suddenly face reductions in hours, layoffs, etc.)

$YHUDJH ZHHNO\ KRXUV 86 VDZPLOO HPSOR\HHV
-DQ +3UHVHQW

(Source: Bloomberg Finance, LP)

The spread of the Delta and subsequent variants
of Covid may induce more kneejerk policies, which
are likely to kick off another round of political-
ly-inflicted commercial missteps. Unfortunately,
carefully considering trade-offs remains alien to
the calculus of public officials. From utter scarcity
to crushing abundance in less than 100 days, the
lumber epic is entering a new phase.

—August 24, 2021
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COVID-19 Vaccines and the Delta Variant

GILBERT G. BERDINE, M.D

Contributor

One can find the entire range of opinion on Covid
vaccines if one looks hard enough. Some people
claim that if everyone were vaccinated, Covid would
be eliminated. Others claim that Covid vaccines are
making the problem worse. I will show, based on US
data, that the truth is somewhere in between: the
vaccines offer a modest benefit but are not a panacea.

There is robust data from all 50 US states and the
District of Columbia on Covid cases and deaths. I
am not going to discuss whether the definitions of
Covid cases and Covid deaths are perfect; I will use
the current definitions as they are. Data on vaccina-
tion rates are available from usafacts.org. Data on
Covid cases and deaths are available from Worldom-
eter. These data provide 51 data points to correlate
vaccination rate and consequences from Covid-19.

Figure 1:

New COVID Cases Since 7/1/2021
per Million Population
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Figure 1: New Covid-19 cases per million population vs. partial vaccination rate.
Each data point is for a US state or the District of Columbia. The trend line, linear
regression equation, and correlation coefficient are shown. Vaccination rates are

from usafacts.org. Case numbers and population data are from Worldometer.

Figure 1 illustrates the scatterplot of Covid-19
cases per million population vs. partial vaccina-
tion rate. The case numbers were calculated as the
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difference between total Covid-19 cases on 8/20/2021

and 7/01/2021. July 1, 2021 is approximately the
time when cases began to noticeably increase due to
the Delta variant in the US. The partial vaccination
rate is the percentage of the population that received
at least one jab of a Covid-19 vaccine. Scatterplots
using complete vaccination rates (percentage of
population that received all of the required jabs for
a Covid-19 vaccine) or deaths attributed to Covid-19
have a very similar appearance. The graphs demon-
strate several important points.

Point 1: There is some efficacy to the vaccine in
preventing Covid-19.

A negative correlation between vaccination rate and
Covid-19 cases or deaths is apparent from the scat-
terplots. The correlations, however weak, are apparent
from even a casual inspection of the plots. As vaccina-
tion rate increases, Covid-19 events decrease.

Point 2: The correlations between Covid-19 events
and vaccination rates are weak.

Just as a casual inspection of the plots demonstrates
a trend, a casual inspection indicates that the trend
is weak. In other words, vaccination rate is not the
entire explanation for Covid-19 events and may not
even be the most important determinant of Covid-19
events. The R2 for Covid-19 cases vs. partial vacci-
nation rate was 0.26, for Covid-19 cases vs. complete
vaccination rate was 0.39, for Covid-19 deaths vs.
partial vaccination rate was 0.26, and for Covid-19
deaths vs. complete vaccination rate was 0.36. These
are weak correlations. Vaccination rate may not even
be the most important variable as the majority of
variance is due to something other than vaccination



rate. North Dakota is that point at the lower left of
the plot. North Dakota has nearly the lowest vacci-
nation rate and also nearly the lowest case rate as
well as death rate. Hawaii is that point with almost
the highest vaccination rate and a slightly above
average case rate.

Point 3: The vast majority of people have been
unaffected by the Delta variant.

Louisiana had the worst number of Covid-19 cases since
July 1, 2021 at about 36,000 per million population.
That means that 96.4% of the population in Louisiana
were not a new Covid-19 case. Louisiana also had
the most Covid-19 deaths since July 1, 2021 at about
252 deaths per million population. That means that
99.97% of the population in Louisiana have survived
the Delta variant.

Point 4: The numbers to treat are very high (poor).
We can compute the numbers to treat to avoid a
single event from the slopes of the regression lines.
For new Covid-19 cases vs. partial vaccination, the
slope was -42,409 cases per million population per
total population. For new Covid-19 cases vs. complete
vaccination, the slope was -54,299 cases per million per
total population. For new Covid-19 deaths vs. partial
vaccination, the slope was -319 deaths per million
population per total population. For new Covid-19
deaths vs. complete vaccination, the slope was -393
deaths per million population per total population.
Since the total population is 1 million per million
population, the numbers to treat can be calculated as
1 million divided by the slope. From these data, it takes
over 23 partial vaccinations to prevent a single case of
Covid-19, over 18 complete vaccinations to prevent
a single case of Covid-19, over 3,134 partial vacci-
nations to prevent a single death from Covid-19, and
over 2,544 complete vaccinations to prevent a single
death from Covid-19 at the current time.
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Point 5: The utilitarian rationale for mandatory
vaccination is very weak.

The lowest compliance for any US state was 44 percent
partial vaccination rate. Mandatory vaccine policies
are, therefore, going after at most 56% of a group.
An employer would have to have a workforce of at
least 4,543 people to have an average expectation of
preventing a single death from Covid-19 by forcing all
employees to complete vaccination. It is quite likely
that significant complications from the vaccine may
exceed the average expectation of deaths prevented.
It is quite possible that deaths from the vaccine may
exceed the average expectation of deaths prevented.
Government agencies, including the CDC, should stop
exaggerating the benefits and lowballing the risks of
these vaccines. At a minimum, everyone deserves
the right to informed consent. Informed consent does
not include lying about the risks and benefits. No
Institutional Review Board would approve a clinical
study conducted in the same manner as these vaccine
programs. Rather than blaming people who choose
not to be vaccinated for a virus that is largely beyond
the control of any human action, government agencies
should be studying North Dakota to see what they
are doing right and Hawaii to see what they are doing
wrong, because the answers are not vaccination rates.

—August 30, 2021



Prominent Law Professor Sues His School Over Vaccine Policy

ETHAN YANG

Adjunct Research Fellow

Imposing a constitutionally dubious vaccine policy
at a public university that not only has some of the
top classical liberal law professors in the country but
is also intimately connected with a global network
of freedom advocates is a recipe for a lawsuit. That’s
exactly what George Mason University learned
recently when it imposed a school-wide vaccine
mandate for students, faculty, and staff. Failure to
comply subjects individuals to a list of penalties
from social distancing requirements to potential
disciplinary action.

The plaintift is Todd Zywicki, the George Mason
University Foundation Professor of Law, who has as
impressive of a resume as anyone can imagine. He
has held positions at numerous influential think tanks,
executive positions in the federal government, and
has taught at numerous respected law schools. His
lawsuit is joined by the New Civil Liberties Alliance,
a non-profit law firm dedicated to advancing consti-
tutional freedoms and founded by the prominent legal
scholar Philip Hamburger. AIER contributor Jenin
Younes is also a member of their litigation team and
one of the attorneys on this case.

Zywicki names the president of the school and
numerous other officers as the defendants in his suit
Zywicki v Washington. He alleges that as a public
institution, GMU is obligated to follow the Con-
stitution and its vaccine policy violates the 9th and
14th Amendments as well as the Supremacy Clause.
Zywicki contends that his natural immunity from
having recovered from a natural Covid-19 infection
gives him equal if not superior protection than vaccines.
His sentiments are supported by his immunologist,
who informed him that receiving a vaccine would be
“medically unnecessary”, as well as a joint declaration
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from Dr. Jay Bhattacharya and Dr. Martin Kulldorft,
prominent medical professors at Stanford and Harvard
respectively. They write that,

“Multiple extensive, peer-reviewed studies
comparing natural and vaccine immunity have
now been published. These studies overwhelm-
ingly conclude that natural immunity provides
equivalent or greater protection against severe
infection than immunity generated by mRNA
vaccines (Pfizer and Moderna).”

The declaration, found in Exhibit A of the docket, also
explains that the evidence to support mitigation measures
such as vaccine mandates and passports is lacking.

Count 1: Violation of the Right to Refuse
Unwanted and Medically Unnecessary
Healthcare

The plaintiff asserts that GMU’s vaccine policy,
in practice a mandate, and refusal to acknowledge
the merits of natural immunity are problematic
because they violate his right to refuse unnecessary
healthcare. The complaint states,

“The Supreme Court has recognized that the
Ninth and Fourteenth Amendments protect
an individual’s right to privacy. A “forcible
injection ... into a nonconsenting person’s
body represents a substantial interference with
that person’s liberty[.]” Washington v. Harper,
494 U.S. 210, 229 (1990).”

The 9th Amendment protects unenumerated
rights, which are those that are not explicitly stated



in the Constitution. The 14th Amendment protects
due process and equal protection under the law.
The Covid-19 vaccine is currently deployed under
the Emergency Use Authorization and citizens
are therefore entitled to be informed of their right
to accept or refuse. This fact, combined with the
plaintiff’s already robust natural immunity and
unlikeliness to infect others with a relatively mild
disease, renders such a mandate a violation of
privacy. Furthermore, established case law enshrines
the right to bodily integrity. The suit asserts,

“Coercing employees to receive an EUA
vaccine for a virus that presents a near-zero
risk of illness or death to them and which they
are exceedingly unlikely to pass on to others,
because those employees already possess
natural immunity to the virus, violates the
liberty and privacy interests that the Ninth
and Fourteenth Amendments protect.”

If the state wishes to implement a coercive
measure, the burden of evidence is on itself to prove
that its policy is narrowly tailored to a compelling
government interest. The plaintiffs contend,

“Defendants cannot show that they have a
compelling interest in coercing Professor
Zywicki into taking a COVID-19 vaccine,
because GMU has no compelling interest in
treating employees with natural immunity
any differently from employees who obtained
immunity from a vaccine.”

Count 2: Violation of Unconstitutional
Conditions Doctrine and 14th Amend-
ment’s Right to Due Process

The Unconstitutional Conditions Doctrine prohibits
the government from imposing coercive incentives
against exercising a constitutionally protected right.
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GMU’s penalties are therefore an impairment of
Professor Zywicki’s right to refuse medical care.
His complaint states,

“According to that body of law, GMU cannot
impair Professor Zywicki’s right to refuse
medical care through subtle forms of coercion
any more than it could through an explicit
mandate.”

Furthermore, the school’s policy is a violation
of due process as it is incongruent, disproportional,
and inappropriately flips the burden of evidence
onto the plaintiff. In light of the robust immunity
established by natural infection, the school cannot
logically justify its penalties against those in the
GMU community with naturally acquired immunity.
The existence of such immunity fully serves the interest
of the public health measures implemented by GMU.

The policy is also deficient of proportionality, as
the school indicates no intention to assess the level
of antibody level of its targets. If the school believes
that the prevalence of antibodies is important in
advancing its public health goals, then it ought to
recognize that they are acquired by both vacci-
nation and infection. The school not only signals
any intention to test for antibodies, but makes the
premature conclusion that vaccination is superior,
even assuming equality of effectiveness amongst
all vaccines. The suit asserts,

“In short, allocating burden of proof respon-
sibility to those with natural immunity like
Professor Zywicki, coupled with GMU’s
stacking the process with presumptions
Plaintiff will show are scientifically unwar-
ranted, contravene the Due Process Clause.”

The burden of proof'is on the school to show that
Zywicki’s naturally acquired immunity is in fact



inferior to the vaccines accepted by its policy, and
noncompliance poses a threat to public safety. The
plaintiff alleged the school has not demonstrated
this requirement.

Count 3: Violation of the Supremacy Clause
The Supremacy Clause holds that federal law
supersedes state law. GMU’s policy is Virginia state
law and the Emergency Use Authorization (EUA)
is federal law. Covid-19 vaccines are authorized
by the EUA, which subjects recipients to informed
consent. Because GMU’s coercive policies conflict
with the letter and spirit of the EUA, it is therefore
unconstitutional. According to the complaint,

“That is at odds with the Policy’s forcing
Professor Zywicki to sustain significant injury
to his career if he does not want to take the
vaccine (in light of masking, frequent testing,
social distancing, and looming disciplinary
action).”

For these reasons and more, Zywicki asked the
court to declare the policies unconstitutional and an
injunction be issued.

Key Takeaways

The fight over the official narrative regarding
Covid-19 is still alive and well. This lawsuit is only
illustrative of the two camps that have developed
and how insulated many core decision makers have
been from one over the other. Natural immunity
for example, although clearly affirmed by the
supporting evidence, seems to be unacknowledged
writ large. The disproportionate perceptions of the
risk of Covid-19 are still rampant.

The significance of this case cannot be overstated
with vaccine mandates and passports being
considered and implemented across the country. One
does not need a background in law to understand
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that the pandemic has sent the country into another
constitutional inflection point. From emergency
powers, to lockdowns, to eviction moratoriums,
and now vaccine mandates, the precedents we set
today will forever affect the ark of our system of
constitutional government.

—August 7, 2021



Good Medicine Requires Second Opinions

BARRY BROWNSTEIN

Contributor

Above a tree line on the rugged trails of Mount
Washington in New Hampshire, two hikers coming
down the mountain called out in distress, “What trail
are we on?” | answered and asked where they were
headed. They were hiking a section of the Appala-
chian Trail. I explained they made a wrong turn at
the trail intersection about 0.3 mile back up the trail.

They were puzzled. “What trail intersection?
What sign?” they asked with agitation.

Realizing they had wandered off the trail, I
encouraged them to follow me to the intersection
to rejoin the Appalachian Trail.

Making faster progress than me, once again, they
were wandering off the trail. I called out to them, and
together as we made our way up the rugged slopes,
I gave them updates on how far to the intersection.

My assurances weren’t enough. Another party
of hikers was coming down the trail; again, the
distressed hikers called out, “What trail are we on?”

I'was not insulted. It is often wise to seek a second
opinion. Accidents and even deaths are not rare on
the trails of Mt. Washington.

In matters of health, it is especially wise to seek a
second opinion. Nobel laureate in Economics Daniel
Kahneman is famous for explaining systematic
biases in decision-making. His new book Noise,
written with Olivier Sibony and Cass Sunstein,
brings to light the impact of noise on decisions.
They explain the random nature of noise: “Some
judgments are biased; they are systematically off
target. Other judgments are noisy, as people who
are expected to agree end up at very different points
around the target.”

Forecasting is noisy. Reliable forecasts are
made by people with a distinctive thinking style.
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Kahneman examines the mindset of what Philip
Tetlock calls superforecasters. “Sheer intelligence”
isn’t enough to be a superforecaster. What is essential
1s an “active open-mindedness” valuing evidence
“that goes against their beliefs.” Superforecasters
are in perpetual beta. Kahneman explains:

“To characterize the thinking style of super-
forecasters, Tetlock uses the phrase ‘perpetual
beta,” a term used by computer programmers
for a program that is not meant to be released
in a final version but that is endlessly used,
analyzed, and improved. Tetlock finds that ‘the
strongest predictor of rising into the ranks of
superforecasters is perpetual beta, the degree
to which one is committed to belief updating
and self-improvement.” As he puts it, “What
makes them so good is less what they are than
what they do—the hard work of research,
the careful thought and self-criticism, the
gathering and synthesizing of other perspec-
tives, the granular judgments and relentless
updating.” They like a particular cycle of
thinking: ‘try, fail, analyze, adjust, try again.””

Judgements about Covid have been noisy. During
the pandemic forecasts for the spread of Covid, the
impact of masks, lockdowns, and other measures has
been consistently wrong. This is not a surprise. As
Kahneman reports, most forecasts are not reliable.

Dr. Fauci 1s not a superforecaster. There is little
evidence that he works in “perpetual beta,” gathering
and synthesizing perspectives. On the contrary, he
attacks those he disagrees with, such as the authors
of the Great Barrington Declaration. Real leaders



listen to others; they don’t dominate others.
When it comes to the medical profession, we
want to believe we can rely on our doctors. Many
people want to believe Dr. Fauci.
Yet, the medical profession is especially noisy.
Kahneman reports,

“Faced with the same patient, different doctors
make different judgments about whether
patients have skin cancer, breast cancer,
heart disease, tuberculosis, pneumonia,
depression, and a host of other conditions.
Noise is especially high in psychiatry, where
subjective judgment is obviously important.
However, considerable noise is also found in
areas where it might not be expected, such as
in the reading of X-rays.”

Isn’t reading an X-ray or biopsy an objective
fact on which nearly all competent radiologists
and pathologists would agree? The answer is “No.”
Kahneman explains:

“In some specialties, such as radiology and
pathology, doctors are well aware of the
presence of noise. Radiologists, for example,
call diagnostic variation their “Achilles’
heel.”...Clean, simple tests of noise (and
sometimes error) are easier to conduct in
radiology. For example, you can return to scans
or slides to reevaluate a previous assessment.
In medicine, between-person noise, or
interrater reliability, is usually measured by
the kappa statistic. The higher the kappa, the
less noise. A kappa value of 1 reflects perfect
agreement; a value of 0 reflects exactly as
much agreement as you would expect between
monkeys throwing darts onto a list of possible
diagnoses.”
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Consumers of healthcare beware: “In some
domains of medical diagnosis, reliability as
measured by this [kappa] coefficient has been found
to be “slight” or “poor,” which means that noise is
very high.

Kahneman provides examples: “On the question
of whether a breast lesion was cancerous, one study
found only “fair” agreement among pathologists. In
diagnosing breast proliferative lesions, agreement
was again only “fair.” Agreement was also “fair”
when physicians assessed MRI scans for the degree
of spinal stenosis.”

Women of childbearing years may be diagnosed
with endometriosis. In one study, “108 gynecologi-
cal surgeons...were asked to judge the number and
location of endometriotic lesions. They disagreed
dramatically, with weak correlations on both number
and location.”

For a person diagnosed with cancer, a second or
even third opinion would seem to be a necessity.
Kahneman cautions, “Whether a patient will be
diagnosed with a serious disease, such as cancer,
might depend on a kind of lottery, determined by
the particular doctor that she will see.”

It is not just that existing cancers escape
diagnosis. Often cancer is “found” when none exists.
For breast cancers, Kahneman notes, “false-positive
rates ranged from less than 1% to 64% (meaning
that nearly two-thirds of the time, the radiologist
said the mammogram showed cancer when cancer
was not present).”

Recommendations for heart surgery are noisy.
Data reveals “that 31% of the time, physicians
evaluating angiograms disagreed on whether a
major vessel was more than 70% blocked. Despite
widespread awareness by cardiologists of potential
variability in reading angiograms, and despite
continuing efforts and corrective steps, the problem
has yet to be solved.”

The more benign forms of skin cancers such



as basal cell have become a nuisance for many.
Yet consequences of misdiagnosis of melanomas
can be deadly. For melanomas, Kahneman reports
“diagnostic accuracy... was only 64%.” Another
study “found that dermatologists at New York
University failed to diagnose melanoma from skin
biopsies 36% of the time.” Since the removal of a
melanoma before it spreads is essential, this failure
“has grievous implications for survival of patients.”

If you’re a believer in early diagnosis through
medical screenings, schedule your appointments
in the morning. Another study found “doctors are
significantly more likely to order cancer screenings
early in the morning than late in the afternoon.”

Psychiatry is the noisiest of the medical spe-
cialties. “Highly trained specialist psychiatrists
under study conditions were only able to agree that
a patient has depression between 4 and 15% of the
time.” Add to that the controversial nature of many
psychotropic drugs, and it might be understand-
able why, for mental health, seeking care from a
psychologist may be an advisable course of action.

After reading Kahneman, you will understand
why seeking a second opinion is a wise course of
action when faced with a serious health issue.

The best hospitals in the world, such as the Mayo
Clinic, build second opinions into their diagnostic
process by utilizing a team approach where world-
class doctors are humble enough to consult with
each other. When open-mindedness, self-criticism,
and the gathering and synthesizing of perspectives
are practiced, better health care can be expected.

Coercion Blocks Discovery

During this pandemic, open-mindedness, self-crit-
icism, and the gathering and synthesizing of
perspectives have been actively resisted. The
“official” version on lockdowns, masks, and
vaccines cannot be questioned. The news and
social media actively censor opinions contrary to
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the “official” version, calling it misinformation.
Treating Covid patients with ivermectin has been
made very difficult.

And now the Federation of State Medical Boards
(FSMB) is setting a policy to keep doctors in line
with the “official” versions of health authorities.
The FSMB has stated, due “to a dramatic increase
in the dissemination of COVID-19 vaccine misinfor-
mation and disinformation by physicians and other
health care professionals on social media platforms,
online and in the media,” strict action is needed.
They warn, “Physicians who willfully generate
and spread COVID-19 vaccine misinformation or
disinformation are risking disciplinary action by
state medical boards, including the suspension or
revocation of their medical license.”

President and CEO Humayun Chaudhry of the
FSMB ominously added, “I hope that physicians
and other licensees get the message.”

Will the FSMB adopt a YouTube-type standard
to censor the dissemination of information on
vaccines? Will they label as misinformation any
views “that contradicts local health authorities’” or
the World Health Organization’s (WHO)?”

If a person experiences Bell’s palsy after taking
the first dose of the vaccine, would it be advisable
to get a second shot? Apparently, a physician who
advises a patient not to get a second shot would
violate official guidance. How about a teenager
who experienced myocarditis after their first shot?
Again, official guidance is to get the second shot.
The FSMB policy puts physicians in an ethical
dilemma and incentivizes self-censorship.

Are one-size-fits-all health policies consistent
with what we know about biochemical individuality
(explained in this essay)? Would a physician face
disciplinary action for considering the patient’s age,
occupation, underlying health, diet, and exercise
pattern when advising on vaccination?

Israel has vaccinated 65% of the population. Is



it misinformation to report the Israeli experience of
dramatically falling vaccine efficacy for the Pfizer
vaccine? Of Covid hospitalizations, the current
Israeli experience is that “95% of the severe patients
are vaccinated.” Is that misinformation because it
seems to run counter to the official narrative?

Is it misinformation to present evidence to
question Dr. Fauci, who now wants to deploy booster
shots, initially for “at-risk” individuals?

The FSMB policy on the dissemination of
Covid-19 information is censorship disguised
as quality control. State Boards have never been
interested in protecting patients; their interest has
always been in protecting doctors.

Medical licensure has been used as a tool
to reduce competition and lower the quality of
healthcare. In Capitalism and Freedom, Milton
Friedman explains why, “It is clear that licensure is
the key to the medical profession’s ability to restrict
the number of physicians who practice medicine.”
He adds,

“I am myself persuaded that licensure has
reduced both the quantity and quality of
medical practice; that it has reduced the
opportunities available to people who would
like to be physicians, forcing them to pursue
occupations they regard as less attractive;
that it has forced the public to pay more for
less satisfactory medical service, and that it
has retarded technological development both
in medicine itself and in the organization of
medical practice.”

Capitalism and Freedom was published in
1962 but even then, Friedman observed how the
profession stifled innovation: “If you are a member
of the profession and want to stay in good standing
in the profession, you are seriously limited in the
kind of experimentation you can do.”
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Before Covid, famed Johns Hopkins physician
Marty Makary wrote Unaccountable: What
Hospitals Won 't Tell You and How Transparency
Can Revolutionize Health Care. The unwillingness
of the medical profession to root out incompetent
physicians and those physicians with addictions
prompted Makary’s book.

Makary left medical school after seeing a patient
die from an operation she didn’t want or need. He
observes that healthcare is “an industry that does not
abide by the same principles of accountability for
performance that govern other industries. Instead,
our health care system leaves its customers walking
in blind. All while simply rewarding doctors for
doing more.”

Eventually, returning to finish medical school,
Makary has become a leading reformer. During the
pandemic, Makary has challenged the orthodoxy on
masks, herd immunity, and natural immunity.

In his book, Makary reports on how medical
boards, hospital administrators, and other doctors
protect their profession and fail to root out bad
doctors. He observes there are “grossly impaired
physicians, doctors with horrible skills, hazardous
judgment, ulterior motives, or who suffer from
substance-abuse or other problems that make them
dangerous. Society ought to be able to deal with this
better, not sweep it all under the rug.”

Indeed, Makary “never heard of anyone losing
their license from a state medical board’s action.”
Makary points to California:

“The Medical Board of California, like all
others, is responsible for licensing and disci-
plining physicians. On three different audits
conducted during the 1980s, the California
auditor general found that the board wasn’t
doing its job. Apart from that announcement,
no further action was taken. The board went
eighteen years without another audit until



2003, when University of San Diego Law
School professor Julie D’ Angelo Fellmeth
became the medical board enforcement
monitor. Then she blew a whistle. Testifying
to a Senate committee in 2008 after years of
trying to sound alarms, she said the Medical
Board of California routinely ‘failed to
promptly remove from work physician par-
ticipants who tested positive for prohibited
substances.’

The board had five out of five failed audits.
Still, rather than address the substance abuse
among its staff, it instead decided to terminate
its physician substance-abuse program
completely.”

other doctor who is too dangerous to be practicing.”
Consider this example of how the profession covers
up for doctors who kill:

“This surgeon had six consecutive deaths
during routine bypass surgery. One time,
right after this notoriously bad surgeon’s run
of six deaths, my friend was administering
anesthesia for him. In front of all the operat-
ing-room nurses and technicians, the patient
asked my friend before going off to sleep,
‘Is my surgeon a good surgeon?’ The operat-
ing-room staff froze as their eyes popped out
of their heads. They stared at my friend to see
how he would deal with the direct question.
‘He’s one of the four best heart surgeons we
have here,’ he said with a smile.”

In short, Makary considers how licensing

boards mainly serve “the interests of their There were only four heart surgeons in this hospital.
stakeholders—doctors:” Boards who have turned their backs on incompe-
tent and addicted doctors are now threatening doctors
“The license legally allows us to do anything who differ from the Covid vaccine orthodoxy.
in medicine. But unlike with a driver’s license, Makary reports, “The vast majority of major
you can screw up royally yet never lose your medical mishaps result from breakdowns in com-
license to practice medicine. Even doctors in munication.” In many organizational cultures, nurses
rehab who test positive for illegal drugs or are are rewarded for following orders, and self-censor-
arrested can keep their licenses and continue ship 1s rampant. He explains,

to diagnose, prescribe, and operate as before.

Unbeknownst to the public, surgeons can
be arrested for driving drunk or stoned and
then go into surgery the next day. A doctor
might not be able to legally drive his car to the
hospital, but once he gets there, he can open
up your chest for surgery.”

Sue Blevins writes, “Once medical professionals
are licensed, there are no requirements for proving
that they are fully trained to perform the most

“The hospital can be an intimidating place for
a health care worker. It has a strong hierarchy.
Following orders promptly is valued the same
way it is on the battlefield. Defiance is unheard of
and punishable with harsh penalties. The nurses
and residents taking the orders often don’t have
as much expertise as the ordering doctors and
might question their own knowledge if they are
feeling something isn’t right.”

up-to-date procedures.” Censorship and self-censorship kills. Bad ideas
Makary writes, “Every doctor knows at least one ~ only drive out good ideas when bad ideas are granted
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legal tender. The FSMB is strangling the medical
discovery process and threatening the health of those
they claim to be protecting.

The medical profession is noisy; we should not
expect infallibility. We should not expect people to
agree. We should value active open-mindedness to
challenge the orthodoxy and promote discovery. The
history of medicine has been filled with dubious and
dangerous treatments, along with life-saving dis-
coveries. In the 1920s drinking water infused with
radium was hailed as “one of the greatest boons to
ailing mankind that ever was discovered. In matters
of health, competition and second opinions lead to
better medicine.

— August 14, 2021
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A $2.26 Trillion American Foreign Policy Blunder and a Big Problem for China

TODD MYERS

Contributor

The optics of America’s withdrawal from Afghani-
stan are terrible. The images of a triumphant Taliban
driving into Kabul and people desperately trying to
get out of the country are a testament to the failure
of a twenty-year commitment of American and
NATO forces to stabilize Afghanistan. The efforts
of the Western alliance to bring Afghanistan into
a globalized community failed. This unfortunate
outcome should surprise no one, and the trillions
of dollars and thousands of lives lost in this conflict
could have been avoided by sticking to a more
realistic assessment of our goals, our capabilities,
and the context of our actions.

Scholars have spent decades learning about peace-
keeping/peacemaking operations. The literature
focuses on identifying variables associated with
successful and unsuccessful peacekeeping/peace-
making operations. Three variables that stick out as
being relevant for determining the success of peace-
keeping/peacemaking operations are the number
of internal factions in the country, the number of
outside states with interests in the country, and the
country’s geography. The more internal factions
within the country, the more state actors with
interests in the country, and the more challenging
the geography, i.e., mountainous or urban, the less
likely peacekeeping/peacemaking operations were to
be successful. The profiles of Iraq and Afghanistan
with their numerous internal factions, geopoliti-
cally active neighbors, and difficult geographies
indicated peacekeeping/peacemaking operations
in these countries were unlikely to be successful.

When 9/11 came around, Osama bin Laden had
taken refuge in Afghanistan. It would be expected
that the Americans had learned their lesson about
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intervention in other countries and the difficulties
of long-term involvement in the internal affairs of
states. When we mobilized 60,000 boots on the
ground, it was a reasonable response to the intran-
sigence of the Taliban and their role in offering
al-Qaeda a space for conducting operations against
American interests. A well-crafted intervention
would have focused on killing as many al-Qaeda
operatives as possible, disrupting infrastructure, and
punishing the Taliban regime for not supporting the
United States in its lawful efforts to punish interna-
tional criminals. We would spend no more time than
one to two years to execute this justifiable mission.
This mission would inevitably introduce chaos into
Afghanistan, but it was practically impossible for
the United States to bring order to that internally
fragmented, externally contested, and geographi-
cally challenging space.

Our tremendous capabilities permitted us to
project power into the region, but Afghanistan had a
virtually unlimited capacity to absorb our resources.
Clearly limiting what we were willing to put into
Afghanistan and defining an exit strategy would save
us from a significant fiscal drain while sending a
message that America would punish those attacking
our national interests.

As of now, the Cost of War Project at Brown
University estimates the war in Afghanistan has cost
us around $2.26 trillion, roughly eight percent of our
current debt. The Vietnam War, though more costly
in lives lost, is estimated to have cost us around $1
trillion. Both interventions are viewed as a waste
of American resources and lives, given that our
interventions seem to have produced on the ground
outcomes from the perspective of American national



security similar to what would have happened if we
decided to stay home and did nothing.

As we leave Afghanistan, it may be helpful to
reflect on the United States’ geopolitical environment
when it extracted itself from a similarly unsuccessful
war — the Vietnam War. The Americans started the
war in hopes of stopping Vietnam from becoming
a communist state. The war drained American hard
and soft power. Henry Kissinger and President
Nixon believed that ending the war would open pos-
sibilities of cooperating with China and improving
the bargaining position of the United States in its
negotiations with its Soviet rival. By disentangling
itself from Vietnam, America improved its geopo-
litical position. Vietnam became a communist state
and soon found itself in a war with its former ally,
the People’s Republic of China. Many looked at
our strategic withdrawal as an utter failure. Nev-
ertheless, leaving that conflict increased the power
of the American state in the long run by affording
the country greater diplomatic flexibility. Leaving
Afghanistan is likely to offer us greater diplomatic
flexibility and eliminate the burden of being tied up
in the costly political environment of central Asia.

America is in strategic competition with China for
global influence. When the United States involved
itself in Afghanistan, it reduced Chinese security
concerns by filling a vacuum with American treasure
and troops. In some ways, America’s involvement in
the region could be viewed as a subsidy to China’s Belt
and Road Initiative to build trading routes with direct
access to the Indian Ocean through Pakistan — reducing
the country’s dependence on sea lanes going through
the Malacca Straits and the vulnerability of China to
American naval power and alliances. If Central Asia,
Pakistan, and Iran are adversely affected by the rise
of Taliban power and ideology, China’s attempts to
expand its influence will experience higher costs.
America’s “loss” of Afghanistan may be a boon for
American geopolitical interests.
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The Chinese are aware of this risk and are engaged
in vigorous diplomacy with the Taliban. Instability
in Afghanistan has made even Chinese business
people hesitant to take the chances of becoming too
deeply involved in Afghanistan despite the presence
of over $1 trillion of mineral wealth. The biggest
problem facing the Chinese is that their government
is a government of unbelievers, and the Taliban, for
all their drug dealing, sex trafficking, etc., believe in
the true faith. China’s actions to reeducate Uyghurs
living within its borders could inspire attacks on
billions of dollars of Chinese infrastructure projects
in central and South Asia. China’s problem with
Islam could easily make Afghanistan a massive
headache for the People’s Republic.

The climate of opinion in Central and South Asia
creates difficulties for rational actors pursuing the
national interests of secular states. Tales of the
Antichrist rising in Israel, the Mahdi coming to
gather the Muslims together against this threat, and
Jesus returning to lead this army of the believers to a
final victory fill the streets and bazaars — sometimes
with negative consequences for public health when
the vaccines against the Covid-19 are identified as
technologies of the Antichrist by local mullahs.
Blaspheming against the Islamic faith — rejecting the
revealed truth of the Koran or what popular opinion
believes that truth to be — may end in death through
the hands of an angry mob.

Fortunately, tribal factionalism, state interests,
the limited capabilities of those committed to an
apocalyptic view of history, and the desire of the
average human being to survive and make their life
reasonably comfortable limit the realization of the
grand and destructive ambitions at the heart of these
apocalyptic visions.

Mobilizing apocalyptic ambitions has played a
role in Pakistan’s national security strategy. Pakistan
has used the Taliban as a tool in its struggle with
India over Kashmir. In response, the Indians have



cultivated support among a wide range of factions
within Afghanistan. The efforts of Pakistan to use
the Taliban have resulted in the Taliban having
a potentially destabilizing influence inside the
Pakistani polity. The Kashmiri issue is likely to be
a long-lasting problem that will consume signifi-
cant resources from both India and Pakistan and
keep both actors involved in the internal affairs of
Afghanistan. This issue will keep Islamic theology
at the center of the politics of Pakistan, Afghanistan,
and India and keep ethnic division at the center of
the Afghani political stage. The fact that Pakistan
and India are nuclear-armed states makes this rivalry
a high-stakes game.

Stability in Afghanistan and protecting minority
rights is a vital strategic interest for the Islamic
Republic of Iran. The Iranian strategy has moved
from undermining the American coalition forces
operating in Iran to trying to contain the Taliban.
With the Americans leaving, it now becomes Iran’s
challenge to support the emergence of a peaceful
Afghanistan where the rights of Shia believers
are protected, and the flow of opium into Iran is
reduced. The Iranians have begun reaching out to the
Taliban. With Americans leaving, sectarian issues
and concerns about drug trafficking will become
more central to Iran’s relationship with Afghanistan.
If this happens, it is likely to strengthen the forces
of political fragmentation within Afghanistan.

Tajikistan, Turkmenistan, and Uzbekistan have
interests in securing their borders and preventing
the conflicts of Afghanistan from overflowing into
their states. Each of these countries has ethnic com-
patriots living across the border in Afghanistan. The
Northern part of the country has traditionally been
a stronghold against the Taliban and the Pashtun
tribes that have been the biggest supporters of the
Taliban movement. Even now, resistance to the
Taliban regime is being set up in the Panjshir Valley.
Negotiating with the Taliban to control potential
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terrorists and navigating the complex politics of
dealing with a divided Afghanistan will create sub-
stantial tensions between the central Asian republics
and a Taliban regime in Afghanistan.

The dynamics of Afghanistan make it very
difficult to come up with a stable political order.
Success in negotiating with its neighbors requires
the Taliban to abandon an ideology of Islamic
solidarity to get along with unbelievers and heretics.
Dealing with concerns about their export of opium
requires them to give up one of the country’s most
lucrative businesses. Suppose they can overcome
ideological obstacles and practical problems and are
willing to suppress all groups identified as terrorist
actors by their neighbors. In that case, the Taliban
may become integrated into the Chinese Belt and
Road Initiative — leading to the development of a
lucrative mining sector in the economy and tying
Afghanistan into Chinese supply chains.

Are people who have lived a life as smugglers
and warriors ready to become miners in an industrial
market society? A rapid change in beliefs and attitudes
about life is not what [ would expect from middle-aged,
grizzled soldiers, so integrating Afghanistan into
China’s BRI is a highly improbable event. Far more
likely, the jihadis of forty years of war will create
problems for China’s geopolitical ambitions.

The complex political environment of Afghan-
istan was present twenty years ago as clearly as it
exists today. A long-term commitment to Afghan-
istan was a blunder for American foreign policy.
The Americans bore a good amount of the costs of
managing the political problems of Afghanistan and
the region with minute progress toward integrating
Afghanistan into global society committed to liberal
values. The irony is that the United States did not
have to get entangled in the complexity of Afghan-
istan’s politics and pay these costs. An in-and-out
strategy was viable and would have served as a
symbol of American political might and provided



a cost-effective response to our enemies. In contrast,
Afghanistan’s neighbors have a very challenging set
of problems that need to be managed, as do the diverse
peoples and interests of Afghanistan. They cannot
retreat to a great island protected by two oceans.

—August 25, 2021
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The SNAP Boost Will Make the Poor Appear Poorer

GARY M. GALLES

Contributor

The Biden administration has just increased food
stamp (now SNAP, for Supplemental Nutrition
Assistance Program) benefits by an average of 25%,
adding about $20 billion a year to its budgetary cost.
This means the 42 million current recipients will
all receive additional assistance and that 6 million
more people will become eligible.

The administration lauded itself for its help to
the poor through that greatest-ever expansion in
SNAP, as did allies. For instance, Jamie Bussel, a
senior program officer at the Robert Wood Johnson
Foundation said, “Plain and simple, this is totally a
game-changing moment,” with “enormous potential
to reduce, and potentially eliminate, child hunger
and poverty in this country.”

Unfortunately for the administration, the con-
sequence of the SNAP expansion will be reduced
earnings and more official poverty for those with
low incomes. How can we know? Because of major
income and poverty mismeasurements.

And the political theater should be interesting,
because Democrats who have long used insufficient
progress on measured poverty to “prove” Repub-
licans don’t do enough to fight it will soon have to
explain away why their major poverty initiatives
have not achieved what was promised.

The source of this problem is that official income
and poverty data ignore in-kind transfers and taxes.
That means benefits from programs such as SNAP,
because they are not considered cash transfers, are
not counted in those measures. But the market disin-
centives created by such programs cause recipients
to earn less than they would otherwise, and those
reduced earnings are counted in the data. When you
don’t count what you give people, but you do count
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the reduced earnings that result, such aid makes
them appear poorer, not better off.

SNAP benefits will be omitted from measured
incomes, so the $20 billion annual increase will
show no effect on poverty. However, as affected
households earn more money, those benefits are
phased out at an effective rate of 24 percent (the
statutory rate is 30 percent, but there are some admin-
istrative adjustments), creating an effective 24 percent
income tax rate on their earnings, in addition to any
official taxes they must pay. And that reduction in their
take-home incentives leads them to earn less than they
otherwise would, making them appear poorer as a
result of providing them additional resources.

Similar effects occur on other programs as well.
Housing programs are a good illustration. While
providing valuable housing services to recipients,
because they are in-kind rather than in cash, they
are also omitted from official income measures.
But public housing and Section 8 subsidy programs
require recipients to pay 30 cents more for the same
unit for each dollar they earn, which acts like a 30
percent income tax rate. Just as for SNAP, that
reduces earned incomes, making recipients look
poorer as a result.

Such disincentives are made worse by the fact
that many poverty program recipients are in multiple
programs, creating multiple effective tax rates as
their incomes rise. For example, someone in both
SNAP and the Section 8 housing program would
face an effective 54 percent cumulative tax rate, just
from those programs, as a result. And participating
in still more programs would boost that rate further,
creating severe disincentives.

Medicaid also imposes what amounts to a sharp



income tax, which worsens with more children in a
household. However, rather than reducing benefits
as more income is earned, there is an eligibility cliff
once a certain income level is exceeded. Obamacare
extended eligibility for children up to 133 percent
of the federal poverty level (but most states cover
children to higher income levels), and states were
given the option to similarly extend eligibility to adults.
Once a person earns more than that cutoff, their entire
family loses access to Medicaid. Since it provides
thousands of dollars in benefits per recipient, that is
a precipitous hit that grows with family size.

The omission of taxes in official income data
adds to the misrepresentation. The most obvious bias
introduced is to make higher-income families, who
disproportionately bear tax burdens, look better off
than they really are. But because taxes are ignored,
that means that tax credits are also ignored in the
official data. It means that tens of billions of dollars
annually in Earned Income and Child Care Tax Credits
to lower-income families aren’t counted. Further, the
vast majority of EITC recipients are in the 21 percent
phaseout range of those credits, which acts like an
additional 21 percent income tax rate, and consequent
reductions in earnings over that range are counted.

Dramatic mis-measures of income have long
sustained efforts to justify political redistribution.
And they provide convenient cover for a never-end-
ing story supporting expanded redistribution because
so many policies that provide resources for the poor
actually make them appear poorer in official data.
So it will be interesting to see how Democrats, who
have usually employed this bias to pillory Repub-
licans, do with the shoe on the other foot. But more
important to good policy is the fact that the data we
employ is so inaccurate that it is incapable of effec-
tively evaluating these policies and their effects and
massive ignorance does not assure us of good policies.

— August 26, 2021
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Incremental or Radical Policy Reform?

ROBERT E. WRIGHT

Senior Research Faculty

Those who would reform US public policy in
the direction of increased efficiency fall along a
spectrum, from those who seek incremental changes
at some “margin” to those who seek “root and
branch” changes aimed at wiping away decades
and sometimes centuries of increasingly intrusive
and costly policies.

I’m typically on the root and branch end of that
continuum because, as I explained in my 2010
Fubarnomics, many seeming market failures today
actually stem from ill-conceived New Deal policies
that, if reversed or eliminated, would allow private
solutions, like those described in Ed Stringham’s
Private Governance, to resume. I would gladly
privatize almost everything tomorrow, from food
inspection to security services and transportation
infrastructure to wealth redistribution, and know
from historical experience that it would all work
better than current arrangements.

Other reformers, though, think the administra-
tive state, The Swamp as it were, too powerful
to be directly challenged and seek instead minor
welfare improvements, especially Pareto improving
ones, i.e., reforms that make everyone, or almost
everyone, better off without making anyone else
worse off. John C. Goodman’s New Way to Care:
Social Protections that Put Families First (Oakland:
Independent Institute, 2020) is a good example of
an incrementalist approach.

Goodman is a smart fellow indeed and his book,
though repetitive and a tad off on some Covid-re-
lated details, contains many interesting tidbits and
important facts, including a whopper about Medicare
not incentivizing doctors to treat comorbidities (p.
196). Pre-Covid, that wasted patients’ time and left
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them sicker than they had to be. During a pandemic
in which most mortalities were patients who suffered
from one or more comorbidities, the skewed system
undoubtedly cost many older people their lives by
leaving more comorbidities un- or undertreated
than would have been the case under more rational
incentive structures.

Incrementalism has much to recommend it.
Attempts at reform face the risk-return tradeoff
inherent in any undertaking and many of Goodman’s
suggestions are not economically risky. Unsurpris-
ingly, they are also not terribly remunerative, each
promising savings of millions or billions instead of
the trillions claimed possible by Sean Masaki Flynn
in his 2019 The Cure that Works, which calls for the
radical deregulation of America’s healthcare system.

Goodman, by contrast, sees little inefficiencies
everywhere that could be reduced without goring
anyone’s ox. The fact that our society continues to
leave the equivalent of $20 bills on the sidewalk,
though, is disheartening because it points to the
basic irrationality of our leaders, our system of
governance, or both.

Consider, for example, international and domestic
medical tourism. A procedure that costs, say, $10,000
under Medicare might be had, at the same level
of quality, outside of the patient’s state, region, or
country for, say, $5,000, including travel and other
costs. As the rules currently stand, taxpayers will
fork over the ten grand because the patient has no
incentive to take the cheaper alternative. If Goodman
had his way, taxpayers would split the difference
with the patient if s/he opted for the cheaper alter-
native. Everybody wins except, of course, the higher
priced doctor, but s/he could be cut in too, if only



to garner political support. It isn’t clear that rent
recipients are owed anything, morally speaking,
other than the opportunity to compete fairly after
de-subsidization, especially when their business
practices, like the kickbacks received by pharmacy
benefit managers, would literally be criminal if not
exempted (p. 221).

A large number of other healthcare-related
reforms, like home visits and various forms of
remote medicine, would also prove Pareto-im-
proving if the ill-gotten gains of rent-seekers are
excluded. Prior to the pandemic, it was illegal under
Medicare for doctors to treat patients other than
face-to-face in their offices thanks to the American
Medical Association’s successful rent-seeking. That
special interest group might prove strong enough to
return the masses to the status quo ante pandemus
when it comes to remote care (pp. 199-203).

Proposals to allow people to opt out of various
aspects of the social security net, from the life annuity
to the survivorship benefits to the disability program,
are also clearly Pareto, assuming that displaced
federal workers will be assigned comparable jobs.
The key insight is that many people, especially
younger ones, would be willing to give up uncertain
future Social Security payments in exchange for a
lump sum paid today into an investment vehicle,
like an IRA or 401K, less than the actuarial value
of the promised Social Security stream. Funding
the lump sum payments would be a little tricky, but
Goodman has a plan for that.

In fact, Goodman, with help from his staffers, has
a plan for everything. And that points to the second
great weakness of the incremental approach, the
need for plans and schemes designed to keep sundry
compromises, half-measures, and transitions headed
in the right direction. Goodman is a master of detail
and his plans require far less omniscience than the
six billion different prices that Medicaid bureaucrats
(purport to) manage, but they are still plans, many
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with complexities that are less mind-boggling and
soul-crushing than the government programs they
seek to replace, but mind-boggling and soul-crush-
ing nonetheless.

That complexity stems from the fact that
reformers need to take care that they don’t inad-
vertently make matters worse, either because they
missed some perverse incentive or unintended con-
sequence or because some politician or bureaucrat
changes something important in an important way
somewhere between inception and implementation.
Reform plans, like battle plans, rarely survive first
contact with the enemy.

Incrementalists and radical advocates of liberty
should not joust each other too much because they
face a formidable common enemy, paternalistic
statists who assume, rather than establish, the supe-
riority of top-down, one-size-fits-all government
“solutions” to individual problems. The United
States government may descend into a uniquely
American brand of Marxism, fascism, or some other
form of authoritarianism, but if American society
arises again, like a phoenix from the inevitable
ashes, liberty lovers must push to sanctify for all,
for all time, the ultimate human rights of economic
freedom and individual liberty so that a new Swamp
does not again fill American nostrils with the fetid
stench of costly, inefficient programs, economic
decay, and human misery. Until then, pressing for
Pareto-improving reforms like those laid out by
Goodman may be the best that can be done.

—August 30, 2021



How Does the Federal Reserve Evaluate Policy?

JAMES L. CATON

Fellow, Sound Money Project

Since March 2020, the Federal Reserve has engaged
in an unprecedented expansion of the balance sheet,
which now stands at over $8 trillion. Another record
has been set if you measure the balance sheet relative
to the value of currency in circulation. As a fraction
of the balance sheet, currency in circulation is just
more than a quarter of its total value. The remaining
liabilities include deposit accounts and borrowing by
the Federal Reserve. These assets allow the Federal
Reserve to prevent a majority of dollars from cir-
culating and generating higher rates of inflation.

If you follow the Sound Money Project, this
is probably not news to you. What remains unex-
plained, however, is how exactly the Federal
Reserve sets monetary policy. How do Fed officials
determine the desired size and composition of the
balance sheet? What guides their choice of the
federal funds rate?

A New Regime

After the financial crisis of 2008, monetary policy
no longer restricted its operations to determining
the supply of money — reserves — made available to
financial markets. For more than two decades before
the crisis, policy was implemented by targeting the
federal funds rate. If inflation expectations appeared
to be pushing interest rates upward, the Federal
Reserve could choose to attempt to maintain low
rates for a brief period, but would ultimately need
to allow the federal funds target to rise in response
to pressure from financial markets. With some
exceptions — for example, preparation for Y2K and
the response following 9/11 — Paul Volcker and Alan
Greenspan tended to allow interest rates to rise under
these circumstances.
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Interest rates might rise due to growing expend-
iture during periods of economic recovery or if
investors expect future monetary policy to be
relatively easy. When the Federal Reserve could
not target demand for money, expansionary policy
tended to be constrained by inflation expectations.
The Federal Reserve might succeed in maintaining
low interest rates in the short run, but in the long run
investors will interpret easy money as being infla-
tionary and will therefore demand high returns on
investment to offset expected devaluation of currency.

When Ben Bernanke took the helm at the Federal
Reserve, he appreciated that Volcker and Greenspan
tamed long-run inflation expectations. However,
he feared that their strategy did not appropriately
anchor short-run inflation expectations. Perhaps the
boom in commodities prices in the early part of his
tenure had stoked this concern. By the onset of the
crisis, the monetary base was expanding at a record
low rate. From 2007 onward, the rate of increase
year-over-year never breached 3 percent. And in
the first half of 2008, this rate was often less than
one percent.

When Bernanke had to choose between increasing
the rate of currency in circulation or averting a
financial crisis, he chose a third path: create new funds
and sequester them by providing deposit accounts at
the Federal Reserve. At the time, the Federal Reserve
balance sheet more than doubled and since that time,
currency in circulation has not exceeded more than
half of the value of the balance sheet.
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Making Monetary Policy

Again, how does the Federal Reserve set monetary
policy in this new system now that it determines the
supply of and influences the demand for reserves? In
order to answer this question we must first identify
(1) how the Federal Reserve targets the supply of
and demand for reserves, and (2) how the Federal
Reserve identifies whether or not financial markets
merit increased support.

The Federal Reserve sets the supply of base
money that may serve as reserves for the financial
system, typically allowing the quantity of base
money to increase modestly over time. Fed policy
tends not to allow this rate to increase significantly
absent a crisis. Thus, for a given level of currency
in circulation, the Fed eases or tightens policy by
increasing or decreasing the remaining portion of the
balance sheet not composed of circulating currency.

How does the Fed determine whether its stance
should ease or tighten? One useful tool is the loss
function. It is common for a loss function to measure
the efficiency of policy relative to policy targets
for the rates of inflation and unemployment. In a
recent article for the American Economic Review,
former Fed Chair Bernanke judges the efficiency
of monetary policy according to the loss function
values yielded by his simulation.

The loss function is typically represented as the
sum of the squared differences of each component
of the loss function. One component compares the
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observed rate of inflation to the target rate, the other
compares the observed rate of unemployment to
its target rate. One might evaluate past policy by
comparing the evolution of policy to that of the loss
function. The data I present below assumes targets
of 2% for inflation and 4% for unemployment.
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Since we seek to explain the direction of policy
and not the efficiency of policy, I present the
difference of the inflation component and the unem-
ployment component, indicating the observed value
of a variable in each period i:
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The loss function presented is a heuristic for deter-
mining whether policy should loosen or tighten. As
the value of the function rises closer to 0, a winding
down of the balance sheet is merited. Before
September 2019, Powell seems to have followed
this logic as the Fed began tightening when the linear
loss function moved closer to 0. A hiccup in the
overnight lending market led Powell to modestly
lower the federal funds rate. Months later, inter-
national lockdown in response to Covid-19 led the
linear loss function to move into extreme negative
territory. In response, Powell slashed interest rates to
zero and has been continuing to expand the balance
sheet in excess of currency in circulation.



While Powell has continually advised that he
plans to maintain low interest rates at least into the
near future, the return of the linear loss function
to zero and potentially into positive territory will
likely stoke concern from those who prefer a greater
level of caution. For the last few months, core CPI
has moved well above the average target of 2%. In
June, year-over-year inflation was nearly 4.5% by
this measure.

In August, Powell indicated that monetary policy
would asymmetrically target unemployment and
would only tighten monetary policy in response to
rising inflation. Since Powell does not seem par-
ticularly concerned about inflation at the moment,
there is a good chance that the loss target that [ have
presented moves into positive territory. Powell will
have to convince investors that the higher rate of
inflation is transitory.

Last month, Jim Bullard of the St. Louis Federal
Reserve called for an end to emergency measures.
If inflation does not relent in approaching months,
this call for a modest tightening will likely develop
support from other ranking members of the Fed.
I’'m willing to bet that support for tightening will
be strongly correlated with the value of the loss
function presented here.

—August 27, 2021
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A Tragic Half Century Without Gold Money

RICHARD M. SALSMAN

Senior Fellow

In 2012 a poll taken by the University of Chicago’s
Booth School of three dozen academic economists
from eight prestigious universities revealed that they
all despised the gold standard; they rejected it not so
much for its track record but as a possible monetary
system for current times. Professors from Chicago
(8), Stanford (6), Yale (5), Harvard (5), Berkeley (5),
MIT (4), Princeton (4), and Columbia (1) spoke with
one voice and not a scintilla of intellectual diversity.

Surely then they must know something I don’t
know, me being a serious scholar and proponent of
the gold standard. Alas, it isn’t so. Their view is a
product of their time, not of monetary science.

Had similar academics been polled a century ago
they would have extolled the gold standard; they
would have expressed deep regret at having just
witnessed the political sabotage of the well-func-
tioning, well-respected classical gold standard
(1870-1913) during WWI (1914-1918); they
would have warned against a resort to watered-
down versions of the gold standard; they would
have opposed arbitrary fiat-money regimes. How
do I know this? Because I’ve read most of the
books, articles, and speeches of the major monetary
economists of that golden period.

Unlike foes of the gold standard today, the fans
of it a century ago had facts and logic on their side;
but also, nothing material has transpired since 1921
to make the case for a golden monetary system any
less valid. Indeed, the current unanchored “system”
of monetary nationalism, with its dozens of floating,
sinking, and gyrating currencies both defies logic
and deranges economies. This is what today’s
“prestigious” foes of gold implicitly condone: the
subjective, the arbitrary.
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Today the case for a gold-based monetary system
is dismissed out of hand, in parrot-like unison, as
unprofessional, as mere quackery; a century ago,
opposition to gold-based monetary systems likewise
was ridiculed as the amateurish rants of cranks. A
crucial phenomenon this reveals is that economics—at
least “establishment” (i.e., conventional, acceptable)
economics—is logically downstream from politics,
just as politics (I would argue) is downstream from
culture and morals. For good or ill, politicians and
bureaucrats get the monetary system that they (and
voters) want.

If the philosophy of a previously-free nation
changes for the worse—i.e., toward authoritari-
anism—such that voters demand that government
exert free rein in money and public finance, with
unlimited scope for fiscal profligacy, any type of
gold standard will have to relent. This traditional
bulwark of monetary integrity and solidity will be
countered, coopted, and crushed. The gold standard
wasn’t suspended in 1933-34 because it caused the
Great Depression or the wave of bank failures,
nor did it disappear in 1971 because it somehow
“didn’t work™ anymore. It’s been gone since 1971
because fiscal alchemists in charge of profligate
states couldn’t make it work like magic, meaning:
they couldn’t expand the gold supply as much as
they expanded government.

Fifty years without a gold-based monetary system
is not only unprecedented in human history but
unfriendly to economic prosperity. When President
Nixon jettisoned the Bretton Woods gold-exchange
standard on August 15, 1971, many folks thought it
was a temporary measure; not coincidentally, it came
with wage and price controls. But the balkanized,



nationalistic non-system that followed 1971 has
persisted. The terrible legacy of this fundamen-
tally arbitrary system—one endorsed by Marxists,
Keynesians, and Monetarists alike—is a sustained
erosion of sound finance.

Most economists who examine the gold standard
(a dwindling lot of us, to be sure) tend to focus
most on its history or mechanics, regardless of the
different forms the standard might take and apart
from whether economists identify as fans or foes
of gold-based money. By reference to such criteria
as efficiency and practicality, it is well-established
and well-proven that gold-based monetary systems
have best facilitated price discovery, profit calculation,
private planning, saving and investment, international
trade, and—consequently—economic prosperity.

Importantly, efficient, practical success was
most evident during the decades of the classical
gold-coin standard (1870-1913), but less so when
government hoarded and debased gold under the
gold-bullion standard (1914-1948), and even less so
under the gold-exchange standard (Bretton Woods,
1948-1971), when the U.S. dollar alone was directly
redeemable in gold (for foreign central banks) then
further debased. A close study of these distinct
versions of the gold standard shows that they tracked
closely the prevailing size, scope, and power of the
U.S. government.

A minimalist, more constitutionally limited
government prevailed under the classical gold-coin
standard; it was four decades of free trade, no income
tax, no central bank, no welfare state, and no major
wars. Subsequent versions (1914-1948, 1948-1971)
were accompanied by massive increases in the
welfare-warfare state; gold money suffered amid
wars, deep recessions and depressions, systemic
bank failures, and mass unemployment. Disingen-
uous observers (and perpetrators) of these various
catastrophes cleverly (and falsely) blamed the gold
standard and capitalism, even as each was assaulted,

51

in accord with the wishes of socialists and fascists.

Successively weaker versions of the gold standard
over the century of 1870-1971 mirrored successively
stronger (i.e., more statist, more invasive) versions
of U.S. federal governance. The welfare state has
grown enormously, but for electoral reasons it can’t
be sustained by ever-higher taxes; it needs more
deficit spending, hence more public debt, hence
more debt monetization, hence more fiat money
creation. None of that is consistent with a gold
standard (of any type).

Statism largely explains why gold-based money
was jettisoned and why its restoration won’t come
easily (or soon). It’s not the mechanics of gold that
bar a clear path to monetary sanity; in fact, it isn’t
very difficult to end central banking and reinstate
the gold standard. The root problem is that central
banks exist not to “fix market failure,” “smooth the
business cycle,” or “fight inflation” but to facilitate
public profligacy. Thus, central banks will persist so
long as fiscal profligacy persists, and the latter will
persist-and even intensify—the longer we’re left to
work without gold money.

Figure One illustrates how the U.S. dollar was “as
good as gold” from the time of the nation’s founding
in 1787 (thanks to Treasury Secretary Alexander
Hamilton) until WWI, with the exception of the
inflationary “greenback” era during America’s
Civil War. In this amazing century-and-a-quarter,
inventors, capitalists, and entrepreneurs heroically
built America’s agricultural-industrial-financial
might. Gold wasn’t an impediment to this fine
achievement but an impetus.



I
Figure One
The U.S. Dollar’s Weight in Gold Since the Founding
Log chart; dollar in milligrams of gold; 1787-2021
Sonrce: PrcedinGold.com
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As I’ve documented previously, the production
of money isn’t the same as the production of wealth,
of real goods that enhance living standards. Humans
need wealth more than money, and money only to
the extent it facilitates the creation of wealth. Which
type of money has best promoted real U.S. output in
the past century? Gold-based standards (Table One)
with 4.9% per annum growth in industrial output
during 1921-1948 (a period which includes the
Great Depression and the destruction of WWII) and
4.2% per annum even amid the less-solid Bretton
Woods gold-exchange standard (1948-1971). U.S.
output has grown /east since 1971 (a mere +2% per
annum), when gold was absent from the monetary
system. Slow growth is now the norm. This system
is preferred by academic-economic elites today. Are
they not the real monetary cranks?

Consider, also, the record of U.S. federal deficit
spending since 1921. It’s been most prominent over
the past fifty years, the years without the dreaded
gold standard. Budget deficits have occurred 94%
of the time since 1971. This is now the norm. Do
academic elites despise the gold standard because
they prefer both slower economic growth and greater
public profligacy?
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Tabkle One
The Production of Wealth versus Deficit Spending
U.S., 71927-2027

(19211948 | 1948-1971 1971-2021
(27 years) (23 years) (30 years)
gold-exchange | Bretton Woods| fiat money
standard System “standard™
compounded per annum
growth in the Industrial 49%, 4 205 200
Production Index
%e of years when
the U.S. budget 509, T4%, 0494

was in deficit |, _

The best that can be done in the near term is
to make central banks adopt a gold price rule, an
approach I’ve explained and defended elsewhere
(“Real and Pseudo Gold Price Rules,” Cato Journal,
2020). But even this requires rulers to follow a rule.
In today’s world, where objectivity and the rule of
law are in retreat, while authoritarian discretion is
on the march, any rule (of any kind) is dismissed by
monetary central planners as too rigid, even dangerous.
In truth, the planners want to evade accountability;
they also tend to prefer more statist government.

Just as economic-monetary systems reflect
political systems, for good or ill, so political systems
reflect moral-philosophic systems. The philosophic
basis of the gold standard includes an individu-
alistic ethic, a widespread love of liberty, robust
entrepreneurship, respect for property rights, the
maintenance of constitutionally limited government,
free trade, and peace. When these features are diluted,
disdained, or dismantled, gold-based money neces-
sarily leaves the scene. A once-objective system of
real money is displaced by subjective schemes and
“virtual” money.

More than a quarter century ago, I wrote that:

Free banking and the gold standard require
a context of greater political freedom. All
over the world, people have been protesting
big government and voting for freer political
systems. If the growing resentment of the
failures of central planning and the growing



respect for free markets grows further, free
market money may be possible one day. The
factual evidence of its past performance is
a matter of public record—it must be taken
seriously by monetary reformers. What is
needed above anything else is a clear and
unequivocal endorsement of the classical liberal
philosophy held by America’s Founding Fathers.
The prospects for free banking and gold money
depend ultimately on the prospects for liberty.
(Gold and Liberty, AIER, 1995, p. 122)

Prospects for a gold-based monetary system in
our future are as bleak as are prospects for liberty.

—August 15, 2021
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