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Today’s financial upheaval and its
slow recovery seem to beg for a
timely book on all things

finance. Enter Niall Ferguson’s The Ascent
of Money, the subtitle of which modestly
proclaims it to be “a financial history of
the world.” That, it turns out, might be a
bit overstated.

Ascent serves as a useful guide through
today’s thickets of stocks, bonds, and
options, but as a financial history the 358-
page book is necessarily incomplete. Yet it
is illuminating and instructive, including
both a rich recounting of centuries of
financial advances and a peek behind the
curtain at a steadyundercurrent ofmarket
setbacks caused in part by the deceptive
practices of central planners full of mon-
etary hubris andpossessing apenchant for
derailing progress.

The vexing aspect ofAscent is that Fer-
guson waits until the book’s end to pres-
ent hismost interesting, original idea, that
financial markets are similar to evolu-
tionary biology systems. The reader is
regrettably left to wonder how differently
350pages of textwouldhave read through
this unique lens.

EVOLUTION OF FINANCE Ferguson
adapts his “finance as biology” idea from
Joseph Schumpeter’s concept of the “cre-
ative destruction” that takes place in free
markets. Ferguson concludes that today’s
financial systemhas resulted chiefly from
“institutionalmutation andnatural selec-
tion.” He likens the progression of our
financial landscape, with its high attri-
tion of small funds and emergent domi-
nant species of financial institutions, to

Biology and Finance
Reviewed by Tim Stonesifer

the same “survival of the fittest” ethos.
Akin to biological evolutionary sys-

tems, the financial world features “genes”
that allow information to be passed down
over generations, a form of spontaneous
mutation via financial inno-
vation, and speciation by
which new types of financial
institutions arise. According
to the author, the list of sim-
ilarities goes on and on.

The key difference, Fergu-
son notes (though fails to
stressadequately), is theunnat-
ural element of “intelligent
design” introduced into the
financial system via govern-
ment regulators. These “poachers turned
gamekeepers”can introducenegative, exoge-
nousshocks intoanotherwise stable system
through design that usually proves not so
intelligent, and that “can make previously
goodtraits suddenlydisadvantageous.”Fur-
ther, in an effort to avoid the necessary
dying-off of financial “species,” these same
bureaucrats, by keeping terminal institu-
tions alive, often exacerbate crises. In short,
an otherwise organic and self-maintaining
system can be insidiously undermined by
the introductionof thepoisonous “toobig
to fail.” Or, in the evolutionary terms Fer-
guson uses, “the possibility of extinction
cannotandshouldnotbe removedbyexces-
sively precautionary rules.”

The idea of finance as self-perpetuating
and mostly self-correcting is an impor-
tant one, and vital to the understandingof
how the ascent of money has continued
nearly uninterrupted for centuries. Indeed,
throughout the book—and intermingled
with rare and random facts on early cur-
rencies andobscure financiers—Ferguson
alludes to the damage caused by central
bankers in league with rogue companies
and individuals, all using the political sys-
tem to exact financial gain. The eras and
locations he describes are quite disparate,

yet the common thread of central med-
dling is the same.

InGermany’sWeimarRepublic, Fergu-
son explains how government was able to
confiscate a portion of citizens’ wealth
throughdebauching the currency; citizens’
liberties were no impediment to regime
interests. Andheprovides further examples
— thinkArgentina, Zimbabwe, evenBritain
and the United States in the late 1970s —
that illustrate thatwar is not necessary for
such implicit robbery to occur.

“Inflation is a monetary
problem, asMiltonFriedman
said. But hyperinflation is
always and everywhere a polit-
ical phenomenon,” explains
Ferguson.

The ascent of money, it
seems, has been dogged at
every step of history by politi-
cians with varied, specific
interests, but all holding the
same unwavering ignorance

of the freedom thatmarkets need in order
toworkwell. The resulting chronology of
finance shows a “saw-tooth” quality of
gains and losses, with innovators con-
stantly under fire fromoverprotective and
unscrupulous bureaucrats.

While he does not frame it in thisman-
ner, what Ferguson deftly demonstrates is
that everywhere money and finance have
succeeded inhistory, that success has been
not because of stores of gold or govern-
ment edicts. Rather, “money is amatter of
belief, even faith….Money is not metal. It
is trust inscribed.” Nearly every system
that has failed has had at its heart inept
monetary authorities content to give to
the unscrupulous few the very rope nec-
essary to hang entire systems.

Inone representative passage, Ferguson
drawseerie comparisonsbetween theGreat
Depression and the Scottish gambler-
turned-financier John Law’s absolutist
financial policies in 18th century France.
Law—whomFergusoncalls “themanwho
invented the stockmarket bubble” — envi-
sioned for France a national system com-
bining theattributesofamonopoly trading
company with a note-issuing public bank.
Heenticedthe leadersofastrugglingFrench
economy intograntinghimever-increasing
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centralized control of their system. In1716,
France created under Law’s direction the
BanqueGeneral, soonmandatingthebank’s
notes be used for tax payments.

“This was an absolutist theory of
finance, based on the assertion that ‘in
credit as inmilitary and legislative author-
ities, supreme power must reside in only
one person,’” Ferguson writes, referenc-
ing the historian Thomas E. Kaiser.

But by 1720, Law’s reliance onmanip-
ulation of public confidence — as well as
his strong personal interest in monetary
expansion—predictably led to an inflation
he was increasingly unable to manage.
Despite price floors, centralizedmandates,
and real-time adjustments, Law
was unable to prevent either a
massive flight by French citi-
zens back to specie or amonu-
mental crash of share values.
Of course the final flight in
1720wasLaw’s, who left France
broke and disgraced, his “Con-
troller General of Finances” title hollow
andmore than a little ironic.

Two centuries later, a young U.S. Fed-
eral Reserve tried to run an even larger
economy, but proved tragically deaf to the
lessons of history as it reduced credit in the
face of bank failures and sought to control
a dynamic system by central planning.
Withmore than $1 billion in gold reserves
above the amount needed to cover legal
requirements, the Fed in 1931nonetheless
raised the discount rate, exacerbating an
already desperate situation for many
banks.Only in 1932did the Fed accelerate
openmarket operations— too late to pre-
vent evenmore bank failures, as it turned
out. Such inflexible policy, which neces-
sarily accompanies centralized systems,
must inevitably worsen the natural cycles
of dynamic financial markets.

“As in1719, itwas theactionof themon-
etary authorities thatdetermined themag-
nitude of the bubble and of the conse-
quenceswhen itburst,” concludesFerguson.

NO PLACE LIKE HOMES After a brisk
250-plus pages of financial history, rang-
ing fromMesopotamian-clay-tablet cred-
it to the bundled “securitization” ofmort-
gages that helped bring about the U.S.
savings and loan crisis (aided by a moral
hazard–inducing government), Ferguson’s
final chapter reaches the rub. In it, he

explores his personal chimera, “Chimeri-
ca.” More explicitly, he chronicles the
uneasy meeting of East and West that is
today’s relationship between the world’s
most populated country and itswealthiest
one: China and the United States.

In 2007, the United States needed to
borrow $4 billion every working day to
keep up withmassive and ever-increasing
government expenditures. Such rapa-
ciousness necessarily required many peo-
ple somewhere to savemoney that could in
turn be lent to Uncle Sam. Enter China,
which, after years of financial turbulence,
today represents a country full of unusu-
ally cautious, high savers. And enter one

national government ready andwilling to
buy billions of dollars worth of bonds to
help ensure exported manufactures
remain as cheap as possible for foreigners.

It is this shaky symbiosis, Ferguson
argues, with its requisite huge flowof cap-
ital from East to West, that accounts for
several decades of seeming financial anom-
alies, including hard drives full of new
and complex derivatives, an explosion of
convoluted hedge fund activity, and a real
estatemarket so bloatedwith cheap cred-
it that it led to the housing bubble and
subprimemortgage crisis. Chimerica has
also given rise to sovereign wealth funds
thatmanage billions in assets for countries
running trade surpluses, the value of
which could grow to over $27 trillion in
the next 15 years.

Ferguson is correct in his analysis of
credit flows as playing a major part in
shaping the American economy in recent
years. Since the book’s release, Chimerica
has been adopted into standard vernacu-
lar for financial discussions and has been
much explored. Further, his logical if
vague claims of the eventual breakdownof
this uneasy relationship seem quite plau-
sible, particularly in the troubled and tense
political climate that necessarily surrounds
the current economic downturn.

But Ferguson seems, for the sake of
completeness, too determined to cover all

bases with one metaphor. No doubt our
problems have not really all arrived via
airmail fromChina.

Closer tohome (read:Washington,DC)
theU.S. housing bubblewas helped along
by theClinton andBush administrations,
both all too eager to extend artificially
cheap housing and proselytize citizens to
the unequaled value of homeownership.
Andno onewould now argue FannieMae
and Freddie Mac did not nurture Ameri-
cans’ unrealistic housing expectations.
Indeed, as Ferguson’s history ably demon-
strates, if you look closely, nearly every
great financialmeltdownhas been helped
along by government — often crucially.

What economists, govern-
ment officials, and concerned
citizens alike are left to ponder
is where the financial system
during the housing bubble
went wrong, andwhat the best
way to avoid a future debacle is.
Sadly, today’s suggestedanswers

too often center on increased regulation
and the stifling ofmarket forces. The pop-
ular argument is that deregulated financial
markets and the failure of the Fed to act in
a timely manner led to a housing market
that quickly spiraled out of control. A bet-
ter Fed response is necessary and tighter
controls are needed, these people say.

But what such arguments miss —
indeed the thread that runs through Fer-
guson’s book— is that even the best econ-
omists and the smartest financial plan-
ners at theFedandelsewhere cannotdetect
and respond to such bubbles in real time.
The information needed is simply too
great. Aswell, even if suchmassive fact dis-
tillationswere possible, political pressures
toward ever-increasing growth likelywould
trumpanyproposed cautionover anunre-
alized (and necessarily ethereal) bubble.

Similarly, the tighter regulatory con-
trols so many seek miss the point that
much ofwhat took place in the run-up to
the housing collapse was based not on
destructive deregulation, but on mis-
placed, previous regulation. For instance,
themuchmalignedGramm-Leach-Bliley
Act in 1999 did little to loose a wave of
exploitative bankers on an unsuspecting
public, but it didmore subtly place invest-
ment banksunder the same long-standing
— and government-made— rules of com-
mercial banks (Basel I and II’s kindly treat-

If you look closely, you find that
nearly every great financial meltdown
has been helped along by government.
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ment ofmortgages andmortgage-backed
securities), which led to an over-evalua-
tion of the relative safety of mortgage
investment. Such misapplication of nec-
essarily static ruleswas a result of previous
regulation, and is the inevitable endgame
any time planners paint with such a wide
brush. And with the moral hazard inher-
ent now in knowing, regardless of rules,
that, in a time of crisis, government will
step in with taxpayer-funded bailout
money, who can rationally argue that fur-
ther regulation is not simply creating a set
of rules to be ignored?

AsAscent (finally) goes on to enumerate
in its afterword, financial systemsaremuch
like evolutionary systems in both their
astounding complexity and their unknow-
able intricacy. There are breakdowns and
advances, mutations and extinctions.
Much like the amoebas and antelope we
find innature, free and flourishing systems

of finance canproduce anything froma10-
year-old’s savings account to complex, secu-
ritized derivatives. Yet in both systems the
surest path to irreparable harm — in fact
the only path — is through exogenous
shocks. And a disheartening number of
those shocks have been sparked or ampli-
fied by governmentmeddling.

Like any system that relies on fallible
and biased human beings to make deci-
sions, financial markets will struggle at
times. But by harnessing the creativity of
millions — and with basic and solid rules
from which all can work — markets can
raise citizens frompoverty to extraordinary
wealth. Ferguson would likely agree that
money’s ascent is truly limited only by
human imagination and ingenuity. And
that unencumbered vision, as we have
seen through centuries of ever-evolving,
decentralizedmarkets, stretches fromhere
all the way over the rainbow.

Jonathan H. Adler is professor of law and director of

the Center for Business Law and Regulation at Case

Western Reserve University School of Law.
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Environmental activists and pro-
gressive academics have long cam-
paigned against the use of cost-

benefit analysis in regulatory policy.
Georgetown law professor Lisa Heinzer-
ling, for instance, maintains that cost-
benefit analysis inevitably undervalues
health and environmental protections,
and leads to under-regulation. In Heinz-
erling’s view, “cost-benefit analysis is at
odds with fundamental premises of envi-
ronmentalism.”

President Obama’s election seemed to
present an opportunity to exorcise cost-
benefit analysis from environmental poli-

cy. Heinzerling herself became associate
administrator for theOffice of Policy, Eco-
nomics, and Innovation at the Environ-
mental Protection Agency — just one of
many progressive academics hired by the
new administration. Yet it is too soon to
write cost-benefit’s obituary;
not all the progressive aca-
demics within the Obama
administration share Heinz-
erling’s antipathy.One in par-
ticular, Cass Sunstein, has
been anoutspoken cost-bene-
fit proponent. Nominated as
the new administrator of the
Office of Information and
Regulatory Affairs (oira),
Sunstein would become, in
effect, the administration’s regulatory czar
andwouldbewell-positioned tokeep cost-
benefit around. At his confirmationhear-
ing, he proclaimed his fealty to a progres-
sive regulatory agenda, but alsomaintained
cost-benefit analysis—properly applied—
canplay auseful role. In effect, hepromised
tomend it, not end it.

ACTIVIST ANALYSIS If Sunstein aims
to implement a kinder, gentler approach to
cost-benefit analysis,Retaking Rationalityby
NewYorkUniversity’s RichardRevesz and
Michael Livermore could well serve as his
how-to guide. The book outlines a regu-
lation-friendly vision of cost-benefit analy-
sis and centralized regulatory review.With
it, Revesz and Livermore hope progres-
sives will learn to stop worrying and love
cost-benefit.

Retaking Rationality expressly “chal-
lenges the liberal camp to rethink” its
reflexive hostility to cost-benefit analysis.
The authors concede that it, “as currently
practiced, is indeed biased against regula-
tion,” yet argue that “those biases are not
inherent to themethodology” and can be
overcome. Likemany of cost-benefit analy-
sis’s progressive critics, Revesz and Liver-
more believe “we regulate less, and less
stringently, thanwe should.” Yet for them,
cost-benefit analysis is part of the solution.
Relieved of its anti-regulatory biases, they
believe, it will become a powerful pro-reg-
ulatory tool.

Their general defense of cost-benefit
analysis is basic and straightforward.When
the government makes far-reaching regu-
latory decisions that affect large numbers
of people, it “has a responsibility touse the
most powerful tools at its disposal tomake
the best decisions it can.” Insofar as one
goal of regulatorypolicy is tomaximize the
net benefits of regulation, cost-benefit
analysis can help ensure that current and
proposed regulations are, in fact, net ben-

eficial. As they explain, the
point of cost-benefit analysis
“is to identify wealth-maxi-
mizing regulations, namely,
those approximating the sit-
uation that would arise
absent market failures; that
people are willing to pay to
have in place; and that deliv-
er benefits that are valued
more highly by people than
their costs.”

While they advocate relianceupon cost-
benefit analysis, Revesz and Livermore do
not believe it can answer every question. It
“can be useful without being the alpha
and omega of policy analysis.” It is just
one valuable input, and should not be
relied upon to the exclusion of others.We
may “need a formal and systematicway of

R
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measuring the impacts of proposed regu-
lations and comparing themacross a com-
mon economic scale,” but we need not
delude ourselves that it is capable of quan-
tifying all relevant effects, rendering regu-
latory policy a purely mathematical exer-
cise. Distributional and other normative
concerns must still come into play, they
caution. Regulatory efforts should be
focused on those areas in which govern-
ment intervention can do themost good,
but a utilitarian cost-benefit calculus
shouldnot be the sole criterion for action.

Revesz andLivermore reject the notion
that cost-benefit analysis is inherently
biased against government regulation.
Insofar as it limits regulatory stringency
today, it is only because, in the
hands of Republican adminis-
trations and anti-regulatory
analysts, cost-benefit analysis
has been weighted down with
anti-regulatory premises. This
neednot be the case. The “bias-
es toward or against regulation
that are built into the methodology of
cost-benefit analysis play out over and
over again in the administrative process,
significantly shaping our regulatory
regimes.” If cost-benefit analysis, as cur-
rently implemented, contains anti-regula-
tory biases, this can be remedied by adopt-
ing appropriate biases in the other
direction.

Cost-benefit analysis’s history readily
confirms this aspect of Revesz and Liver-
more’s thesis. Before those on the Right
thought to apply cost-benefit principles to
regulation, environmentalists and tax-
payer advocates used it as a tool to combat
wasteful and ecologically harmful public
works projects. An early analysis helped
make the case against damming the
Grand Canyon. In more recent years, as
Revesz and Livermore note, progressive
and libertarian groups have used it to
attack excessive regulatory measures
adopted in the name of homeland securi-
ty. George W. Bush’s first oira adminis-
trator, John Graham, also used it to prod
regulatory agencies into adopting more
stringent regulationswhere analyses indi-
cated benefits greatly exceeded costs.

DISCOUNTING Revesz and Livermore
purport to identify “eight fallacies of cost-
benefit analysis” that have become

“entrenched” in regulatory policy due to
the anti-regulatory bias ofmost cost-ben-
efit practitioners. Those fallacies are:

� “All unintended consequences [of reg-
ulation] are bad.”

� “Wealth equals health.”
� “Older people are less valuable.”
� “People cannot adapt.”
� “People always want to put off
bad things.”

� “We areworthmore than our children.”
� “People value only what they use.”
� “Industry cannot adapt.”

Correcting those fallacies, and imple-
menting an improved cost-benefit
methodology, canmake cost-benefit analy-

sis a more useful — andmore regulation-
friendly — policy tool. The collected falla-
cies, Revesz andLivermore claim, “amount
to a virtual BerlinWall blocking good reg-
ulations.”

Yet some of the fallacies are caricatures
of cost-benefit analysis, scarcely reflect-
ing the position of its advocates and prac-
titioners. Others are not clearly fallacies at
all. After initially suggesting it is a “fallacy”
that “peoplewant to put off bad things”—
which is the basis for discounting future
costs and benefits — Revesz and Liver-
more end up accepting the claim. As they
later acknowledge, “the available empirical
evidence generally supports the conclu-
sion that people have some time prefer-
ences for health and safety risks.” Thus,
they accept that “discounting may be
appropriate to reflect people’s preference
for benefits now rather than in the future,”
even if themethod and rate of discounting
may need to be adjusted in some cases to
address particular types of effects. They are
concerned that current approaches to dis-
countingmay undervalue some potential
health benefits, such as avoiding long-
latency diseases, and suggest a need to
alter discount rates to account for “dread”
or the involuntary nature of some harm-
ful environmental exposures. Yet if some
exposures are truly voluntary, one might

wonder why the federal government is
regulating them at all, a question Revesz
and Livermore do not really address.

While accepting individual discount-
ing, if done properly, the authors object to
discounting on a generational scale. In
their view, generational discounting
implies “we areworthmore than our chil-
dren,” and that deciding how much to
spend today to avert health or environ-
mental consequences thatwill be borne by
future generations is fundamentally a
“moral” question. Yet all regulatory deci-
sions that burden some individuals to the
benefit of others implicate serious moral
concerns. Cost-benefit analysis requires
regulatory analysts to attempt interper-

sonal utility comparisons, a
Sisyphusian task that in-
evitably raises distributional
and other normative concerns.

If anything, the generational
problems are less difficult, par-
ticularly insofar it is easier to
conceive how present genera-

tions could compensate those of the
future through wealth creation and tech-
nological advance. Revesz and Livermore
believe “the concept of sustainable devel-
opment” is preferable to intergenerational
discounting, yet there is nothing “unsus-
tainable” about discounting future val-
ues so as to account for the uncertainty of
future circumstances.

DISTRIBUTION Revesz and Livermore
claim to “debunk” the “health-wealth
myth” that increasing people’s wealth (in
part by rationalizing regulation)will lead to
better health — a goal of regulation. Yet
aftermuchdiscussion, the authorsmerely
claim it is a “debatable” proposition. In
the face ofnumerous studies documenting
a correlationbetweenwealth andhealth in
a variety of contexts, they note a single
study suggesting, quite plausibly, that
health also influenceswealth and that edu-
cation levels may have a greater health
effect than income. Yet this hardly dis-
proves the wealth-health connection. It
seems their real complaint is that some
regulatory analysts ignore the potential
forhealthprotections to increase economic
productivity, making us wealthier and
healthier at the same time. This is a fair
complaint, but it does not discredit the
presumption that wealthier is healthier.

There is nothing “unsustainable” about
discounting future values so as to account for

the uncertainty of future circumstances.
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Revesz andLivermore rightly note that
distributional effects fromregulatory costs
are important. The costs of government
regulation rarely fall equally across the
board and there is no assurance regulato-
ry costswill fall on those forwhomthebur-
den is rightly theirs. Insofar as there is a
wealth-health connection, they believe “it
wouldprimarily affect people on the lower
end of the income scale.” True enough.
Yet thoseon lower socio-economic levels are
also most likely to be affected by many
regulations that reduce employment and
increase prices for consumers. Revesz and
Livermore suggest that amore appropriate
and “economically efficient”
response would be to “mini-
mize the impact of regulation
on the poor,” yet they offer no
examples of how thismight be
done. Compensation for such
regulatory costswill oftenneed
to come from somewhere else.

The authors object to the assumption,
hardly universal in regulatory analysis,
that mortality benefits of regulation
should bemeasured in terms of life-years
instead of lives saved. This assumption,
they argue, leads to “the fallacy that older
people are less valuable than younger peo-
ple.” Perhaps in some contexts, but there
is little debate that there is a difference
between a regulatory intervention that
delays mortality by a matter of days or
weeks andone that increases life expectan-
cies by decades or more. Their solution is
nonetheless sensible enough: “using the
average value of a statistical life” so as not
to discount the value of the elderly.

Environmental regulations often impli-
cate deeply held beliefs about the way the
world should be and thenormative obliga-
tions thatpeopleowe to futuregenerations
andother species, ifnot theplanet itself.Peo-
ple place great value on achieving desired
statesof affairs andpreserving those things
that are of greatest subjective benefit to
them,even if suchvaluesarenot reflected in
themarketplace. And yet if such values are
not accounted for by cost-benefit analysis,
“wewill see lessprotection”of environmen-
tal resources thanwemightotherwisehave.
As theyexplain, “it is incorrect tobelieve that
people can value only what they use, and
that, therefore, regulatory benefits for
important preservation programs will be
seriouslyunderstated if existencevalue isnot

counted.” Yet it does not follow that cost-
benefit analysis should seek to incorporate
such values inmonetary terms, particular-
ly if it is intended to provide a reliablemet-
ric for evaluating government choices.

If regulatory analystsmust account for
the marginal effect of regulatory activity
on the utility of all those with a potential
preference on the policy outcome, the
analysis will never end. I prefer to see
species habitat protected. Someone else
may prefer not to see timber workers
unemployed. If we must include the for-
mer, why not the latter? If we account for
an environmentalist’s preference for clean-

er air, over and above any health effects,
should we not also account for my Ohio
neighbors’ preference for a vibrant domes-
tic steel industry?Where does it stop?

ESTIMATION Revesz and Livermore
repeat the oft-made claim that cost-bene-
fit analysis, at least as practiced by the
federal government, has a tendency to
over-estimate regulatory costs. In their
view, there is every reason to believe indus-
try and anti-regulatory advocates over-
state regulatory costs, but little reason to
believe agencies and pro-regulatory inter-
ests exaggerate the likely benefits of regu-
lation. They reject the caricature of an
“overzealous regulator”— they believe reg-
ulatory review is “needlessly skewed against
regulation.” Yet they readily concede “the
empirical literature … is not sufficiently
developed to generate clear conclusions
about the extent of systematic bias” in
regulatory cost estimates. Nonetheless
they assert “strong theoretical reasons to
believe cost overestimation is prevalent.”

A2005 report by theOffice ofManage-
ment andBudget found “a greater tenden-
cy for costs tobeoverestimated thanunder-
estimated”among the rules analyzed.Yet as
Revesz and Livermore concede in a foot-
note, the same study found that the bene-
fits of regulation, including estimated lives
saved, tended to be overestimated as well.
The study also found cost underestimates

were significantlymoreprevalent thanben-
efitsunderestimation, and that thebenefit-
cost ratio was more often overstated than
the reverse— and these are the regulations
that survivedOIRA’s review,not just the reg-
ulatoryproposalsput forwardby individual
regulatory agencies.

Revesz and Livermore acknowledge
that regulation can be “equivalent to
uncounted — and unaccountable — gov-
ernmental spending,” yet fail to grasp the
full implications of this observation. It is
certainly important for policymakers to
“know howmuchmoney they are spend-
ing, and what results they are buying,”

but that is hardly sufficient.
Nor is it enough to know that
a given expenditure may gen-
erate net social benefits. In the
fiscal context, we arewell aware
that the government cannot
(and should not) pay for each
and every thing that would

provide net social benefits. Yet once our
attention turns to regulation, and the
costs are born by private firms instead of
government coffers, an over-reliance on
cost-benefit analysiswould suggest a favor-
able cost-benefit ratio is sufficient to act.
In the fiscal realm, this approach would
produce insolvency right quick. In the reg-
ulatory context, it yields excessive regula-
tory costs, net benefits notwithstanding.

CONCLUSION The authors seek to do
more than rehabilitate cost-benefit analy-
sis for progressives. They also want to
reformcentralized regulatory reformwith-
in theExecutiveBranch so as to reduce the
hurdles that inhibit effective regulation.
Existing regulatory review is premised “on
the false belief that agencies have a sys-
tematic tendency to overregulate,” and
thus serves to prevent the adoption of
desirable regulatorymeasures. It is “naïve”
in their view to expectWhite House regu-
latory review to be systematically better at
balancing costs andbenefits than individ-
ual agencies. Yet, aswith cost-benefit analy-
sis itself, Revesz and Livermore wish to
mend centralized regulatory review, not
end it. Centralized review can ensure
greater transparency andconsistency across
regulatory programswithout creatingnew
roadblocks to regulation. In the right
hands, it can encourage more regulation
just as surely as block it.

It is not enough to know
that a given expenditure may
generate net social benefits
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GoQuietly, Old People
Reviewed by David R. Henderson

TAMING THE BELOVED BEAST:

How Medical Technology Costs Are

Destroying Our Health Care System

By Daniel Callahan

267 pages; Princeton University Press,

2009

Formanyyears,DanielCallahan, co-
founder of the Hastings Center,
has been writing about medical

ethics and bioethics. Throughoutmost of
his writing, one central premise appears
againandagain, sometimesarticulatedand
sometimes implicit.Hispremise is that eth-
ical issues in health care and biology are
never to be settled simply by appeals to
individual rights, butmust always consid-
erwhathe sees as the interestsof society.His
thinking about health care also carries a
recurring theme: that we, especially Amer-
icans, are too focused on extending our
lives and thatweneed toacceptold age and
inevitabledeathwithgrace.His latest book,
Taming the Beloved Beast, is based in part on
this premise and amplifies his recurring

theme.Bygivinguponextending the lifeof
the elderly, heargues,we could substantially
reduce the use of high-cost medical tech-
nology and thus savemoney.

For someone who has had decades to
think about his ideas, Callahan, some-
what surprisingly, does not ultimately
appear very thoughtful. His coercive pro-
posals fail to take into account amuchbig-
ger picture than the one that his ownpar-
ticular worldview displays. Specifically, in
reaching hismajor conclusion— that peo-
ple beyond about age 80 should just accept
death — he seems unaware of how elastic
the concept of “old age” has been across
the centuries. But this does not stop him
fromadvocating that the government step
in andmake it difficult for people beyond
a certain age to get life-saving health care,
even if they are willing to pay
for it or for non-subsidized
insurance to cover it.

VALUING LIFE One tech-
nique thatmany proponents
of government intervention
in health care have advocated
is the use of “willingness to
pay” measures to decide
whether a particular proce-
dure is worthwhile. Harvard

University health economistDavidCutler,
for example, has computed that the value
of an extra year of life is $100,000. I saw a
glimmer of hopewhenCallahan criticized
this approach by writing, “Calculations
of that kind rest on a chain of shaky
assumptions and ignore the variation
among people in valuing the kind and
quality of their lives.” He is right, but his
criticism is relevant only to those who
believe that it is important to let people
make their own judgments about when
and how much to spend on increasing
the length or quality of their lives. Other-
wise, whywouldhemention the “variation
among people”?

My hope was dashed, though. Calla-
han’s criticism is really the pot calling the
kettle black. Much of his life’s work and
much of this book are his case for giving
government a big say about what gets
spent and on whom, and on not letting
people act according to their own values.

At about page 146 of a 233-page book
(not including footnotes and index), Calla-
han finally gets around to stating his key
ethical assumption, writing:

I start with the assumption, earlier
uncontroversial but nowmore
contentious, that we are biologically
finite creatures, born to live but eventu-
ally to die, and whose lives as a whole
should be valuedmore for what is done
with them than for how long they last.

Even if you accept this criterion, the
fact remains that, all other things equal,
you can domore with your life if you live
longer. More important, isn’t the person
himself the ultimate judge of the value
of his life? Imagine that someone crosses
the threshold atwhichCallahan claims life
is not very valuable—heputs this at about
age 80 — and wants to do things that
Callahan considers not very valuable. To

do so, this personmust keep
living and maintain a mod-
icumof health. Imagine that
to keep his health, he can
spend his own money on
high-tech health care.
Shouldn’t he be allowed to
do so? Callahan seems to say
no. He writes:

The fact that it would be a
delight to add tomy long life

David R. Henderson is a research fellow with the

Hoover Institution and an associate professor of

economics at the Graduate School of Business and

Public Policy at the Naval Postgraduate School in

Monterey, CA. He is the editor of The Concise
Encyclopedia of Economics (Liberty Fund, 2008).

In closing, Revesz andLivermore claim
their reformswould yield “an administra-
tive state that is more efficient and fair,
and deliversmore environmental, health,
and safety protection for less cost.” Who
could be against that? They argue that
“the most appropriate and natural role
for cost-benefit analysis is to help find
the regulatory sweet spot, the optimal
point that is between not enough and too
much.” Yet at other places, it is unclear
whether their aim ismore “neutral” regu-
latory analysis or simplymore regulation.
While they often stress the importance of
“neutral” analysis, they also presume such
analysis will produce particular results,
and trumpet this claim to their presum-
ably progressive audience.

Theyare correct tohighlight theneed to

consider thedistributional implications of
regulatory decisions. But they ignore the
broader ethical questions aboutwhengov-
ernment intervention in private economic
decisions is appropriate.Cost-benefit analy-
sis can inform regulatory policy, but it is
insufficient to determinewhen regulation
is itself desirable. It is a powerful tool that
can enhance the understanding of a regu-
lation’s likely effects, but it is also prone to
misuse. It canprovide a veneer of technical
precision to regulatory judgments andaug-
ment the political case for action.

As the authors show, pro-regulatory
interests could have much to gain by
deploying a regulation-friendly cost-ben-
efit analysis. Yet this will not make it any
more “neutral,” norwill it ensure that bet-
ter regulatory policies result. R
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a short visit toNepal, to learn French, or
to go to the wedding ofmy granddaugh-
ter, does notmean that, if I cannot work
them into the years I have left, I will not
have a rich and full life even if, at 79, I die
tomorrow.

Well, bully for him, as the British would
say. He has had a good life. But does this
man who seems relaxed about his own
life and content with his many accom-
plishments not recognize the simple fact
of diversity? “I’m happy with what I’ve
achieved,” he seems to say, “and so you
should be too.” But, then, what happened
to the author who, earlier in the book,
denounced value-of-lifemeasures because
they “ignore the variation amongpeople in
valuing the kind andquality of their lives.”
Take thepersonwhohas achieved asmuch
as Callahan (if that could be measured)
but wants more; or the person who has
not achieved as much and wants time to
do more; or, finally, the person who, by
Callahan’s standards, has not achieved
much, has not much desire to achieve
more, but still wants to continue living in
order to experience life’s simple pleasures.

Certainly, Callahan seems to be aware
thatmanyelderlypeoplewant to live longer.
Indeed, if he were not aware of it, if he
thought that everyone was like him, there
wouldbenoneed towrite this book.Every-
one would already be convinced that the
elderly should go quietly. But rather than
writing abook that tries topersuade them
to go quietly, he writes a book to persuade
government policymakers to cut down on
their health care, by force if necessary.

THE STICK Elsewhere in the book,Calla-
han shows that he is quite aware of people
who think very differently about life from
the way he does. He writes:

We know from current American expe-
rience that, if a life-saving or life-extend-
ing drug is beyond private orMedicare
insurance coverage, desperate families
will mortgage all they have to obtain it.

I would have liked to have seen a citation
for this assertion. If it is true, it is power-
ful evidence that people value their lives
very differently from the way Callahan
says they should. But hewould substitute
his values for theirs and, if necessary (and,
he admits, it would be necessary if he

wants to get his way), by using a “stick.”
DoesCallahan explicitly advocate coer-

cive measures to prevent the elderly from
gettinghealth care?Heneveruses the terms
“coercion” or “force,” but it is clear that
force is what he has inmind. Hewrites:

Alternatively, because of their cost, a
very high co-payment could be required,
at a level tomake even the desperate
think twice (e.g., 50% of the costs). But
that requirement would be a cruel form
of consumer-directed health care, the
kind designed to give people choices but
also tomake them think seriously, and
even desperately, aboutmaking them,
and all themore so if the choice is life or
death or sustainedmisery. The only fea-
sible alternative left is simply not to
make the technology available or, if it is
already available, not to allow it to be
chosen unless the particular case passes
the “sufficient evidence” test proposed
byDr. Eddy and his colleagues.

Howwould he not “make the technology
available” or “not allow it to be chosen”
without having the government use force?
He could not. If a doctor or hospital want-
ed to provide health care to an elderly per-
sonwhowaswilling to pay for it, then the
only way to make it not available or to
prevent the patient from choosing it
would be to have some kind of legal sanc-
tionwith the penalty of a fine or a prison
sentence for those who disobeyed. Of
course, Callahan does not specify the
penalty— that kindof specificationwould
happenonly if a bill werewritten to imple-
ment his policy views.

Callahan seems to have sympathy for
thosehaving tomake “desperate” tradeoffs
to obtain health care, but he fails to
address a crucial question: Who would
feel more desperate, the one who must
decide whether to pay a potentially large
portion of his wealth for a technological
means to extend his life, or one who, no
matter how much he is willing to pay, is
told that he cannot have it and must,
therefore, die?

Thequote above is the closestCallahan
comes to advocating that health care be
denied even to those who are willing to
pay for it. Elsewhere, though, he comes
almost as close. He presents three policy
options, only one of which would allow
people to pay for high-tech care. The first

option is to outlaw theprivate purchase of
health care as, henotes, is done inCanada.
But the result of that policy, he concedes,
“has not been a happy one”: long waiting
lists for many forms of care, and affluent
Canadians (hemighthavenoted even some
Canadians of modest means) coming to
“theUnitedStates tobuy care.”His second
option is to allow people to buy insurance
that covers high-tech care, but to increase
co-payments anddeductibles for expensive
forms of care. He does not say whether he
would require these co-payments and
deductibles tobehighby law—presumably
hewould.He argues thatwith this option,
which is the closest he comes to allowing
freedom in the purchase of health care,
“there will be no feasible way of stopping
the affluent from buying whatever they
want.”Heseems to regard this as aproblem.
That leads toCallahan’s thirdoption,which
he seems to favor.Hewouldhave thehealth
care system emphasize “health promotion
and disease prevention” (he calls this “the
carrot”) and have “fewer expensive tech-
nologieswith tougher eligibility standards
for their use” (he calls this “the stick”). The
problem here, he writes, is that we “will
continue to find clever technological ways
to keep people alive when they finally get
sick.” Oh, the horror! Solving this “prob-
lem”without rationing,hewrites, “canbest
bedonebynothaving the technology read-
ily available in the first place.” Howwould
he enforce this? A few pages later he advo-
cates forbidding certain “marginal” bene-
fits,whichheadmits couldbe life-saving, to
be covered — not only by Medicare, but
alsobyprivate insurance. Again, toprevent
private insurance fromcovering these ben-
efits would require coercion.

Interestingly, one of the people who
would need to be coerced is Daniel Calla-
han. Early in the book, he tells quite
humorously about the 10diagnostic scans
and tests he had at his last physical, the
total cost (hemeans “price”) of whichwas
$5,500. One short excerpt:

Didmy heartmurmur, detected by a
stethoscope followed by an echocardio-
gram, turn out tomean anything? No.
Didmy high and rising PSA score, fol-
lowed by a cautionary biopsy, show any
serious problem?No, just an enlarged
prostate gland— “but let us check the
PSA level again in 3months.” Did some
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irregular noises inmy carotid artery, also
detected by stethoscope and followed up
by a sonogram,mean anything? No.

So, in spite of decades of his own learn-
ing andobservation,which ledhimto con-
clude that far toomuch is invested inmed-
ical technology for the elderly, and despite
his statement that “I have an obligation at
ourmoment in history, and atmy stage of
life (age 79), tomake use of as little expen-
sive technology as possible,” he
didnot followthrough.Bioethi-
cist, heal thyself.

OPPOSING VIEWS Callahan
usually plays it straight, stating
accurately the views of those he
disagreeswith. But on the costs
of creating a successful newdrug, he badly
misleads the reader. Callahan writes that
“there has been dispute about howmuch
its research actually costs (the drug com-
panies say $800 million to bring a new
drug to market.)” In a heavily footnoted
book, Callahan gives no footnote for the
source of this $800-million estimate. Had
he done so, he would have had to admit
that the source is not a drug companybut,
rather, an article in a peer-reviewed aca-
demic journal. The article was written by
JosephDiMasi,RonaldHansen, andHenry
Grabowski, all recognized experts in the lit-
eratureon the cost ofnewdrugs.Moreover,
the journal that published the article, “The
Price of Innovation: New Estimates of
DrugDevelopmentCosts,” is the Journal of
Health Economics, one of the most presti-
gious journals in health economics. Inter-
esting, also, is that thedata are in2000dol-
lars, and so the inflation-adjusted data
would showa cost per newdrugof close to
$1 billion now. Has there been “dispute”
about that number? Probably; what
derived number is not disputed? Yet by
treating this important issue the way he
does, Callahan will leave many readers
muttering, “There go those drug compa-
nies again, always exaggerating.”

The main reason Callahan takes so
long to get to his ownproposals is that he
spendsmuchof the book criticizing other
proposals. One of hismain criticisms is of
the idea that competition in health care
will work to bring down costs the way it
has worked in other industries. He calls
competition “the fix that will fail.” He

points to competition in cosmetic sur-
gery, laser eye surgery, and generic drugs as
examples that advocates of competition
have offered. He grants that competition
from generics does work well but argues
that competition in cosmetic surgery and
laser eye surgery “do notworkwell.”Why?
Because, he argues, “they are intensively
advertised, not ordinarily coveredbyhealth
insurance, and for most patients (more
properly called consumers in these cases),

they are not ‘medically necessary’ proce-
dures in even the loosest definition of that
term.” But intensive advertising is part of
the essence of real-world competition, as
opposed to the anemic and boring (and
mislabeled) “perfect competition” that
economics textbook authors use to torture
undergrads. (See “In Defense of Monop-
oly,” p. 16.) And the main reason compe-
tition doeswork sowell in these two areas
is precisely that they are not covered by
health insurance, and so consumers— yes,
he used that word correctly — are paying
with their ownmoney.

The tragedy is that here is a placewhere
Callahan could have found allies in his
fight to reduce costs. These allies are the
John Goodmans, Regina Herzlingers,
David Gratzers, David Hendersons, and
other health policy analysts who see the
power that consumers, paying their own
money, can bring to the medical market-
place.Goback to the $5,500 thatCallahan
spent for his last physical. Would he have
been this cavalier about accepting each
test that the doctor offered had he been
spending his ownmoney?

By now, you might be thinking that
there is nothing I like about this book.
That is not quite true. Every so often,
Callahan scores points against the irra-
tionality of our health insurance system,
although even these are mixed with mis-
fires. He writes:

A finite direction would (inmy view),
for instance, eliminate coverage for con-
traceptives, male or female (because a

risk of pregnancy from intercourse is
not a disease, illness, or injury); for
assisted reproduction for women over
the age of 35 (because a decline in fertil-
ity beyond that age is not a disease or
illness either); for erectile dysfunction
for men over the age of 65 (a normal
pattern, not a disease); repeat joint or
other surgery for men and women who,
after the age of 65, want to continue an
athletic recreational life (joint problems

increase with age and are not
necessarily a disease); a denial
of screening of people for low
probability diseases unless
there is a clear family history of
risk; denial of mental health
coverage for all but themost
severe cases, not as a response

to an unhappy life, a troubled romance,
or difficulties raising one’s children.

On some of these coverages, Callahan is
right for the wrong reason. He seems to
make it amoral issue: some things “should
be” covered and others “should not be.”
But really, what is wrong with insurers
covering these things if people are willing
to pay for themwith non–tax advantaged
dollars? I predict that some of these cov-
erages would go away if the government
did not give preferential treatment, under
the U.S. tax code, to employer-provided
health insurance and if governments did
not require coverages such as mental
health. But because Callahan seems
unwilling to take yes for an answer, he
never draws onhis allies in the health eco-
nomics literature whose analyses would
buttress some of his point.

RIPE OLD AGE What if Callahan had
been writing this same book 200 years
ago? He probably would have regarded
age 60 or, at most, 70 as a suitable age at
which life should end. Perhaps he would
have advocated cutting offmedical care, or
making it very difficult for the elderly —
those age 60 or older — to get health care,
saying that they had lived a good life and
that they should not expect more.

Interestingly, we do not need to specu-
late becauseCallahan admits the point by
bringing up George Washington. “Wash-
ington’s death after a full life,” he tells us,
“did not deprive our nation of an irre-
placeable leader.”Whether one agreeswith

The main reason competition works so well
for cosmetic surgery and laser eye surgery

is because they are not covered by insurance.



REGULATION W I N T E R 2 0 0 9 – 2 0 1 0 59

R

thatwouldhaveproduceda farbetter result.
Indeed, changing the assignment of the
one competent contributor to the book—
global energy policy professor William
Hogan,who authored the chapter on elec-
tricity markets —would have greatly
improved the result.Hoganwas relegated to
themundane taskofdiscussing the relation
of energy initiatives to electric power. A
visit to his website leads to an excellent
2008paper thatdebunks thehysteria about
oil security — a worthy paper
that is far superior to the
book’s chapter on the subject,
written byHenry Lee.

UNREALITY The book’s edi-
tor, Kelly Sims Gallagher,
authors the introductory
chapter, which is divided
about equally betweenunsub-
stantiated generalizations
about the urgency of energy
action and admiring summaries of the
subsequent chapters. Gallagher also
authors the first chapter, on climate
change. She begins with a routine discus-
sion of the assumed dangers of global
warming that includes an incoherent dis-
cussion of why delay may make adjust-
mentmore expensive. Unfortunately, Gal-
lagher seems unaware of the principles of
investment economics, which are central
to appraising global-warming policy. The
key question is whether near-termwealth
gains from a carbon-intensive economy
justify combating global warming later,
whenhumanity is wealthier and canmore
easily shoulder the cost. There are impor-

tant arguments onboth sides of that ques-
tion, but she does not discuss any of them.

Elsewhere in the chapter, Gallagher
overcomplicates the single goal of getting
carbon prices right, making an inept dis-
tinction between setting goals and setting
price. The remainder of the chapter dis-
cusses actions on control.When she turns
to China, she confuses her argument by
noting, apparently with approval, that
China has turned to energy mandates to
deal with greenhouse gases, but then she
concedes that fuller Chinese participation
in global carbon-control initiatives is need-
ed. (See “No Time for Cap and Trade,” p.
3.)Her suggestion that theObamaadmin-
istration should “begin direct talks with
the Chinese government about how to
collaborate to reduce the threat of global
climate disruption” is an all too typical
example of the muddled thinking that
mars interventionist policy discussions.
The unreality of her proposals on feasi-
bility and efficacy grounds should have
been evident.

As with all the chapters, Gallagher’s
bibliography is frustrating for those famil-
iar with the literature. Key observers are
ignored; the best she can do is mention

only in a footnote a journal-
istic piece by William Nord-
haus, perhaps the leading
economic analyst of the
global warming issue.

OIL Harvard lecturerHenry
Lee’s paper on energy secu-
rity is the critical essay in the
book. It is the only extensive
effort to deal fully with oil
issues. Lee starts with a

bloated tabulation of the conventional
arguments for why we should fear oil
imports: disruption of supplies, the short-
termmacroeconomic instability produced
by price swings from disruptions and
other events, environmental impacts, the
access to oil by poor countries, and the
flow of oil money to countries that use it
to oppose U.S. policy.

His exposition then turns to debunk-
ing some of those arguments, with sec-
tions on reducing imports, funding our
enemies, andhighprices. Thismixes treat-
ment of one possible responsewith direct
treatment of two issues. Lee is left with
four purportedly legitimate problems:

Unfair Harvard
Reviewed by Richard L. Gordon

ACTING IN TIME ON ENERGY POLICY

Edited by Kelly Sims Gallagher

188 pages; Brookings Institution Press,

2009

When two great centers of eco-
nomic thinking unite, they
should produce a definitive,

well-reasoned statement on an important
issue.However,Acting in Time onEnergy Pol-
icy, a Brookings Institution publication
of the proceedings of aHarvardUniversi-
ty conference, is just another example of
the exploding literature of energy hysteria.
Brookings is guilty only of agreeing to
serve as publisher; people at Harvard set
up the conference, and they are the ones
who chose to include only one economi-
cally competent contributor. This is not
what we want from such respected insti-
tutions. No need exists for them to rein-
force the flood of economically illiterate
discussions that are coming from institu-
tions with far less status in economics.
The outcome is due to ignoring, or in one
key casemisusing, the available expertise.

Thebookconsists of several paperswrit-
ten or co-written byHarvard professors in
disciplines ranging from international rela-
tions to conflict resolution.One contribu-
tor is John Holdren, then a professor of
environmental policy and now President
Obama’s science and technology adviser.
Given the expertise available in the close
vicinity of the conference, the organizers
couldhave readily secureda farbetterpanel

that ornot— IwouldpreferWashington to
any of our current leaders — here is the
point: Washington died at age 69. So, if
Callahan can accept that 69was a ripe old
age in the 18th century, why isn’t it a ripe
old age in the 21st century? Why has he
raised the bar to 79 or 80? The answer
seems obvious: it is because life expectan-
cy has risen and that is, in part, due to
medical progress. But if medical progress
continues, couldn’t 90becomeour concept

of old age within a decade or two?
Most of us are humble enough to let

older people decide for themselves how
they want to live. If Callahan hadmade a
case against a socialized insurance system,
Medicare, that taxes working people to
subsidize their longevity, he would have
had more allies, including this reviewer.
But cutting off the elderly from medical
care, evenwhen they are willing to pay for
it? Countme out.

Richard L. Gordon is professor emeritus of mineral

economics at Pennsylvania State University.
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macroeconomic effects, long-term insta-
bility in the oil market, effects on foreign
policy, and environmental impacts.

His effort has manifold defects. Lee’s
initial “poor country” access point is
embarrassingly feeble, which he tacitly
acknowledges by never developing the
argument. His solid general discussion of
reducing imports through increased
domestic production correctly points out
that a unified worldwide market prevails
in oil; isolation is impossible. The United
States cannot shut itself off, nor can an oil
producer shut off the United States.
Implicit in this is that poor countries are
deprived only because they are poor; in
short, lack of strongmarkets, not market
failure, is the problem. The cure then is
ending poverty, and Lee has inserted a red
herring. He does nicely move on to note
the further consequence that cutting
imports will not cut the funds to hostile
states, whoever theymaybe.His sectionon
oil prices correctly denies thatopec coun-
tries consciously engineer very high prices,
but his later long-term instability argu-
ment is that the politics inopec countries
will lead to underinvestment in oil. This is
a speculative conclusion, but it has zero
policy implications. Non-opec produc-
ers are farmore capable than consuming-
country governments at anticipating and
responding to such errors. Again, Lee has
raised a problem that does not involve
market failure.

His treatment of price instability has
one superficial paragraph on the prob-
lem and no citations of the vast literature
on both sides of this contentious issue.
He spends most of his time discussing
the drawbacks of the purported three
available cures. Lee starts with a poor
discussion of the role of hedging. He pre-
dictably concentrates on its political
unpopularity and ignores that hedging
ratifies, rather than prevents, profound
supply changes. He goes on tomishandle
treatment of the strategic stockpile: He
recognizes that a satisfactory release pol-
icy has not been devised and adds that
some unnamed analysts have concluded
that the stockpile should be sold off.
Despite the facts and criticism, he believes
that a good management policy for the
stockpile can be devised, and he follows
Jay Hakes in proposing reliance on an
independent authority. Of course, such a

policy is futile. (Seemy “Return of Jimmy
Carter,” Spring 2009.)

Lee throws in a gratuitous observation
that Saudi Arabia’s spare capacity helped
to stabilize oil prices in the past, but that
may not continue in the future. He dis-
cusses political andmilitary interventions
over oil, which he seems to support. In the
next section, on the foreign policy effects
of oil, he notes that such effects exist but
their size and value are unclear. He then
adds the expected note that global warm-
ing should be curtailed.

Themiddle third of Lee’s paper tries to
explain why there have been no serious
policies to reduce oil use. He naturally
ignores that the reason for this is because
the concerns are dubious. He has five
alternative explanations: the size of the
problem, resistance to higher oil prices,
faith in “the Elusive Technological Silver
Bullet,” difficulty in getting internation-
al cooperation, and belief that more
domestic oil and gas drilling will solve
the problem. All of Lee’s discussions in
this section are unsatisfactory. The argu-
ments, if they had been properly devel-
oped, would have added up to the con-
clusion that the energy action proposed
by this book and many others involves
enormous costs to produce benefits
whose value may be nonexistent.

Themost interesting of his statements
is his discussion of new technologies. Lee
properly notes that these options are not
easilymade commercial. He debunks one
half of the “ManhattanProject”metaphor
for alternative energy development that is
so beloved in policy discussions: Lee notes
correctly that in building the nuclear
bomb, therewas one customer that hadno
concern about costs, while most of
humanity has reason to be concerned
about the cost of “green” technology.
However, he misses the more-troubling
other half of the metaphor: the bomb
involved no radical scientific break-
throughs; the atom had been split before
Hitler invaded Poland, while the green
technologies that advocates visualize will
require numerous dramatic scientific
breakthroughs.What ismore problemat-
ic is the fiction Lee adopts that it is public
belief that these developments in energy
are simple that impedes action. Indeed it
is the advocates of radical change such as
Al Gore and his Repower America who

are peddling the notion that green energy
is a free lunch. President Obama has
trumped this by saying that the United
States canpay off its “investment” in green
technology by exporting its advancements
to other nations, particularly China and
India, whowill be entranced by the Amer-
icanwonders. The true barrier to “action”
is justified fear of shifting to these
unknowns.

The final third of Lee’s paper stum-
bles through the problemof devising solu-
tions.He begins by proposing andbacking
away from three clear nonstarters: height-
enedmileage standards, the development
of alternative fuels, and limits on miles
traveled. This reminds him that new infra-
structure is needed, and a superficial treat-
ment follows. He concludes that either a
cap and trade system for carbon or a car-
bon tax should be imposed. However, he
acknowledges the problem of public
acceptance of such a regime. He offers a
possible solution of sneaking in action by
mandates—which seems tome to be very
dishonest public policy. Lee then presents
another list (the chapter is full of them)—
in this case, policy options such as regula-
tion, taxing automobile purchases, and
congestion fees. The treatment of the last
two is a fairly straight-forward discussion
of drawbacks. After multiple readings, I
think (but am not sure) that Lee argues
that regulatory options will not work; he
certainly could have said so more clearly.
His effort, later, to return to the subject
further muddies the discussion; he first
claims that the problemwith existing reg-
ulations is the divisionof authority among
established cabinet agencies, and then
concludes the chapter with the call for
breadth in technology promotion, if reg-
ulation is adopted. In short, he embraces
the traditional alibi that government fail-
ure canbe avoided by better policymaking.

Lee gives us one final list: what gov-
ernment should do — ease financial bur-
dens for green technology innovation, set
and enforce goals, subsidize research and
development, and negotiate with other
countries. He discusses none of these and
instead deals with further issues such as
the land-use impacts of these proposals.
Here he postulates the need for planning,
despite the absence of externalities in the
land-use choice. Again, the literature cita-
tions are pathetic.
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In 2006, Princeton University econo-
mist and former Federal Reserve vice
chairmanAlanBlindermade a splash

withhis claim that 30 to 40millionAmer-
ican jobs could become vul-
nerable to offshore competi-
tion over the next two
decades.Whatmade this esti-
mate striking, besides the
magnitude, was the person
who said it. Blinder is one of
themost strongly committed
free traders in the economics
profession, a profession that
itself is strongly committed
to free trade. Indeed,Blinder is
so good at layingout the case for free trade
that I had him do just that in The Fortune
Encyclopedia of Economics, with an updated
version in the follow-up book, The Concise
Encyclopedia of Economics.

So, was this committed free trader
starting to doubt his belief in free trade?
Actually, no. All he was doing was laying
outhis fear that the cost of free trade— the

Not a Big Deal
Reviewed by David R. Henderson

OTHER OFFERINGS A quick look at
some of the other papers:

William Schrag, professor of planetary
science and environmental engineering,
offers apaperoncarboncapture.His effort
startswithasoliddiscussionof theprosand
consof carbon sequestration.He thenpro-
poses a routine interventionist solution:
subsidies for demonstration plants and, if
they succeed, further subsidies for wider
adoption and federal efforts to clarify the
laws and overcome resistance by the states.

LauraDiazAmadonand JohnHoldren
produce the expected call for U.S. superi-
ority in new energy technologies and gov-
ernment aid. The oneunexpected element
in their paper is a gratuitous discussion of
broader policy options, inwhich they pro-
pose several energy mandates inconsis-
tently followedby a call for carbonpricing.

WilliamHogan’s paper seems dragged
in fromone of themany electricity policy
symposiums that have been held in the
last few decades. He first discusses the
inherent inability to forecast demandaccu-
rately. The bulk of the discussion relates to
the evolution of the electric power indus-
try and its regulation. The key is the radi-
cal reversal in the 1970s of rapid growth
and falling rates. Ever since, the industry
and its regulators have struggled to reor-
ganize in order to respond better to these
changes. These efforts seem inadequate. In
particular, the situationmay impede effi-
cient levels of investment. This seems an all
too tacit warning to the other participants
about government ineptitude.

Max Bazerman, a business school pro-
fessor specializing in conflict resolution,
ends the book with a predictable inter-
ventionist case for action.His first relevant
argument is the perennial that consumers
cannot decide correctly what energy
sources to use. He relies on the newest
form of this argument, the fad for behav-
ioral economics. He then trips over the
question of whether the government can
do better. He obfuscates by stressing why
the existing agencies cannot do the job; the
usual faith is displayed that better organ-
izations can overcome this problem. Baz-
erman endswith his list of options, which
are essentially a call for a sound but flexi-
ble policy.

His effort is fouled by digressions and
resorts to extremist rhetoric, e.g., “Experi-
enced at subverting good ideas, leading

organizations from the automobile, coal
and oil industries (for example, Exxon
Mobil) have succeeded in distorting ener-
gy policy and keeping the United States
from implementingwise practices regard-
ing climate change.” It is deplorable that a
professor at a great university should
resort to these familiar, but totally invalid,
charges and then singles out the oil com-
pany that dared to resist the propaganda
barrage. (The leading oil company green-
energy rent seekers, BP and Shell, joined a

predictable list of foundations to fund
this effort.) The “usual disclaimers” will
not do; this should never have gotten out-
side the editing process. The statement
stands as the quintessence of why this
book fails.

In short, the book is a failure. It ismust
reading only for those few who need to
knowwhat influential observers are saying
about the issues treated. Itmight be a use-
ful assignment for a course in which the
errors of analysis are exposed.

David R. Henderson is a research fellow with the
Hoover Institution and an associate professor of
economics at the Graduate School of Business and
Public Policy at the Naval Postgraduate School in
Monterey, CA. He is the editor of The Concise
Encyclopedia of Economics (Liberty Fund, 2008).

wrenching transition many people go
through as they lose their jobs to foreign
competition—might soonbe coming to a
neighborhood near you.

But therewas enough controversy over
both Blinder’s prediction and its implica-
tions for governmentpolicy that theorgan-
izers of a 2007 symposium on public pol-
icy devoted the proceedings to the issue.
The result is Offshoring of American Jobs,
edited by Harvard University’s Benjamin
Friedman,withmajor essays byColumbia

University’s JagdishBhagwati
and Blinder, and comments
from other scholars.

I will spare you the sus-
pense. The book’smajor con-
clusion is that this increased
vulnerability of American
jobs, if true, does not under-
cut the case for free trade.The
other important conclusion,
which sometimes gets lost in
the shuffle, is that the 30 to

40millionnumber, even if true, is not such
a big deal in the context of the larger,
dynamicU.S. economy. Those are the two
pieces of good news. The bad news is that
virtually all the book’s participants favor
increased government subsidies to bail out
the “losers” from free trade.

SHAKY ALLEGATION In the lead essay,
Bhagwati — who is probably the world’s
most prominent economist-advocate of
free trade — alleges that Blinder actually
opposes free trade and takes him to task for
it. However, Bhagwati offers no evidence

R
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for this allegation, which is a bad strategy
for someonewho cares about truth,which
he generally does.

It is a particularly bad strategywhen the
person aboutwhomhemakes thenegative
comments is the author of the next essay.
In that essay, Blinder makes clear numer-
ous times that his concern about Ameri-
can jobs becoming vulnerable to foreign
competition is not to be confused with
advocacy of protectionism.Take, for exam-
ple, his discussion of his view that in some
service occupations, theUnited States will
lose its comparative advantage to India.
Blinder writes, “Of course, even if lost or
fading comparative advantage is the prob-
lem, protectionism is not the solution.”

Blinder ends with an analogy between
the Indians and the British, with himself
playing Paul Revere: The Indians are com-
ing! But the crucial difference, he points
out, is that “wedon’twant to fight themoff”
because the Indians are “doing exactlywhat
they should be doing — developing their
own country by exploiting their compara-
tive advantage and, in the process,making
theworld as awhole immensely better off.”
He adds, “We should shake their hands
andwish themwell —which is not exactly
howtheMinutemengreeted theRedcoats.”
Sounds pretty clear, doesn’t it?

JOBS LOST, JOBS FOUND So, rest
assured that the interesting debate in this
book is not about whether free trade is
desirable.Neitherof themain essaywriters,
Bhagwati or Blinder, questions free trade.
Nordo the four economistswhocomment
on the main essays — Richard Freeman,
Douglas Irwin, Lori Kletzer, and Robert
Lawrence — question whether free trade is
desirable. There is also nodispute that the
effect of free trade on jobs will be approxi-
mately zero. As economists since David
Ricardohave shown, the effect of free trade
is on the types of jobs people have, not on
whether theyhave jobs.The real controversy
in the book is abouthowmanyAmericans
will actually have to switch jobs or occupa-
tions, and how big a deal this is.

So let us consider that controversy.
Blinder starts by stating that 30 to 40
million jobs either lost or threatened by
new foreign competition is a big deal
indeed. Yet, he admits that if this happens,
it will be over a couple of decades, and
that 30 to 40 million jobs threatened by

competition does notmean 30 to 40mil-
lion net jobs lost. Blinder also admits that
more than four million Americans now
lose their jobs every month. This is what
economists call the job “churn.” In
response to comments about these num-
bers by Robert Lawrence of Harvard’s
Kennedy School and Dartmouth’s Dou-
glas Irwin, Blinder writes:

[T]hey both observe that the volume of
job change that I anticipate is small rela-
tive to the normal job churn in the high-
ly fluidU.S. labormarket. I accept these
points asmeaningful qualifications to
mywarnings about how difficult the
coming transition is likely to be.

That is a big admission. So what is left of
Blinder’s argument?One factual claimthat
he backs up and twopolicy proposals that
hedoesnot. Blinder’s factual conclusion is
that the effect of new foreign competition
ondomesticwage rates is likely to be large.
Hepresentsdata that show thatU.S.work-
ers currently threatenedby foreign compe-
tition earnwages that are 13percent below
what theywouldotherwisebe.Commenter
Robert Lawrence, however, points out that
the most careful studies of the effects of
trade on wages find that the wage penalty
is only six percent or less. And in the lead
essay,Bhagwatiwrites, “the vastnumbersof
empirical studies (including thoseby [Paul]
Krugman)had shown that tradewithpoor
countries had a negligible impact on our
workers’ absolute realwages (as against the
relativewagesof the skilled andunskilled).”

MORE GOVERNMENT? In response to
the coming threat to U.S. jobs, Blinder
advocates twomainpolicies. The first is to
have thegovernment school systemchange
what it teaches so that graduating students
will bebetter prepared for thenewworldof
work. The second is that theUnitedStates
needs much more of a welfare state (my
term, not his) to handle people’s transi-
tion fromold jobs to new jobs.

Blinder simply asserts the desirability of
those policies but does notmake an argu-
ment for them. On schools, he does not
say howhewill get a system controlled by
government, which in turn is heavily influ-
enced by labor unions, to change its cur-
riculum.Hemight aswell have just rubbed
amagic lamp andmade a wish.

Howabout the expandedwelfare state?

Blinder advocates better unemployment
insurance (bywhich I thinkhemeanshigh-
er benefits and for longer terms), a higher
(he uses the word “generous”) Earned
Income Tax Credit, greater portability of
pensions (presumably by law), and “wage-
loss insurance.” This expansion, hewrites,
“should be uncontroversial” but “appar-
ently, it is not.”Given his recognition that
it is controversial, one might have expect-
ed Blinder to handle the controversy by
actuallymaking his case. He does not.

The other authors agree with him to
varying degrees. Bhagwati and Irwin advo-
cate trade adjustment assistance by the
government, although Irwin also express-
es his skepticism that government job-
retraining programs, which Blinder advo-
cates, can accomplish much. Lori Kletzer
of the University of California at Santa
Cruz signs on to all of Blinder’s proposed
government programs. Lawrence advo-
cates “the right safety net and redistribu-
tion policies,” but does not specify what
those “right” policies would be.Harvard’s
Richard Freeman advocates giving unions
moremonopoly power but does not spec-
ify how this would help, and advocates
socialized health insurance and higher
taxes on “the rich.” None of these econo-
mists actually makes a case for any of
these proposals. None points to examples
of these policies that have worked in the
past, andnonedealswith anyof the poten-
tial negative consequences of suchpolicies.
All treat government as a deus exmachina
that somehow will make things work.

This intellectual abdication is disap-
pointing. I knowof nomajor economist in
international trade who discusses trade
policy without taking account of govern-
ments’ perverse incentives to impose trade
barriers at the behest of concentrated
interest groups. For instance, in dealing
with LauraTyson’s argument that “indus-
tries with [positive] externalities ought to
be protected,” Bhagwati points out that “it
is very hard for policymakers, and very
easy for lobbyists, to decide which indus-
tries have the externalities.” I would bet
that most of the other contributors to
this book share at least some of Bhag-
wati’s skepticism. Unfortunately, none of
this skepticism about the perverse role of
interest groups carries over to their dis-
cussion of their favored government tax,
subsidy, and regulatory schemes.


