should have been taken with
a large dose of salt.

Macedo and Lane point
out Lane’s admission that
although there was interac-
tion with the Chinese mem-
bers of the joint mission in
meetings, they traveled sep-
arately in their own bus. The
authors wonder whether
that was because “the meet-
ings but not the buses were
easily monitored.” I checked
the Science interview, con-
ducted by Jon Cohen, to
see whether this made Lane
suspicious. Apparently not,
because Lane stated, “I don’t think it was
deliberate to prevent interaction.”

Another cheerleader for the Chinese
approach was Dr. Bruce Aylward, a Cana-
dian epidemiologist and a co-chair of
the mission. Aylward stated that Wuhan
“is a ghost town, but behind every win-
dow there are people cooperating with
this response.” Behind every window in
a ghost town with a population in the
millions? Doesn’t that sound suspicious?
Apparently not to Aylward because he
added, “People have said there is a big
presence forcing them, but there isn’t.”
Macedo and Lee are skeptical. They point
out that news reports early in February,
before the mission’s visit, showed “resi-
dents being welded into their apartments
because someone in the building had
tested positive.” This, they write, “sug-
gests something less than the cheerful
cooperation and complete unity reported
by Aylward and Lane.”

Macedo and Lee also document the
harsh response to the Great Barrington
Declaration (GBD), published October
4,2020. Its lead author was Dr. Martin
Kulldorf, a professor of medicine at Har-
vard and a biostatistician and epidemi-
ologist. The other two authors were Dr.
Sunetra Gupta, a professor at Oxford
University and epidemiologist who is
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also an expert in modeling
infectious diseases, and Dr.
Jay Bhattacharya, a profes-
sor at Stanford University
Medical School who is also
a physician and health econ-
omist. Bhattacharya, who
has since become a friend,
told me that that statement
was one of the least contro-
versial things he had ever
co-authored.

But, oh my word, were
the knives ever out for the
GBD and its authors! Gregg
Gonsalves, a professor at
Yale University’s School of
Public Health, had, back in
March 2020, authored a let-
ter stating that mandatory
quarantines and regional lockdowns
“are difficult to implement, can under-
mine public trust, have large societal
costs and, importantly, disproportion-
ately affect the most vulnerable seg-
ments in our communities.” All of that
turned out to be true and was apparent
to many observers by the time the GBD
was published. But here’s what Gon-
salves wrote about the GBD (and later
deleted) on Twitter:

I'm in my mid-50s. I have HIV. I saw
my friends die in droves in the 80s,
90s. I have no more fucks left to give.
Except those peddling pseudoscience,
bankrolled by right-wing, libertarian
assholes can kiss my queer ass.

One other case of corrupt science
the authors document is WHO’s sneaky
change in the definition of herd immu-
nity, which is the resistance to the spread
of an infectious disease within a popula-
tion when a high proportion of individ-
uals have immunity. Herd immunity can
come about from natural immunity—
people getting infected and then recov-
ering—or vaccination or both. WHO
understood that. But, the authors note,
between June and November 2020, WHO
rewrote its website to state that “herd

immunity’, also known as ‘population
immunity’, is a concept used for vacci-
nation, in which a population can be
protected from a certain virus if a thresh-
old of vaccination is reached.” There was
no mention of natural immunity, even

though there had been before.

Lab leak theory /| Another instance of
corrupt science was over whether the
COVID virus escaped from a lab in
Wuhan instead of from an animal mar-
ket in the city, which was the predom-
inant theory. There were some reasons
to suspect a lab leak. First, there was an
important lab in Wuhan doing research
on viruses, including coronaviruses like
COVID. Second, it was known then
that some labs were experimenting
with “gain-of-function” research, which
is research to try to make a virus more
lethal. It would turn out that the Wuhan
lab was one of those labs.

One of Macedo and Lee’s biggest con-
tributions is their discovery that many
scientists close to the issue suspected a
lab leak as early as January 2020. Some
of those scientists later denied the plau-
sibility of a lab leak. Finally, the authors
show, the statements that denied a lab
leak were orchestrated by, among others,
Fauci and Collins.

The story is worth reading in full and
is, on its own, arguably worth the price
of the book, but here’s a short version: In
January 2020, Dr. Jeremy Farrar (now chief
scientist of the WHO) heard “chatter”
among the scientific community that the
SARS-CoV-2 virus “looked almost engi-
neered to infect human cells.” He then
wondered whether the coronavirus had
“anything to do with ‘gain-of function’
(GOD) studies.” Around the same time,
Dr. Kristian Anderson of the Scripps Insti-
tute expressed to Farrar his worry that
the virus had “properties that may have
been genetically modified or engineered.”
Yet, these two were among the group of
researchers who set out to write the paper
“The Proximal Origin of SARS-CoV2,”
which focused “on trying to disprove any
type of lab theory” (though Farrar was
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not listed as an author when the article
ultimately appeared in Nature in March
2020). Why the switch?

One likely possibility is that they were
influenced by Fauci and Collins, both of
whom had access to billions of dollars in
research funds that they could dangle in
front of medical researchers. Weeks after
the paper appeared, the lab of Anderson,
who had written on February 4 that the
lab leak explanation “is so friggin’ likely
to have happened,” received a $1.9 mil-
lion grant from Fauci’s NIAID. We now
know, of course, that Fauci and Collins
were advocates and funders of gain-of-
function research. Collins and Fauci later
referred to the “Proximal Origin” article
without ever mentioning their involve-
ment with the authors. The cover-up, at
least back then, was secure.

Tradeoffs? /| One lesson for public
health—and it was one that was widely
accepted before COVID—is that govern-
ment intervention comes with tradeoffs.
If governments were to lock down people
for extended periods, there would be seri-
ous costs in terms of financial security,
emotional health, and civil society overall.
But Collins, then-head of the National
Institutes of Health, admitted in 2023
(when it was far too late) that he explicitly
refused to make tradeoffs. Macedo and
Lee quote the following from Collins:

When you’re a public health person and
you’re trying to make a decision, you
have this very narrow view of what the
right decision is, and that is something
that will save a life. It doesn’t matter
what else happens.

Well, yes.

Relative risks? /| Macedo and Lee point
out that we knew from data from Italy
as early as March 13, 2020—before the
US and British lockdowns—that the risk
of death from COVID was mainly to
the elderly. That fact should have been
shouted from the rooftops. But instead,
it was de-emphasized.

The authors quote Scottish epidemi-
ologist Mark Woolhouse pointing out
that the UK government had pushed
messages saying “We are all at risk” and
“The virus does not discriminate.” The
first statement is true but misleading,
while the second is outright false. The
fatality rate for the elderly was at least
three orders of magnitude greater than
the fatality rate for the young. Some
members of the media were also guilty of
misleading people. Dr. Sanjay Gupta of
CNN, for example, wrote a book in which
he told the stories of three people who
had COVID, two of whom died. Those
two were 22 and 41 years old, respectively,
while the one who lived was 51 and had
“long COVID,” the persistence of some
symptoms for months or years afterward.

The power that governments in the
United States and most of the rest of
the world exerted on people’s lives
because of the virus was horrendous.

icy discussions were all about COVID.
But then they write, “No models were
developed to take account of the costs
of COVID policies.” That’s false. My
Naval Postgraduate School colleague
Jonathan Lipow and I published a piece
in the June 15, 2020, Wall Street Journal
that surveyed the cost-benefit research
on COVID policy, and we noted:

Rather than validating draconian
lockdown orders, the latest economic
research on COVID-19 suggests that
social-distancing efforts in general, and
shelter-in-place measures in particular,
have done more harm than good.

Conclusion | The power that govern-
ments in the United States and most
of the rest of the world
exerted on people’s
lives because of the
virus was horrendous.
Governments ignored
some relatively well
thought out ideas of

Macedo and Lee comment, “The most
notable thing about these cases is how
unusual they are.” Moreover, these three
vignettes “are the three vignettes that Dr.
Gupta uses to introduce his book” (ital-
ics in original).

Where were the economists? /| One
depressing statistic the authors point
to is the response of fairly well-known
economists to this March 27, 2020,
statement:

Abandoning severe lockdowns at a time
when the likelihood of a resurgence

in infections remains high will lead to
greater total economic damage than
sustaining the lockdowns to eliminate
the resurgence risk.

Some 80 percent of the economists
agreed and none disagreed. The authors
point out correctly that the mathe-
matical models that dominated pol-

public health experts
that went against lock-
downs and other coercive measures
based on a few mathematical models
and, presumably, a lot of fear. Some of
those same public health experts then
turned on a dime, advocating coercive
measures and even denouncing other
experts who disagreed.
What was learned from this tragic
episode in regulatory policy? Macedo
and Lee write:

But the losses of the COVID pandemic
will be further compounded if the con-
clusion political and economic elites

draw from it is that their fellow citizens
failed them.

That well could be the conclusion that
many of the elite reach. The question for
the rest of us is, though, is will we stand
against those elites and their dubious
interventions the next time something like
this happens and not let them get away
with it? That’s where my hope lies. [ R]
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When a Nation Cannot

Pay Its Debts

®{ REVIEW BY VERN MCKINLEY

n 2021, Javier Milei grabbed headlines with his long shot—but
ultimately successful—bid to become president of Argentina. His
campaign, centered on free market economics, brought atten-
tion to what a basket case the country’s economy has long been.
Anewbook considers the history of whatauthor Gregory Makoff calls

“the country’s repeated boom, bust and
default cycles of the previous hundred
years.” His main focus is a case study of
Argentina’s debt default and subsequent
restructuring that began in 2001 and
finally wound down by 2016. Makoff is
a senior fellow at the Center for Business
and Government at the Harvard Ken-
nedy School and a former global head of
sovereign liability management at Citi.
This is his first book.

The process and players | In the United
States, if a person or firm is saddled with
too much debt, nearly the entire pro-
cess for restructuring that debt is court-
driven. There are individualized chap-
ters of the law for a variety
of entities under the bank-
ruptcy code. Commercial
banks have their own sepa-
rate process, an administra-
tive procedure whereby the
Federal Deposit Insurance
Corporation is appointed
as a receiver and oversees a
resolution of the bank.

As Makoff explains, some
elements of a sovereign
debt restructuring involve
the courts, but the pro-
cedure also involves other
essential elements, a “mul-
titude of factors [that] are
deeply interconnected: legal
aspects, political events and
alignments, and economic
developments.” Makoff
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provides an example of a Peruvian debt
restructuring that lasted from 1996 to
2000 as what he calls a “backstory” on
the topic, and he draws on contempo-
rary case studies for Pakistan, Ukraine,
Ecuador, and Uruguay.

Beyond the complexities of the
restructuring process, the reader is pre-
sented with many major players to keep
track of over the course of the Argentine
saga. The book’s Appendix A provides a
helpful scorecard of the key participants.
The government of Argentina, through
its Ministry of Economy, was obviously
involved in debt negotiations to mini-
mize the resources that the Argentine
people had to commit to the restructur-
ing. This was done either by
fighting efforts of creditors
to “attach” sovereign assets,
by codifying new laws favor-
able to the government, or
by invoking the Foreign
Sovereign Immunities Act
(FSIA), a US law protecting
sovereigns.

The International Mone-
tary Fund (IMF) was a major
participant because a coun-
try undergoing restructur-
ing usually does so under
a formal, multi-year IMF
program. These programs
include a “carrot” in the
form of a package of finan-
cial assistance through a
lending facility (in this case,
$10 billion), accompanied

by a “stick” in the form of economic and
legal reforms structured as conditions
for the assistance. IMF economists run
a debt simulation model “to determine
how much debt a country could safely
incur.”

Although it is a leading member of
the IMF along with the EU members,
the US also is generally a major stand-
alone player in the restructuring process.
The book chronicles the involvement of
the US presidents during the Argentine
debt restructuring (George W. Bush and
Barack Obama), US treasury secretaries
(Paul O’Neill, John Snow, Jacob Lew) and
other senior Treasury officials (John Tay-
lor, Randal Quarles, Mark Sobel). Finally,
debtors whose claims are restructured
play an outsized role, the most prom-
inent of which in this case was Elliott
Associates, frequently called a “vulture
fund” throughout the book, as well
as their lawyers (including Ted Olson,
Supreme Court litigator extraordinaire)
and the judges overseeing the restructur-
ing cases (predominantly federal district
court judge Thomas Griesa).

The trigger | Makoff begins the first
chapter with a visual presentation of
Argentina’s economic slide based on real
quarterly gross domestic product growth
data. Lofty growth levels in the 5-10
percent range from early 1996 to 1998
invert, first to a negative growth rate of
0-5 percent beginning in late 1998 and
then negative growth of 10-20 percent
by late 2001 and early 2002. The debt
restructuring saga began with the trigger
for the default in December 2001, when
an IMF review of Argentina’s finances
revealed a lack of sustainability and the
“IMF pulled the plug [on assistance],
announcing it was refusing to disburse
a pending $1.24 billion loan installment
to Argentina.” The IMF concluded that
“lending more to Argentina would only
make matters worse.” This led to several
dramatic events, including government
interventions to stabilize the banking sys-
tem, which led to public demonstrations;
the resignation of the minister of the
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economy; and the spectacle of President
Fernando de la Rua fleeing the coun-
try via helicopter. An interim president
announced a moratorium on payment
of Argentine debt, a measure thatis com-
mon for a country in default.

Theinitial steps/ Fast forward to January
2003, when the IMF

approved a new program][,] ... one
without new cash but also light on
conditions ... and it had a term of

only eight months.... [A] normal IMF
program for a deeply distressed country
would have a term of three years and
would entail comprehensive reforms....
[T]he program’s eight-month term was
chosen to give the country just enough
time to elect a new president and come
back to the IMF.

Néstor Kirchner would emerge as Argen-
tina’s new president, with a promise to
“accelerate growth, increase upward
mobility and distribute revenues more
fairly ... [and] promised a tough nego-
tiation with international creditors.”
Meanwhile, US Undersecretary of the
Treasury John Taylor worked to decen-
tralize debt restructurings with less IMF
and US involvement, a restructuring “in
which the sovereign government and its
creditors would work out the terms on
their own.”

Economy Minister Roberto Lavagna
and Finance Secretary Guillermo Niel-
sen released initial guidelines for such
a decentralized negotiation of terms
at the World Bank-IMF annual meet-
ings in Dubai in September 2003. The
terms contained a proposed face-value
“haircut” of 75 percent for creditors,
lower coupon rates, longer maturities,
and forgiveness of $20 billion in missed
interest payments. One securities analyst
summarized the Argentine government’s
opening salvo: “This is the first move in
what is going to be a prolonged chess
game.” Makoff adds, “Bondholders were
appalled.” The litigation leg was off and
running, small and large investors alike,

with Griesa hearing the cases, which were
consolidated in the US District Court
for the Southern District of New York.
Both sides litigated the case in part by
offering juicy quotes to major business
publications such as the Financial Times.

Evolution of a restructuring template
/ The IMF board held a tense meeting
where members expressed sympathy
for creditor calls for committed “good
faith negotiation” and doubts about the
Argentine reform process. Ultimately,
there was a vote for no formal support
for the original restructuring proposal,
in keeping with Taylor’s decentralized
focus on negotiations between the sov-
ereign and its creditors.

Ultimately, a revised proposal, the
“Buenos Aires Offer,” was drafted and
presented in June 2004 after meetings
with creditor groups. The offering docu-
ment was published in January 2005. The
creditor haircut was reduced to 66 per-
cent. To further encourage approval of
the plan, Argentina passed the Lock Law
in February 2005. According to Makoff,
“a new law to scare potential holdouts ...
[who] would never be paid even if they
held court judgments ... [was] a big stick
to add” in the effort to get approval for
the offer.

The consensus within the debt market
began to coalesce around a benchmark
that indicated success based on the level
of acceptance for the offer. “Commenta-
tors decided to draw the victory line at
70%,” writes Makoff. If the deal reached
this participation rate, Argentina would
be deemed the victor.” When the votes
were counted, the offer won with 76
percent of bondholders. “There was no
denying the magnitude of the victory.”

Cash cow for the lawyers | As the subti-
tle’s reference to “Landmark Court Bat-
tle” makes clear, much of Makoff’s nar-
rative involves an “in the weeds” review
of legal issues. The extent of the legal
detail may bore many readers.

The legal struggle did not end with the

positive vote by any means. Even though

76 percent of bondholders accepted
the offer, the remaining bondholders
(so-called holdouts) continued to pursue
their claims in court: “Hundreds of cases
were filed on behalf of tens of thousands
of plaintiffs, and the litigation was about
dozens of different matters.”

One example of this was Makoff’s
telling of a long saga that started in
late 2005, focusing on the tactics of
the creditors to “raid ... the Argentine
central bank ... because that’s where the
[government’s] money is.” The challenge
for creditors was that central banks are
protected by the FSIA, which Makoff
describes as “nearly bulletproof immu-
nity.” But the Argentine central bank
managed to expose a small segment of
investments: $9.9 billion in central bank
assets earmarked for payment to the IMF
were not an asset for the central bank’s
own account, but rather for the benefit
of the Argentine government.

In early 2007, the US Second Circuit
Court of Appeals determined, “The funds
were immune to attachment,” and it sent
the case back to Griesa at the district court
level. The court case lingered, alternating
back and forth with hearings between the
district court and the appeals court. In
2010, Griesa made a final determination:
“What is going on between the Republic
of Argentina and the federal court system
is an exercise of sheer willful defiance of
the obligations of the Republic to honor
the judgments of a federal court.” The
attachment was allowed to stand.

A related Griesa ruling on the obscure
and technical legal doctrine of pari passu,
which involves the payment of creditors
based on their level of priority, took a
similar path and was finally resolved in
2016. No doubt these legal rabbit trails
were a major reason why the restructur-
ing process dragged on for 15 years.

Conclusion | Default is a well-researched
book that answers the question of what
happens when a sovereign nation can-
not pay its debts. So, what lessons did
the parties learn from the lengthy bout
of restructuring negotiation?
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In the book’s epilogue, Makoff
informs readers of a fresh Argentine
default after the 2016 settlements. The
country’s economy faltered in late 2017,
leading to $50 billion in financing as
part of a new IMF program that quickly
“went off track.” In the wake of COVID-
19, Argentina was again in default by
May 2020. The restructuring process this

time took a mere three months with the
help of collective action clauses (CAC),
an innovation that prevents holdouts
like Elliott Associates from “gaming
future sovereign debt restructurings.”
As a result, Makoff concludes that CACs
and similar contract provisions should
proliferate to make sure that “holdout
creditors will [not] thrive.” B

The Depression and
Its Long Recovery

®C REVIEW BY GEORGE LEEF

o we need another book on the New Deal? Yes—we emphati-
cally need George Selgin’s latest book, a deeply researched look
at that tumultuous period in American history. The author
is professor emeritus of economics at the University of Georgia and a
Cato Institute senior fellow whose previous books include Good Money,

a fascinating examination of private coin-
age. In False Dawn, he asks and answers
two questions: How did the United States
recover from the Great Depression? And
what was the effect of President Frank-
lin D. Roosevelt’s conglomeration of
domestic policies called “the New Deal”?
Selgin’s analysis differs sharply from the
standard pro-FDR accounts, but he does
give Roosevelt some credit. The book is
neither hagiographic nor a hatchet job; it
is careful scholarship that will enlighten
the reader.

Selgin observes at the outset that the
US recovery from the Depression was
slow and sporadic. He writes: “If one
wants to properly gauge the progress
of economic recovery after any collapse,
one can’t simply look at the number
of persons doing any sort of work or
the amount of stuff being produced.
One must ask how close the economy
is to making full use of its available
resources, including its labor force.” By
1940, despite all FDR’s promises and
policies, (here Selgin quotes historian
and Harper’s Magazine editor Frederick

Lewis Allen), “the prosperity which had
vanished in 1929 seemed as unattain-
able as a rainbow.” While other indus-
trial nations had substantially recovered
from the Depression, the United States
had not. Indeed, the nation did not fully
recover until after World War II, with the
phasing out of wartime eco-
nomic controls and, most
importantly, the end of the
government’s hostility to
free enterprise.

Tiny banks andthegoldstan-
dard/ Although he doesn’t
devote much time to the
causes of the Depression,
Selgin makes it clear that the
banking crisis of 1931-1932
was what truly brought the
economy to its knees. The
problem was not, as oppo-
nents of laissez-faire eco-

THE NEW DEAL AND THE
PROMISE OF RECOVERY
1933-1947

GEORGE SELGIN

False Dawn: The New
Deal and the Promise of
Recovery, 1933-1947

set the stage for a collapse. The laws in
many states prohibited branch banking
and geographic diversification, resulting
in a fragile system. The United States had
more than 10,000 “tiny banks,” most of
them serving rural communities. “Their
fortunes,” Selgin writes, “were bound up
with the farmers they served, where the
farmers’ earnings in turn depended on
the success of a small number of crops,
if not a single crop.” That undiversified
lending industry began to collapse with
the fall in agricultural prices in the late
1920s and later spread to larger banks as
worried depositors began withdrawing
their money.

With a banking crisis brewing in
1931, our weakened system suffered
another blow when England went off
the gold standard, causing further anxi-
ety among US depositors, who withdrew
gold coins and certificates. President Her-
bert Hoover’s exhortations to the public
not to hoard money had no effect, and
then he made matters worse by mention-
ing in a speech that the government’s
gold stock was dwindling, raising fears
about currency convertibility.

With the country’s banking system
seizing up and panic spreading, what
could be done? Hoover’s advisers recom-
mended a bank holiday—a brief nation-
wide closing of the banks
that was intended to halt
the runs—but the president
hesitated, not believing that
he had authority under the
Constitution to order one.
When FDR took over the
White House in March 1933,
a national banking holiday
was one of his first moves.
Selgin contends that the
suspension was necessary to
stanch the panic. “With it,”
he writes, “the Great Con-
traction that began in 1929
came to an end.” As banks

By George Selgin

nomics are fond of saying,
that a market-based econ-
omy is unstable, but rather
that our bad banking laws

384 pp.; University of
Chicago Press, 2025

were allowed to reopen after
receiving federal approval,
the public’s shaken confi-
dence was restored.
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Suppressing competition and invest-
ment/ So, the opening shot of the New
Deal was a good one. But as the rest of
Selgin’s book shows, little else that FDR
did was helpful, and many of the New
Deal’s signature policies were highly
detrimental to economic recovery. The
primary reason why, he argues, was that
FDR’s “brain trust” believed in some
terribly mistaken economic ideas. One
of them was that prosperity would be
restored by getting prices, which had
been falling, back up to their 1926 levels.
Boosting prices became the administra-
tion’s obsession, reflected in one initia-
tive after another.

For example, New Deal agricultural
policy sought to raise farm prices by
restricting output. The theory was that if
farmers’ incomes went up, their increased
spending would give the whole economy a
boost through the multiplier effect. Selgin
regards that as a simplistic notion that
ignored the inevitable secondary effects
of the high price policy. He writes:

A closer look at the Agricultural
Adjustment Act’s contribution shows,
however, that it is wrong to suppose
that it benefited all, as opposed to
certain farmers. For one thing, while
southern and Midwestern producers of
tobacco, cotton, wheat, corn and hogs
benefited substantially, dairy, poultry
and livestock farmers in the Northeast
lost out as a result of higher feed costs.

Other losers were the many poor share-
croppers in the South because there
was less demand for their labor as the
federal government paid farm owners
to produce less. Thus, federal policy
did not restore prosperity in general; it
was a boon to some at the expense of
others. Selgin notes that wasteful New
Deal agricultural policies are still with
us, enriching big, politically connected
farmers by keeping prices artificially
high for their output.

The high price folly was also at the
heart of FDR’s National Industrial
Recovery Act (NIRA). The theory behind

the legislation was that free enterprise
was outmoded and the country should
supplant it with an up-to-date economic
model with less competition and more
central control—the heavily interven-
tionist Mussolini model that FDR’s top
advisers so admired. As they saw things,
wide-open competition led to low prices
and instability, the opposite of what the
country needed in 1933. NIRA there-
fore sought to promote business car-
tels that would raise prices, along with
strong unions that would make sure that
employee compensation rose as well.

To enforce the law, the National Recov-
ery Administration strong-armed recalci-
trant firms and fined businesses that kept
prices too low. Selgin calls this thinking
“acrude fallacy.” The suppression of com-
petition did nothing to restore prosperity,
butit did make many small business own-
ers feel the government regarded them as
enemies. They stopped investing, and that
more than anything else is what kept the
economy in the doldrums. Selgin argues
that the collapse of private investment was
the main reason why, unlike after previous
recessions, the economy was so slow to
rebound.

The constant introduction of new,
experimental programs, combined with
FDR’s often heated rhetoric against
business owners, created great “regime
uncertainty” (Selgin approvingly quotes
historian Robert Higgs’s apt phrase) that
kept private capital on the sidelines for
years. That was a huge unintended con-
sequence of the New Deal’s collectivistic
experimentation and hostility toward
capitalists.

Selgin’s discussion of John Maynard
Keynes is fascinating. Most readers will
be surprised to learn that Keynes opposed
key aspects of New Deal policy, including
the fixation on engineering wage and price
increases and the bashing of the business
community. Conventional wisdom has it
that the New Deal was a triumph for the
Keynesian approach of using government
deficit spending to prime the economic
pump, but Selgin shows that FDR did
not follow that theory. Surprisingly, the

president’s innate fiscal conservatism kept
him fretting about federal deficits, which
he thought had to be offset with increased
taxes, such as the undistributed profits tax
that business owners found so distressing.
Selgin is not saying that Keynes had the
right formula, but that recovery probably
would have been faster if Roosevelt had
listened to him.

Most books on the New Deal end with
the onset of World War II, but False Dawn
has important things to say about the
immediate post-war years. Mainstream
economic policy experts, both in and
out of Harry Truman’s administration,
predicted another economic crash once
the war was over. They claimed the flood
of returning troops would face massive
unemployment unless the government
could stimulate aggregate demand with
huge new programs. But Congress did
not enact such programs, and unemploy-
ment nevertheless staid low as former
soldiers reentered the labor force. Why?
Selgin’s explanation:

The proximate cause was a revival of
private spending far exceeding what
many economists, especially Keynes-
ians, predicted. The revival proved more
than sufficient to compensate for a
reduction in government spending that
was greater than most had allowed for.

Thus, another depression was averted by
the elimination of wartime controls and
peaceful coexistence with the business
sector.

Conclusion/ The book’s big takeaway is
the United States would have recovered
from the Great Depression far sooner
if FDR had not given his “progres-
sive” brain trusters such a free hand to
reshape the economy in line with their
ideological convictions. Selgin’s con-
cluding paragraph is right on the mark:

When the next severe downturn occurs,
policymakers and other experts will
once again cast about for ways out.
Relying on conventional wisdom, many
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will be tempted to seek them among
various New Deal undertakings. But
if, as has been argued here, many

New Deal policies held back recovery,
while those that helped most—such

as insuring bank deposits and relax-
ing gold standard limits on monetary
expansion—are as unrepeatable as
losing one’s virginity, they’d be wiser to
treat most of the New Deal episode as

a warning about steps best avoided and
to look elsewhere for better ones.

As we approach the hundredth anni-
versary of the onset of the Great Depres-
sion, there will be much discussion about
the role of federal policy in ending (or
extending) it. Selgin’s carefully researched,
measured, and persuasive book should
play a large role in that discussion. ~ [H

Augmented Humanity

®{ REVIEW BY THOMAS A. HEMPHILL

he business press has churned out plenty of books on artificial
intelligence (AI) and machine learning over the last five years.
Ray Kurzweil offers one more, and he is an especially knowledge-
able author: He is a principal researcher and “Al visionary” at Google,
a recipient of the National Medal of Technology and Innovation, an

inductee into the National Inventors
Hall of Fame, and he has been working
on Al for 61 years.

This is not his first book on the sub-
ject. In 2003, he released The Singularity
Is Near, using the term “singularity” as
a metaphor for the merger of human
and artificial intelligence. By this he
means people augmenting themselves
with computational power millions of
times beyond what our innate biology
provides. Kurzweil predicts this will hap-
pen around 2045. I admit this sounds
wild, but look at his resume: We should
consider what he has to say. And his new
book argues that his earlier book is being
proven right.

Technologically, much has happened
since the first book. Artificial narrow
intelligence (ANI)—technology that car-
ries out a specific task or a limited set of
tasks; think spam filters, website recom-
mendations, and digital assistants like
Siri and Alexa—today is embedded in a
wide range of industries, firms, and prod-
ucts and services across the globe. Now
comes general Al and machine learning
software, which are “general-purpose

technology” capable of a host of appli-
cations. Kurzweil sees the rapid accel-
eration in Al technologies as offering
benefits in augmenting, enlarging, and
enhancing the human intellectual expe-
rience. Throughout the new book, he
explains how Al and machine learning
will contribute to the development of
revolutionary new systems in biotech-
nology and nanotechnol-
ogy—radical developments
that have the potential to
alter the trajectory of global

civilization.
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Kurzweil claims that by
the end of this decade we
will have reached what he
characterizes as the “Fifth

THE

with Al

Epoch,” where we directly
merge biological human
cognition with the speed
and power of our digital
technology. This will result
from what he calls the “law
of accelerating returns”
(LOAR), whereby informa-
tion technologies get expo-
nentially better and cheaper
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_ and ourselves. This is what

because each technological advance
makes it easier to design the next stage
of its own evolution.

Reinventing intelligence and conscious-
ness/ Kurzweil takes readers through the
surprisingly long history of AL from its
birth in the 1950s with the seminal work
of mathematicians Alan Turing and John
McCarthy, to the current Connectionist
approach to Al Connectionism entails
networks of nodes that create intelli-
gence through their structure rather than
through their content. This is based on
the construction of the neocortex in the
human cerebellum, a simple repeating
modular structure consisting of about
100 neurons. These modules can learn,
recognize, and remember a pattern and
learn to organize themselves into hier-
archies, with each higher level mastering
ever-more-sophisticated concepts. Con-
nectionist approaches came to the fore in
the mid-2010s when computer hardware
advances—utilizing lighter and stronger
materials—finally unlocked the potential
for wider applications. That made com-
puting power and training examples (for
Al “learning”) cost-effective, allowing the
technology to excel.

What is the endgame of this Connec-
tionist approach to merging Al technol-
ogies and humankind? Kurzweil writes,
“When humans are able
to connect our neocorti-
ces directly to cloud-based
computation, we’ll unlock
the potential for even more
abstract thought than our
organic brains can currently
support on their own.” He
views these brain-com-
puter interfaces as a process
of co-creation, where the
human mind can acquire
deeper intellectual insights
that result in transcendent
new ideas. Humanity will
have access to its own “source
code,” allowing “super AI”
capable of redesigning itself
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Kurzweil views as at the core of his defi-
nition of the singularity. Yet, to others,
it may sound eerily like Star Trek’s “Borg
Collective,” wherein “Resistance is futile.”

As to a state of “consciousness,” Kut-
zwelil cites the philosopher’s use of the
term “qualia,” describing “the ability to
have subjective experiences inside a mind.”
He argues that the singularity, with the
merger of Al and the neocortex of the
brain, will not just have abstract prob-
lem-solving capabilities, but it will also
deepen subjective consciousness itself.

To address the difficult problem of
defining consciousness (and who pos-
sesses it), he borrows philosopher David
Chalmers’s idea of “panprotopsychism.”
Kurzweil explains that panprotopsychism
treats consciousness as a fundamental
force of the universe and not a force that
can be reduced to a simple effect of other
physical forces. In his interpretation, it is
a “kind of information-processing com-
plexity found in the brain that ‘awakens’
that force into the kind of subjective expe-
rience we recognize.” He argues thatif an
Al can proclaim its own consciousness,
ethically we lack a basis for insisting that
only our own carbon-based biology pos-
sesses sentience, and not the silicon-based,
non-human entity endowed with its own
subjective inner life. Importantly, he
opts for a human-created Turing Test
as a metric for measuring (human-like)
subjective consciousness rather than a
theological view of only a deity-created,
sentient human being imbued with sub-
jective consciousness.

Well-being, work, and medicine/ Kurzweil
further argues that technological change
has contributed exponentially to civili-
zation’s progress. As an example, LOAR
means that certain technologies create
feedback loops that accelerate innova-
tion. Accordingly, information-related
digital technologies such as AI and
machine learning make related innova-
tions easier. Hence, LOAR pushes down
on technology’s costs relative to its ben-
efits, allowing innovation to progress.
LOAR has been directly responsible for

nearly every aspect of human life getting
progressively better, from the decline in
the proportion of the world’s popula-
tion living in extreme poverty (which fell
50 percent between 1998 and 2018), to
a global literacy rate of 87 percent (and
99 percent in most developed countries).

However, not all technologies are so
benign. Social media algorithms, for
instance, create a selection bias toward
stories about looming crises, so that
news of “threats” relegates much of the
positive data on human well-being to
the bottom of news feeds. What other

The law of accelerating returns has
been directly responsible for nearly
every aspect of human life getting

progressively better.

When it comes to advances in med-
icine ranging from drug discovery to
disease surveillance and robotic surgery,
Kurzweil forecasts exponential progress
of information technologies, combining
biotechnology with LOAR Al and digital
simulations. Pharmaceutical companies
are today finding answers to biochemi-
cal problems and emerging viral threats
by digitally searching through possible
options and identifying solutions in
hours rather than years. Moreover, we
are moving toward an Al revolution in
drug trials. Kurzweil notes the increasing
scale-up of Al to model
ever larger systems will
lead to cures for dis-
eases whose complex-
ity places them out of
reach of today’s med-
icine. Early AI appli-

negatives could technology produce?

One concern of both society and poli-
cymakers is AT’s future effects on employ-
ment. Kurzweil cites a 2023 McKinsey
report that found that 63 percent of all
working time in today’s developed econ-
omies is spent on tasks that could be
automated with current technology. Kur-
zweil argues that if Al adoption proceeds
quickly, half of this work replacement
could be completed by 2030 (though the
McKinsey report predicts this point won’t
be reached until 2045). That means many
workers will be displaced and unable to
retrain quickly for new jobs. Yet, like the
creative destruction of previous innova-
tions, Kurzweil believes AI will also open
up new, innovative employment oppor-
tunities and, because of Al-expanded
material abundance, society will be able
to support a deeper “social safety net”
for workers not “retrainable” for jobs in
the new economy. He recognizes that the
social safety net (including the advent of
basic universal income) does not replace
the sense of purpose that jobs provide. I
would add that this also raises concerns
about social stability during the techno-
logical transition.

cations have, over the

last decade, contrib-
uted to many promising cancer treat-
ments, including immunotherapies and
immune checkpoint inhibitors. More-
over, Al combined with nanotechnology
has remarkable potential for health care
innovation; Kurzeil predicts that in the
next decade or two we will be able to rede-
sign and rebuild, molecule by molecule,
our bodies and brains as well as the world
with which we interact.

Perils and challenges/ Kurzweil con-
cludes the book by discussing four
technologies that present major perils to
civilization: nuclear weapons, synthetic
biology, nanotechnologies, and Al.
Globally there are about 9,440 active
nuclear warheads. (The good news is
that’s a major reduction from 64,449
active warheads in 1986.) Kurzweil
believes that Al can provide smarter com-
mand-and-control systems that would
reduce the risk of sensor malfunction
leading to the unleashing of these weap-
ons. But he does not address the risk
that advanced Al itself could unleash
a thermonuclear exchange. How do we
keep non-human decision-making from
usurping certain human decisions, given
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that Al will be able to evaluate informa- the Al in pursuit of those goals. Third to the European “precautionary princi-
tion faster, with greater access to critical is inner misalignment, which occurs wheiple” view that tends to blunt innovation.
data, than any human mind? the methods the Al learns to achieve its | do worry that that this laissez-faire view
Synthetic biology—using technology to goal result in undesirable behavior. may be naive. | also worry that he does
design and build new biological systems— Kurzweil believes the Asilomar Al not recognize that governments them-
0 ers enormous promise to humankind. Principles, drafted by the Future of Life selves can be nefarious actors that will use
Kurzweil argues that we should use Al to Institute, o er guidance for responsible Al to surveil, censor, and enforce policies
accelerate the speed of virus sequencing té\l development. Several of the principles against their own people—an unwelcome
create vaccines. A rapid response systempush for Al use to re ect human values variation of Kurzweil’s singularity. Even
could sequence the genetic material ofor promote human well-being. Relatedly, a permissionless approach to techno-
a virus in about a day, and then rapidly countries can take the Lethal Autono- logical innovation recognizes the need
design medical countermeasures. Butmous Weapons Pledge to not developfor clear and accountable regulatory and
there are risks in such research; think of military systems that can independently legal guideposts enforced by a transpar-
the “lab leak” that some have hypothe- select and engage targets without directent and responsive government to ensure
sized as the origin of COVID-19. Care byhuman intervention. However, Kurzweil that human liberties are not infringed by
researchers can reduce that risk and thenotes, the United States, Russia, theinnovation.
bene ts could be immense, but there will United Kingdom, France, and Israel—all ~ Kurzweil asks, “Will psychological

always be some risk. nuclear weapons powers (or, in Israel’'sand cultural forces make people more
Nanotechnology—manipulating mat- case, suspected nuclear power)—have nabnservative about their choices” con-

ter at the nanoscale to yield new tech-taken the pledge. cerning merging Al with the human cor-

nologies—o ers considerable promise in pus—that is, the singularity? This was

medicine, electronics, energy production, conclusion | Kurzweil generally has a “per- once a question for science ction, but it
and environmental mitigation. It also may missionless” view of technological inno- is becoming a de ning, present question
deliver a wide range of inexpensive butvation (which | tend to share), as opposedfor our age.

extremely destructive o ensive weapons.

While responsible people can design safe

nanobots, bad actors could design dan-

gerous ones. Kurzweil argues for creat—Fi g htl n g L | Ce nSI n g

ing a nanotechnology “‘immune system” . t ) ’
capable of contending with both obvi- R g

ous destruction (e.g., cleaning up a toxic etroadaression
spill) and potentially dangerous stealthy REVIEW BY PHIL R. MURRAY

flaniiecAboinidmuoted

“good guy” nanobots (called “blue goo”

in the literature) that combat bad nano- g n the past two decades, a growing number of scholars and activists
bots (“gray goo”). Because gray goo is i have pressed the case that government-sanctioned professional
potential (albeit low-probability) extinc- | i e nsing is not simply an e ort to protect consumers, but oftentimes

tion-level event for humanity, it is key that . - .
blue goo be deployed globally before gray2" € ort to protect professionals from competition. Vanderbilt law

goo self-replication chain reactions take professor Rebecca Haw Allensworth takes up this case in her new book,
0 —a “catastrophe theory” scenario that The Licensing Racket. Her purpose, stien and examination.” According to
should keep one awake at night. writes, is “to explain the function—and Allensworth, “we licensed only a hand-

Lastly, according to Kurzweil, Al— dysfunction—of the professional licens- ful of occupations” in the 1960s, but
speci cally what is called arti cial super ing system, its e ects on equality, public now we license “about three hundred
intelligence (ASI)—presents three dis-health, and the economy, and its role in professions.” Using her de nition of a
tinct risks. First is misuse, where the Athe American Dream.” professional license, she estimates that
functions as its human operators intend,  “As | use the term,” she explains, “almost 20 percent of American work-
but those operators deploy it to harm “a professional license is a govern-ers, or nearly thirty million, must hold
others. Second is outer misalignmentent-granted right to perform a ser- a professional license to do their job.”
which means a mismatch between thevice that can be obtained only through The growing prevalence of occupational
programmers’ benign goals and unin- a significant investment in human licensing motivates her explanation and
tentionally harmful prompts they give capital, usually in the form of educa- critique.



