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the concept, suggesting in a series of 
papers that the idea that the government 
could systematically fool people by manip-
ulating inflation prices was nonsense. (See 
“Remembering the Man behind Ratio-
nal Expectations,” Spring 2006.) Instead, 
Muth suggested that people form their 
expectations rationally, based on all avail-
able data, and offered some data on hog 
markets that belied the adaptive-price 
expectations framework the Keynesians 
had come to rely on. While people might 
make mistakes from time to time, on aver-
age their best guess of inflation in the next 
year will be the right one. Just as hog farm-
ers cannot afford to make systematic mis-
takes about prices, it is costly for the rest 
of us to do so as well. 

Muth’s paper went virtually unnoticed 
its first few years, until his colleague Robert 
Lucas began chatting with him about it in 
Lucas’s quest to improve the treatment of 
labor markets in macroeconomics. Their 
conversations led to Lucas publishing a 
paper with Leonard Rapping on rational 
expectations in macroeconomics just as 
the Phillips Curve consensus was collaps-
ing and economists were casting about for 
an explanation.

Rational expectations didn’t say that 
people would never be fooled by price 
changes, only that they knew enough to 
know that the government had an incen-
tive to boost inflation to induce them to 
work more and would accordingly be on 
the lookout for it to happen. Hence, for 
Phillips Curve policy to work, the govern-
ment would have to hide the intentions 
of that policy—a trick that can’t work very 
often, at least not in the way the govern-
ment would like. It’s for this reason that 
the Federal Reserve has long operated in an 
environment of near opacity; complete dis-
closure makes the Fed’s task more difficult. 

Rational expectations won the war: 
Lucas (and later a key co-author of his, 
Thomas Sargent) won Nobel Prizes for 
their work, with Muth missing out mainly 
because of his eccentric persona and perch 
at a less-than-prestigious institution. A 
few economists tried to figure out how 
to reform Keynesian economics, but the 

bulk of the academy embraced rational 
expectations. Not only did Keynesian eco-
nomics fail the profession, but its being 
predicated on some degree of irrationality 
was at odds with the very notion of a social 
science. If we can posit theories based on 
people making systematic mistakes, what 
on earth constrains the discipline? It’s a 
conundrum that behavioral economics 
has had to face as well.

By the 1980s the traditional Keynesian 
macroeconomic model had fallen out of 
favor. In most graduate programs in eco-
nomics, it was discussed merely as an his-
torical artifact, a way station on the road 
to a more complete and more intellectually 
coherent perspective on how the world 
works. This new perspective didn’t entirely 
eschew the notion that a monetary author-
ity could use the money supply to provide 
a short-term jolt to the economy, but it 
suggested other reasons why this might 
work (rigid labor contracts, for example) 
and emphasized that this power is much 
more ephemeral than what the Keynesian 
model specified. 

While the academy largely abandoned 
the Keynesian purview, it still has its 
adherents, most prominently among the 
politicians who treat it much the same as 
combat soldiers treat religion. In 2001 one 
of the Bush administration’s arguments 
for tax cuts was to provide a timely stimu-
lus to an economy in recession—a classic 
Keynesian prescription. In 2003 Congress 
accelerated the remaining Bush tax cuts 
that had yet to take effect, again with a bevy 
of Republicans arguing that the economy 
needed a boost in demand to get it going. 

And, of course, in 2008 the economy 
suffered its biggest decline since the 
Great Depression. The Federal Reserve 
responded with an unprecedented increase 
in the money supply. In early 2009 the 
Obama administration proposed its own 
$800 billion stimulus, which met Republi-
can opposition motivated not by a distaste 
for stimulus but because this particular 
stimulus was neither targeted nor timely. 
It’s a notion I feel empathy with every time 
I walk by the shell of a building that used 
to house my favorite deli, a casualty of the 

stimulus funds given to pay for a remodel-
ing of the building. The money allocated in 
2009 led to the deli’s eviction in 2010, with 
construction beginning in earnest only in 
mid-2012. As of this summer, the retail 
space remained uninhabitable. 

Collective confusion / Harford captures the 
intellectual angst facing macroeconom-
ics: What is it that we are supposed to 
believe, precisely? Does unemployment 
remain high almost six years after the last 
recession began because stimulus wasn’t 
timely, or wasn’t big enough, or stopped 
too soon—or do we face more fundamen-
tal problems in the economy that stimu-
lus can’t begin to solve?

The book is timely because, unlike dur-
ing the Great Depression and the stagfla-
tion of the 1970s, the present uncertainty 
within the discipline in no way resembles 
an existential crisis for the discipline. It’s 
long been established that while econom-
ics and physics may share a common 
methodology, they are miles apart when it 
comes to their ability to explain the world, 
and it is unclear whether we economists 
have moved the ball forward all that much 
in recent years. The book is a series of per-
tinent questions about what happened 
during the last recession, whether stimulus 
worked, and what economists of all stripes 
think should be done, and it is written in 
a direct, chatty tone that doesn’t make the 
reader want to throw up his hands. 

For hard-core economists who want 
more than a rehashing of the daily dis-
pute between Paul Krugman and the Wall 
Street Journal editorial page, Harford delves 
deeply into growth economics in the latter 
portions of the book. Instead of worrying 
about stimulating aggregate demand, he 
examines how we can improve the produc-
tive capacity of the economy. It’s a topic 
that Congress has seemingly lost interest 
in, which is a real pity: the notion held by 
a growing number of the commentariat 
seems to be that economic growth accrues 
only to the wealthy and the methods by 
which we obtain it exploit the poor. It’s 
a destructive perspective that needs to be 
disposed of by whatever means necessary. 
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Harford does a commendable job of doing 
precisely that. 

These days, people actually defend poli-
cies that increase the cost of doing business 
(such as onerous regulations and, most 
egregiously, the minimum wage) as stimu-
lating demand. When it has come to this, 
it is clear that the precepts of economics 
constrain no one in pretending economics 

supports whatever it is they want to say.
The irony of ironies in the current 

macroeconomic debate, of course, is that 
Keynes, the man who sagely observed that 
most politicians are in the thrall of some 
defunct economist, now happens to be 
that very entity. With this book, Harford 
has done yeoman’s work to beat those eco-
nomic fallacies into submission. 

The Man of System’s  
Fatal Conceit
✒ Review by Art Carden

William Easterly’s eagerly awaited The Tyranny of Experts is 
several things: It is an intellectual history of development 
economics. It is a sweeping discussion of why some insti-

tutions work while others do not. It is a critique of the philosophical 
assumptions of aid-and-development officials who view develop-
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ment as a non-ideological and scientific 
discipline that is done by experts and to an 
undifferentiated and homogeneous lump 
of blood and flesh called “the poor.” It is 
intellectual comfort food for people (like 
me) who are skeptical of the idea that the 
only things standing between us and a world 
free of poverty are insufficient funding and 
political will. Finally, it is a call for humani-
tarians and members of “the development 
community” to recognize their own limita-
tions and take the rights and capabilities of 
the world’s poor as seriously as they take 
their own.

Easterly documents and discusses three 
major errors in thinking about development: 

■■ thinking of societies as social “blank 
slates” on which new stories can be 
written and with histories that can be 
safely ignored

■■ emphasizing “the well-being of 
nations” rather than the well-being of 
individuals

■■ privileging “conscious design” rather 
than “spontaneous solutions”

In contrast to development-as-social-engi-
neering, he emphasizes the importance 
of history and the context, 
individual rights, and prob-
lem-solving characteristics 
of decentralized orders. He 
does this by exploring the 
intellectual history of devel-
opment economics, and he 
applies his insights to studies 
of Latin America, Africa, and 
the Far East. 

Condemning the man of sys-

tem / In chapters that remind 
me of Thomas Leonard’s 
research on economists in 
the eugenics movement, 
Easterly lays bare the some-
times-explicit racism of west-
ern immigration policies (the 
Chinese Exclusion Act, for 
example) and development 
initiatives. In this view, development is 
not something that happens in a world 
rich with nuance and cultural context. It 

is something that is done to poor (and 
perhaps inferior) people by technocrat-
advised and benevolent autocrats, against 
the poor’s will but for their ultimate good.

Or so it might seem. The rights and 
agency of the poor were swept aside in the 
name of fulfilling what Thomas Sowell 
might call “The Vision of the Anointed”—a 
vision of a good society, though why it is 
good we do not know—that would emerge 
from the plans of technocrats backed by the 
force of autocrats. The planners sometimes 
sound like villains out of Atlas Shrugged. 
Consider, for example, this passage from 
Wu Ding-chang’s lecture “International 
Economic Cooperation in China”: “With 
such a Commission working on a compre-
hensive, scientifically formulated, progres-
sive and practical plan of economic develop-
ment, public support and ultimate success 
are assured.”

“The technocratic illusion” that poor 
countries lack the expertise and political 
will necessary for development stands at 
odds with what Easterly identifies as “the 
real cause of poverty: the unchecked power 
of the state against poor people without 
rights.” Those rights, Easterly emphasizes, 

are important as “moral ends 
in themselves.” They are not 
inconvenient “barriers” to be 
trampled and discarded in 
the pursuit of technocrats’ 
goals. He puts it as follows: 
“The technocratic illusion is 
that poverty results from a 
shortage of expertise, whereas 
poverty is really about a short-
age of rights.” Through their 
emphasis on government 
planning as a solution to dire 
poverty, technocrats (perhaps 
unwittingly) legitimize viola-
tions of poor people’s rights 
by making them secondary to 
the planners’ goals. Easterly 
takes particular issue with the 
philosophical underpinnings 
of technocratic solutions. 

“Development” in this view is “a technical 
question with technical solutions,” where 
it is assumed that rights are of secondary 

The Tyranny of 
Experts: Economists, 
Dictators, and the For-
gotten Rights of  
the Poor
By William Easterly
416 pp.; Basic Books, 2014
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importance because those being developed 
prefer a full belly to legal, political, and 
financial autonomy.

At its core, The Tyranny of Experts is a 
condemnation of the vision Adam Smith 
associated with “the man of system” and 
what Friedrich Hayek called “the fatal 
conceit.” In The Theory of Moral Sentiments, 
Smith gets to the heart of the same issue 
Easterly addresses:

The man of system … is apt to be very wise 
[to] his own conceit; and is often so enam-
oured [sic] with the supposed beauty of 
his own ideal plan of government, that he 
cannot suffer the smallest deviation from 
any part of it. He goes on to establish it 
completely and in all its parts, without 
any regard to the great interests, or to the 
strong prejudices which may oppose it. 
He seems to imagine that he can arrange 
the different members of a great society 
with as much ease as the hand arranges 
the different pieces upon a chess-board. 
He does not consider that the pieces upon 
the chess-board have no other principle 
of motion besides that which the hand 
impresses upon them; but that, in the 
great chess-board of human society, every 
single piece has a principle of motion of 
its own, altogether different from that 
which the legislature might chuse [sic] to 
impress upon it. If those two principles 
coincide and act in the same direction, the 
game of human society will go on easily 
and harmoniously, and is very likely to be 
happy and successful. If they are opposite 
or different, the game will go on miser-
ably, and the society must be at all times 
in the highest degree of disorder.

Easterly uses different language and 
does not (to my recollection) use this 
quote explicitly, but he traces the man of 
(development) system’s intellectual gene-
alogy and documents some of his adven-
tures in Africa, Asia, and Latin America. 
He explores a theme that has permeated 
Christopher Coyne’s work on military 
intervention (his 2007 book After War) 
and humanitarian intervention (his 2013 
book Doing Bad by Doing Good, in which he 

explicitly criticizes “the man of humanitar-
ian system”). Easterly’s discussion is a fine 
complement to Coyne’s work, which is in 
turn a fine complement to Easterly’s earlier 
books The Elusive Quest for Growth (2003) 
and The White Man’s Burden (2006).

Economics as such is a value-free 
endeavor. It tells us what the effects of a 
particular action or policy might be, but 
it can’t tell us which actions are right and 
which actions are wrong. Easterly’s invoca-

tion of the rights of the poor is particularly 
important as “non-ideological, evidence-
based” solutions to the problems of poverty 
nonetheless rely on an implicit moral frame-
work. Easterly forces us to reckon with this 
by noting that rights violations and moral 
outrages happening under the auspices of 
“development” and that would be unthink-
able in, say, Ohio can go uninvestigated and 
unpunished in poor countries.

The book is not without its faults, 
but they are very minor. I was surprised 
that Easterly referred to Daron Acemo-
glu, Simon Johnson, and James Robinson 
as “pioneers in reintroducing historical 
research into economics, with the aim 
of explaining economic development.” 
I think Acemoglu, Johnson, and Robin-
son themselves would admit that they are 
standing on the shoulders of giants like 
Douglass North and others who have been 
using “historical research … with the aim 
of explaining economic development” for 
a long time. This is a nit-picky matter of 
interpretation, though, and not a serious 
problem with the overall argument. Per-
haps a better way to put it would be to 
credit Acemoglu, Johnson, and Robinson 
with making the rest of the economics pro-
fession aware of a rich research tradition.

About three-quarters of the way 
through the book, Easterly discusses James 

Watt’s steam engine and the role of patents 
in fostering innovation. Easterly notes that 
the “conventional wisdom,” which says 
that “patents are the main or only way the 
West solved the inadequate incentives for 
invention problem,” is incorrect because 
short-run monopoly profits can stimu-
late innovation. Easterly’s discussion here 
would have benefited from an engagement 
with Michele Boldrin and David Levine’s 
argument that intellectual property rights 

“are an unnecessary evil” 
that “[do] not increase 
either innovation or cre-
ation.” As it stands, Bold-
rin and Levine’s Against 
Intellectual Monopoly is 
uncited in The Tyranny of 
Experts, which is unfortu-
nate because of the role 

of debates about intellectual property law 
in international trade agreements. These 
are not crippling weaknesses and they do 
not harm his central argument; if any-
thing, they can be cleared up with a few 
words in a second edition.

You’ve probably heard the proverb, “Give 
a man a fish and he’ll eat for a day; teach a 
man to fish and he’ll eat for a lifetime.” The 
man of system’s fatal conceit is this: he truly 
believes the problem facing poor people is 
that they don’t know how to fish, and this 
can only be remedied by his intervention. 
As the work of Elinor Ostrom and so many 
others has shown, however, people in poor 
countries do know how to fish, and in light 
of their knowledge about what Hayek called 
“the particular circumstances of time and 
place,” they almost certainly know better 
than we do. As Easterly documents, the best 
thing we can do for the world’s poor isn’t to 
teach them how to fish because they proba-
bly already know how to do that. If we should 
do anything, we should remove restrictions 
on mobility for goods, labor, and capital so 
that people can search for and find the best 
waters in which to cast their nets.

We flatter ourselves when we think we 
can intervene advantageously in others’ 
lives. It wouldn’t be so tragic if real, flesh-
and-blood people weren’t the ones paying 
the price for our arrogance.

If we should do anything, we should 
remove restrictions on mobility for 
goods, labor, and capital so that people 
can cast their nets in the best waters.
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Housing Prices 
“Supply Constraints Are Not Valid Instrumental Variables for Home 

Prices because They Are Correlated with Many Demand Factors,” by 

Thomas Davidoff. February 2014. SSRN #2400833.

During the early and mid 2000s, housing prices increased 
dramatically in California, Arizona, Nevada, and Flor-
ida—but not in Texas. The conventional explanation for 

this difference is that the right to build housing (i.e., the securing 
of zoning and other regulatory approvals) is in short supply in 
the former states, and thus demand increases result in housing 
price increases rather than increases in the quantity of houses at 
stable prices. (See “Zoning’s Steep Price,” Fall 2002.) Even though 
the resulting housing prices are well above the marginal cost of 
new construction, new supply is not forthcoming because the 
legal rights to build are difficult to obtain. In contrast, in the 
absence of zoning restrictions in places like Texas, even if too 
many resources are allocated to housing through either market 
forces or misguided policy, the result will be just more housing 
rather than a bubble in housing prices.

In my first “Working Papers” column (Summer 2010), I 
described a paper by Thomas Davidoff from the University of 
British Columbia Business School that dissented from the view 
that housing price increases were largely the result of supply 
restrictions. He demonstrated that metropolitan areas with a his-
tory of low price and large supply appreciation in the past had a 
boom-and-bust price pattern in the 2000s that did not differ from 
metropolitan areas that had a history of large price appreciation 
with little supply increase. He argued that this lack of difference 
in pricing behavior cast doubt on the role that supply constraints 
(natural or regulatory) played in the housing bubble.

In this new paper, Davidoff critiques the methodology that 
economists use to conclude that the housing bubble was the result 
of supply constraints. Typically economists regress the change in 
housing prices over some time period against one of two measures: 
the Wharton Residential Land Use Regulatory Index (WRLURI) 
or a Wharton-developed measure of the amount of land that can-
not be developed in a metropolitan area because of characteristics 
like a steep slope, unsuitable soil, or the presence of wetlands and 
bodies of water. A positive coefficient on such variables is thought 
to be sufficient evidence of a supply constraint effect on prices.

Davidoff replicates such a regression of price changes (the ratio 
of the highest subsequent sale price relative to the 2000 price by 
metro area) on the Wharton measures across metropolitan areas. 
He finds that those cities with a one-unit-higher value of the index 
than average (more restrictions or less developable land) had a 20 

percent increase in prices during the boom. He then estimates a 
regression of quantity changes (the ratio of 2009 to 2000 housing 
units) on the Wharton index and finds no effect. 

Why are price increases explained by the index but not housing 
supply changes? Davidoff argues that the results can be reconciled 
if demand growth and supply constraints are correlated. That 
is, increases in the regulation of housing supply are themselves 
caused by demand growth. He writes that more desirable locations 
are more developed, inhabited by people more inclined to favor 
government intervention, and thus more regulated. The market 
value of environmental amenities, such as lots on hills with an 
ocean view, has increased as people have become richer. In turn, 
the people who live there have acted politically to “preserve” those 
amenities. Thus, the alleged measures of supply constraint are 
actually contaminated measures of intense demand fueled by 
large increases in real income as well as scarce developable land 
and the regulatory constraints that accompany desirable places. 

Paid Maternity Leave
“What Is the Case for Paid Maternity Leave?” by Gordon B. Dahl, 

Katrine V. Loken, Magne Mogstad, and Kari Vea Salvanes. October 

2013. NBER #19595. 

This paper assesses the effects of extending publicly financed 
maternity leave. For their test case, the authors examine 
Norway, which expanded its maternal leave benefit from 

18 to 35 weeks in a series of steps in the late 1980s and early 1990s. 
While on leave, the mother receives 100 percent of her wage through 
the program. In 1992, when the 35-week benefit was fully imple-
mented, the program cost roughly 0.5 percent of Norway’s gross 
domestic product. So what did the taxpayers gain for their money?

The study uses a research discontinuity design comparing 
results for those born just before the eligibility expansion date 
with those born just after—the equivalent of random assign-
ment. The design of the Norway expansion makes the program 
an almost ideal test case. The specific timing of each step increase 
(two weeks in 1987, two weeks in 1988, two weeks in 1989, four 
weeks in 1990, four weeks in 1991, and three weeks in 1992) was 
not announced until less than nine months before implementa-
tion to prevent strategic conception, and the data offer no evidence 
of strategic delivery to take advantage of the extended benefit. 
In addition, there is no possibility of sample selection problems 
because the take-up rate among those eligible was 100 percent. 

The authors conclude that the program had no effect on a 
wide variety of outcomes: test scores after 9th grade, high school 
graduation rate, total years of maternal employment, and paren-
tal income. In addition, because there was a minimum earnings 
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requirement to receive the benefit, only 74 percent of mothers 
were eligible and were more affluent than the population of all 
mothers. The extensions in paid maternal leave raised taxes, had 
no observable effects on socially important outcomes, and redis-
tributed Norwegian wealth to the affluent. 

Occupational Licensure
“Relaxing Occupational Licensing Requirements: Analyzing Wages 

and Prices for a Medical Service,” by Morris M. Kleiner, Allison Marier, 

Kyoung Won Park, and Coady Wing. February 2014. NBER #19906.

Morris Kleiner has studied the economics of occupa-
tional licensure extensively (see “A License for Protec-
tion,” Fall 2006, and “Working Papers,” Fall 2011). In 

this paper, Kleiner and coauthors examine the effect of variation 
across states in the supervisory requirements of nurse practitio-
ners. In states that require nurse practitioners to be supervised 
by doctors and do not allow independent prescription writing, 
nurse practitioner wages are 14 percent lower, physician wages 
are 7 percent higher, and fees charged for heath care services are 
3 to 16 percent higher.  In states that allow nurse practitioners to 
practice independently and write prescriptions, the fees charged 
for services are lower while health care quality (as measured by 
changes in the infant mortality rate and malpractice insurance 
premiums) is not affected.  Regulations that restrict the ability of 
nurse practitioners to provide lower-cost routine medical services 
reduce their income and increase the income of their competitors 
as well as the prices of medical services.   

Banking and Antitrust
“Antitrust and the Financial Sector—with Special Attention to ‘Too 

Big to Fail,’” by Lawrence J. White. April 2014. SSRN #2418954.

Financial analysts from diverse perspectives have argued that 
the Too Big To Fail (TBTF) banks must be made smaller in 
order to prevent a recurrence of the financial crisis in the 

fall of 2008. Lawrence J. White, who directed economic analysis in 
the Department of Justice’s Antitrust Division in the early 1980s 
and had a bird’s eye view of the savings and loan crisis in the 
mid-1980s as a member of the Federal Home Loan Bank Board, 
has written a paper that asks whether there is an antitrust issue 
lurking in the lessons from the last financial crisis.

He argues that antitrust should concern itself exclusively with 
issues of market power and that the characteristics of TBTF finan-
cial firms that worry analysts have nothing to do with market 
power. The firms are opaque, thinly capitalized structures whose 
creditors can “run”—that is, try to withdraw their money, leaving 
the banks insolvent and nonfunctioning. But notice that “market 

power” is nowhere to be found on the list of characteristics that 
identify TBTF banks; rather, those characteristics focus simply 
on how integrated the banks are in the broader financial system. 
Thus, for White, TBTF has nothing to do with antitrust. Instead, 
TBTF is the result of subsidies and negative externalities that 
should be dealt with directly rather than through antitrust action. 

Electricity Regulation
“When Does Regulation Distort Costs? Lessons from Fuel Procure-

ment in U.S. Electricity Generation,” by Steve Cicala. October 2013. 

SSRN #2336558.

Electricity regulation and its consequences have faded 
from public view in recent years. To refresh your memory, 
federal deregulation of interstate wholesale electricity 

transactions in the early 1990s and the subsequent increase in 
cheap natural-gas-fired generation resulted in large differences 
between wholesale and retail electricity prices in the urbanized 
coastal areas of the country. Large industrial customers wanted 
direct access to the cheaper wholesale prices and threatened to 
invest elsewhere unless they could access the lower spot electricity 
prices. In response, California and states in the U.S. Northeast 
“deregulated” the generation of electricity in the late 1990s.

California lowered and froze retail electricity rates from 1996 
though 2002 and did not allow any increase for changes in the 
price of fuel. In the winter of 2000–2001, a draught-induced reduc-
tion in hydropower from the Pacific Northwest combined with 
an increase in natural gas prices to produce wholesale prices that 
were higher than the frozen retail prices. The resulting shortages 
and blackouts discredited electricity deregulation in the public’s 
mind even though they were the result of the retail rate freeze 
interacting with a deregulated wholesale market. Since then, no 
state has deregulated its electricity market and many states have 
reverted to traditional rate regulation.

Even though electricity deregulation is no longer being actively 
considered anywhere, economists continue to utilize the variation 
in generator regulatory status across states to study its effects. 
In this paper, the author employs a difference-in-differences 
methodology comparing the behavior of generators that were 
deregulated with the behavior of generators in close geographic 
proximity but in states that were not deregulated. He finds that 
deregulated generators reduced the price they paid for coal by 
12 percent relative to counterfactual generators in states that 
continued cost-of-service regulation.

In addition, those coal generators in regulated states installed 
costly scrubbers to comply with sulfur emissions regulations, while 
deregulated generators simply switched to burning low-sulfur coal 
from Wyoming’s Powder River Basin. Cicala argues that outcome 
supports the Averch-Johnson theory of regulation, which argues 
that rate-of-return regulation induces more—rather than less—
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capital-intensive production methods (scrubbers rather than low-
sulfur coal) because of the guaranteed rate of return on investment.

In contrast to the findings for coal-fired generators, Cicala finds 
no difference in the price paid for natural gas between regulated and 
deregulated states. Coal and natural gas procurement are affected 
differently by regulation because of differences in the asymmetry 
of the information available to generators and regulators. Natural 
gas is a homogenous commodity sold in open, transparent markets, 
while coal is a heterogeneous commodity whose characteristics 
must be matched with the capabilities of generators’ boilers and is 
sold through private bilateral contracts. Regulators are less able to 
infer whether a coal generator’s expenses are justified.

The savings documented by Cicala are true social welfare gains 
and not just the result of a transfer of rents from coal mines to 
utilities. The deregulated generators buy coal from mines that 
require 25 percent less labor and pay 5 percent higher wages. 

Telecommunications  
Spectrum Allocation
“Next Generation Spectrum Regulation: Price-Guided Radio Policy,” 

by Kenneth R. Carter. April 2014. SSRN #2422340. 

In 1959, Ronald Coase proposed that the creation of property 
rights and the use of auctions be employed to allocate electro-
magnetic spectrum. In 1994, the FCC held its first auction for 

cell phone spectrum. Since then, 87 auctions have been held for 
various types of spectrum, but administrative rather than mar-
ket decisions still play a prominent role in spectrum allocation. 
Bandwidth, signal power, and bandwidth borders are all bureau-
cratically determined and standardized before auctions are held. 

The physics of transmission result in tradeoffs between band-
width and power for a given level of information transmission 
capability (bits per second). Because of the standardized choices 
made by the Federal Communications Commission prior to current 
auctions, numerous efficiency-enhancing possibilities are eliminated 
before the current auctions even take place. Carter proposes that 
bandwidth, power, and level of interference all be variable rather than 
standard and describes the process by which computer simulation 
routines could solve the spectrum optimization problem. 
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Regulation was first published in July 1977 “because the extension of regulation is 

piecemeal, the sources and targets diverse, the language complex and often opaque, 

and the volume overwhelming.” Regulation is devoted to analyzing the implications 

of government regulatory policy and its effects on our public and private endeavors.

Regulation

Erratum

Because of a terminology error, the Spring 2014 article 
“The Next Banking Crisis,” by Charles W. Calomiris and 
Stephen H. Haber, incorrectly describes a recently issued 
final rule on Qualifying Mortgages. The text states that 
such mortgages have a “total-debt-to-income ratio limit 
of 43 percent”; in fact, that is the limit of the ratio of debt 
service to income.


