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Chapter 1: The One Lesson, Updated
"The art of economics consists in looking not merely at the immediate but at the longer 

effects of any act or policy; it consists in tracing the consequences of that policy not merely 

for one group but for all groups."

— Henry Hazlitt, Economics in One Lesson

The modern world has not abolished scarcity. It has merely developed better manners for 

denying it. Scarcity now arrives wrapped in moral language, escorted by a slogan, and 

presented as though it were optional—like paying for luggage at an airport. We are told, in 

tones of philanthropic certainty, that a problem can be solved by declaring a price “unfair,” a 

profit “excessive,” or a fortune “immoral,” and then passing a law that forbids the arithmetic 

from continuing.

Reality is less sentimental. It counts.

The first obligation of serious policy is not to feel righteous. It is to see. To see not only what 

happens immediately, to the people singled out for help, but what happens next—to everyone 

else, later, when the incentives have adjusted, the substitutions have begun, and the bill has 

drifted to whoever could not avoid it. That is the lost lesson. Not because it is difficult, but 

because it is inconvenient. It punctures the pleasant lie that a government can distribute 

benefits without distributing costs.

The political mind loves the visible winner. A subsidy cheque in a hand. A capped price on a 

sign. A tax with a villain’s name attached. These are photogenic. They produce ceremonies. 

They invite speeches.

The economic mind, if it is doing its job, counts the invisible losses. The apartment never 

built. The job never offered. The cheaper product that disappears. The retirement portfolio 

that quietly shrinks because the market has repriced the future. The small business that 

chooses not to expand because uncertainty has become a tax. These losses do not march. 

They do not have lobbyists. They do not hold press conferences. They simply fail to exist. 

And because they fail to exist, they are rarely defended.

This book is a guide to noticing them.
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The One Lesson

The single lesson can be stated plainly: judge any policy not only by its immediate results, 

but by its longer results; not only for one group, but for all groups. The first effect is what 

the policy advertises. The second effects are what the policy does. They are the difference 

between a poster and a ledger.

This is not cynicism. It is a form of compassion that refuses to lie. When the poor are 

promised relief, and the relief comes in the form of a policy that shrinks supply, raises costs, 

weakens investment, or closes entry, the poor are not merely disappointed. They are trapped

—first by the policy, and then by the story told about the policy, which insists that any failure 

must have been caused by greed, sabotage, or insufficient zeal, never by the design.

To keep that from happening, we must learn a small set of concepts that are neither 

fashionable nor optional. They are the unromantic bones beneath every economic argument: 

secondary effects, time horizons, incentives, substitution, and incidence.

They are not jargon. They are reality, described.

Secondary Effects: The World After the Press Conference

A primary effect is what a policy does on day one. A secondary effect is what people do in 

response on day thirty, day three hundred, and day three thousand. Most policy debates stop 

at day one. This is not because day thirty is unknowable. It is because day thirty is 

embarrassing.

A policy is not a photograph; it is a force applied to a living system. Push here, and 

something gives there. Human beings do not accept a new rule and continue in their old 

habits like well-trained furniture. They learn the rule, read its incentives, and then—quietly, 

rationally—rearrange their lives around it. This is why policies that look merciful in their 

announcement can become brutal in their outcomes. They create new scarcities, new 

gatekeepers, and new humiliations, then claim innocence because the cruelty was not the 

intention.

If the government caps rents, the primary effect is easy to announce: some renters pay less. 

The secondary effects are harder to celebrate: fewer new rentals are built, maintenance is 

deferred, landlords become selective, and the lucky tenant stays while the unlucky one cannot 

find a place at all. The visible winner is the tenant who already has the keys. The invisible 
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loser is the newcomer—the young couple, the migrant worker, the newly divorced parent—

who learns that “affordable housing” can mean “no housing.”2

If the government bans “price gouging” after a storm, the primary effect is again flattering: 

prices do not rise. The secondary effect is that supplies arrive more slowly, because the very 

price increase that would have pulled in trucks and inventory has been forbidden. The poor 

are not helped by the absence of high prices if it is replaced by the presence of empty shelves. 

You cannot eat righteousness.

Most policies are sold as if the world were static. It is not. People do not hold still while 

being adjusted. They respond, adapt, evade, substitute, defer, relocate, and retaliate. A policy 

that pretends otherwise is not merely naïve; it is dishonest.

To insist on secondary effects is not to insist that nothing should be done. It is to insist that 

what is done should work.

Time Horizons: The Tyranny of “Now”

Politics has a built-in preference for the present. Election cycles reward policies that deliver 

immediate, visible benefits and push costs into the future. The future is a convenient place to 

store consequences because it has no vote.

Economics is the refusal to exploit that convenience.

The time horizon problem appears whenever policy is sold as a “quick fix.” A quick fix is 

often a promise that today’s comfort will not affect tomorrow’s capacity. But tomorrow’s 

capacity is exactly what is being traded away. If a policy reduces investment, you do not feel 

the harm at the moment the bill is signed. You feel it years later in the form of slower growth, 

thinner wages, fewer firms, and a public budget that is permanently more strained than the 

speeches predicted.

When a government subsidises first-time homebuyers, the immediate beneficiaries are 

visible: some people can bid more. The later victims are diffuse: home prices rise, sellers 

capture the subsidy, and the next cohort finds the ladder moved one rung higher. A policy that 

begins as help becomes a kind of inflation, targeted at the young. It is politically clever 

because the harm appears later, after the announcement has been archived.

2 The modern consensus is captured by Diamond, McQuade, and Qian (2019), “The Effects of Rent Control 
Expansion on Tenants, Landlords, and Inequality: Evidence from San Francisco,” American Economic Review. 
They found that while incumbent tenants benefited, landlords reduced rental supply by 15% (converting to 
condos or owner-occupancy), which ultimately increased city-wide rents by 5.1%.
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When a government uses cheap money to soothe a crisis, the immediate effect is relief. The 

later effect can be an inflationary tax that punishes savers and wage-earners, rewards 

leveraged speculators, and corrodes trust in the currency. The harm arrives quietly, as a slow 

theft in units. It does not feel like a tax, which is why it is loved by governments that wish to 

spend without argument.

Time horizons are not an academic indulgence. They are the difference between a society that 

grows and a society that consumes its future.

Incentives: The Invisible Handcuffs

“Incentives” is the word for the boring fact that people respond to rewards and punishments. 

It is also the word for a deeper, more insulting truth: much of moral posturing dissolves the 

moment it meets a changed payoff.

If you tax something heavily, you get less of it—or more avoidance of it. If you subsidise 

something, you get more of it—or more people pretending to be it. If you cap a price, you 

reduce supply. If you guarantee a bailout, you encourage risk. If you punish success in a 

particular form, you will not abolish success; you will drive it into other forms, other places, 

other evasions.

This is why moralising economics is so dangerous. When policy is framed as a punishment 

for vice, its designers begin to imagine that behavioural response is a confession of guilt. A 

wealthy person restructures assets to avoid a wealth tax, and the response is, “See? They are 

greedy.” Perhaps. But greed is not the analytic point. The analytic point is that the tax base 

shrinks, compliance costs rise, and capital is diverted from productive allocation to defensive 

manoeuvre. A policy that induces avoidance has not purified society. It has created an 

avoidance industry.

The same logic applies to ordinary life. Make hiring legally perilous and employers hire less. 

Make building legally tortuous and builders build less. Make business formation a labyrinth 

and fewer businesses form. Make property rights uncertain and investment retreats. Ignore 

incentives, and policies become prayers written in legal language.

Substitution: The World Moves Sideways

When a policy blocks one path, people do not stop moving. They move sideways. This 

sideways motion is not exotic. It is what happens whenever you try to freeze a living system 

with a rule.
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Substitution is the reason naïve policy produces such predictable ironies. You cap one price 

and create another. You ban one action and induce a worse one. You target one group and 

push the burden onto another. You subsidise one behaviour and crowd out a better one.

Consider the simplest substitution: the queue. When the price of a good is held artificially 

low, demand exceeds supply. Something must ration the good. If price cannot ration, time 

will. The queue becomes the price. It is paid not in money but in hours, lost wages, and 

humiliation. A system that replaces money prices with time prices does not become more 

humane; it becomes more regressive, because the people with the least money also tend to 

have the least spare time and the least ability to navigate bureaucracy.3

Now consider the darker substitution: the grey market. If you cap prices on scarce goods, a 

black market forms where the good is available at a higher price, to those with connections, 

cash, or willingness to break rules. The official economy becomes a theatre of fairness—

empty shelves and moral speeches—while the real economy shifts behind the curtain. The 

poor do not gain equality from this arrangement. They gain exclusion. The well-connected do 

not suffer. They adapt. A policy that claims to punish greed often ends by rewarding the most 

unscrupulous and the best networked.

Substitution also occurs in investment. If you tax a particular form of ownership or return, 

capital does not vanish; it shifts. It goes abroad, into different structures, into less transparent 

vehicles, into lower-risk instruments, or into passive avoidance. The state still gets to 

announce the tax; the economy gets the quieter consequence.

This is the practical reason slogans fail. They imagine the world holds still while they 

rearrange it. The world moves.

Incidence: The Bill Never Stays Where You Put It

Incidence answers a glamorous question with an unglamorous truth: the cheque writer is not 

necessarily the payer.

The public mind likes to identify the payer by pointing to the person who writes the cheque. 

The economic mind asks who cannot escape. A corporation may remit a tax, but it can 

respond by raising prices, lowering wages, cutting investment, relocating activity, or 

3 On the mechanism of time-prices replacing money-prices, see Yoram Barzel, “A Theory of Rationing by 
Waiting,” Journal of Law and Economics (1974). For empirical evidence of hoarding and shortages following 
anti-gouging laws during the COVID-19 pandemic, see Roberts and Chakraborti, Weber State University (2021), 
and Cabral and Xu, “Seller Reputation and Price Gouging,” Economic Inquiry (2021).
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restructuring operations. The tax must land somewhere. It lands where bargaining power is 

weakest and alternatives are few. That is incidence.4

Incidence is why tariffs—sold as penalties on foreigners—are often paid by domestic 

consumers and domestic industries that rely on imported inputs. The visible story is patriotic. 

The invisible bill arrives in higher prices and weaker competitiveness.

Incidence is also why “tax the rich” slogans can injure ordinary savers. Large fortunes are not 

piles of cash; they are stakes in companies, and those companies are held widely through 

pensions, retirement accounts, endowments, and insurance portfolios. A policy that forces 

repeated liquidation of concentrated holdings creates sell pressure where the rest of society is 

long. Markets clear at the margin. Prices adjust. And when prices adjust, they do not consult 

your intentions.

Any policy proposal that does not specify incidence is not a proposal. It is a performance.

Politics Loves Visible Winners

Now we can state the book’s method with the precision it deserves. Politics is biased toward 

the seen, the immediate, and the concentrated. Economics is the discipline of including the 

unseen, the delayed, and the dispersed.

That is why bad policies survive. Their benefits are easy to point at. Their costs are hard to 

name.

A capped price has a face: the person who pays less today. The cost has no face: the person 

who cannot buy tomorrow.

A subsidy has a ribbon-cutting ceremony. The cost is a future price rise, or a future tax 

burden, or a future inflation that dissolves wages.

A punitive tax has a villain. The cost is reduced investment, avoidance industries, and thinner 

growth—costs that are real but politely invisible.

This is not an argument for doing nothing. It is an argument for doing things that survive the 

second look.

Example 1: Subsidise Demand, Inflate Price (Homebuyer Grants)

4 This is the principle of tax incidence. A standard demonstration is the corporate tax: while levied on the firm, 
studies like Fuest, Peichl, and Siegloch, “Do Higher Corporate Taxes Reduce Wages?” American Economic 
Review (2018), show that a significant portion (often 30–50%) is passed on to workers in the form of lower 
wages.
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Consider a policy that offers grants to first-time homebuyers. It is sold as a ladder. It often 

functions as a lever.

Claim: Young people cannot afford homes; therefore give them more money to buy homes.

Hidden assumption: Housing supply will expand to meet higher demand.

Behavioural response: Sellers raise prices; buyers bid higher; developers face the same 

constraints as before.

Second effects: The grant is capitalised into prices. The immediate cohort may gain entry, 

but the next cohort faces higher prices. The policy becomes a transfer to sellers and existing 

owners.5

Who pays: Future buyers, renters facing higher rents, and taxpayers funding the grant.

Better test: If the constraint is supply, a demand subsidy is a price inflator dressed as 

compassion.

The key point is not that young people should be abandoned. It is that the policy is mis-

specified. If housing is scarce because of zoning, permitting delays, and veto politics, then the 

reform must address those constraints. Otherwise the state is handing a bucket of water to 

someone whose house is on fire and congratulating itself for generosity.

Example 2: Inflation Is Not a Personality Trait

When prices rise broadly, modern discourse prefers moral diagnoses. “Greed.” “Corporate 

power.” “Price gouging.” These are convenient because they imply the solution is 

punishment.

Claim: Prices are rising because firms are greedy.

Hidden assumption: Greed is new, and it changes in sync across the whole economy.

Behavioural response: Governments enact controls or windfall penalties; firms reduce 

supply or invest less; shortages deepen.

Second effects: Controls create misallocation and queues. Investment falls in precisely the 

sectors where more supply is needed. Public trust erodes as official explanations clash with 

lived shortages.

Who pays: Wage earners and the poor, who suffer most from scarcity and who cannot hedge.

5 The capitalization of demand subsidies into house prices is robustly documented. For the UK “Help to Buy” 
scheme, see Carozzi, Hilber, and Yu, “On the Economic Impacts of Constraining Second Home Investments,” 
Journal of Urban Economics (2020), and their related LSE analysis showing that in supply-constrained areas, 
the subsidy was fully passed through to sellers in higher prices. Similar results for the US First-Time 
Homebuyer Credit can be found in Berger, Turner, and Zwick, National Bureau of Economic Research (2016).
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Better test: Broad, persistent price rises must be explained by broad monetary and supply 

conditions, not by a sudden moral collapse.

This is not a defence of corporate virtue. It is a defence of causation. Greed does not explain 

why thousands of unrelated goods rise together. Scarcity and money do. If you treat inflation 

as a villain’s mood, you will choose the wrong weapons and then wonder why the monster 

survives.6

Example 3: Wealth Is Not a Vault of Cash

The word “wealth” is now used as if it were a bag of coins sitting in a room, waiting to be 

redistributed by the morally awake. It is not.

Most large fortunes are concentrated in illiquid or semi-liquid assets: founder equity, control 

blocks, private business stakes, real estate, and long-term holdings whose “value” is an 

estimate made at the margin. A wealth tax arrives in cash. The asset does not.7

Claim: A small annual wealth tax can fund large programmes with little effect.

Hidden assumption: The taxed wealth is liquid, stable, and costlessly convertible to cash.

Behavioural response: The taxpayer sells assets, borrows, restructures, relocates, litigates 

valuations.

Second effects: Forced selling depresses prices at the margin and increases volatility. 

Avoidance industries grow. Capital allocation shifts from productive risk-taking to defensive 

manoeuvre.

Who pays: Not only the targeted wealthy, but savers, pension funds, endowments, and future 

workers via lower investment and repriced assets.

Better test: If a tax requires repeated liquidation of productive assets, it taxes the wealth-

creating process.

This chapter does not finish that argument. It only opens the door: the first look at wealth is 

usually wrong because it confuses paper value with cash flow, and it confuses resentment 

with revenue.

6 The distinction relies on Milton Friedman’s 1963 proposition: “Inflation is always and everywhere a monetary 
phenomenon.” While supply shocks (like energy) can change relative prices, sustained general price level 
increases require monetary accommodation. For a contemporary review of the "greedflation" error vs. macro 
factors, see the IMF’s World Economic Outlook (October 2022) decomposing inflation drivers.
7 On the administrative failure of European wealth taxes due to valuation and liquidity disputes, see the OECD 
report “The Role and Design of Net Wealth Taxes in the OECD” (2018). It notes that of the 12 countries with 
wealth taxes in 1990, only three retained them by 2017. France’s repeal (2018) was explicitly driven by the 
observation that the tax spurred capital flight and reduced the investment base.
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Example 4: Rent Control and the Cruelty of Shortages

Rent control is the policy that allows a society to feel compassionate while becoming crueler. 

Its cruelty is not theatrical. It is administrative.

Claim: Rents are too high; cap them.

Hidden assumption: Supply and quality will remain unchanged.

Behavioural response: Landlords defer maintenance, convert units, exit markets; builders 

build less; allocation becomes selective.

Second effects: The city develops a class of protected tenants and a class of excluded 

seekers. Quality declines. New entrants face scarcity and gatekeeping. Mobility falls because 

people cling to underpriced units.

Who pays: The poor without existing leases, the young, migrants, and anyone needing to 

move; also the neighbourhoods that decay under deferred maintenance.

Better test: If a policy lowers price by reducing supply, it replaces high rents with no homes.

Rent control’s defenders speak as though the only alternative to a cap is surrender to 

landlords. That is another slogan. The genuine alternative is building. Build supply, reduce 

barriers, shorten permits, allow density, and punish fraud. You cannot legislate affordability 

by forbidding prices to speak.

What This Book Will Do

This is not a book against compassion. It is a book against compassion that refuses 

arithmetic. It will take the slogans that dominate modern politics—about housing, taxes, 

inequality, trade, inflation, and the moral status of wealth—and ask a single question: what 

happens next?

The method is consistent. Each time a policy is proposed, we will identify the claim, uncover 

its hidden assumptions, examine behavioural response, count the second effects, locate the 

true incidence, and test whether the policy builds a ladder or merely performs levelling.

We will also insist on something contemporary debate has almost forgotten: the difference 

between inequality and immiseration. Inequality is natural in any society that allows talent, 

effort, discipline, and luck to vary. The scandal is not that outcomes differ. The scandal is that 

pathways close. The scandal is a society in which the poor are not merely poor, but locked 

out—from safe streets, decent schools, entry-level work, affordable housing, honest credit, 

and the simple ability to keep the fruit of labour.
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When those pathways are blocked, the public is offered a substitute for reform: resentment. 

Resentment is politically useful because it needs no mechanism. It only needs a target. It is 

also economically barren. It can punish. It cannot produce. It can seize. It cannot build.

The book’s moral stance is therefore strict: protect the wealth-creating process, because that 

process is what raises wages and funds dignity. But protect it on condition that it remains 

open—open to entry, open to competition, open to the ordinary person with competence and 

ambition. When it becomes captured, it becomes corrupt, and it deserves to be broken—not 

by levelling outcomes, but by restoring competition and access.

That is where we are going.

The Lesson Line

Virtue is easy to narrate; prosperity is hard to build. Stop watching intentions and start 

counting the second effects.
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Chapter 1 Notes

[1] The "Seen vs. Unseen" Framework Frédéric Bastiat, Ce qu'on voit et ce qu'on ne voit 

pas (1850). The foundational text establishing that the "bad economist" pursues a small 

present good followed by a great future evil, while the "true economist" accepts a small 

present evil for a great future good.

[2] Homebuyer Grants & Price Capitalisation Carozzi, Hilber, and Yu, “On the Economic 

Impacts of Constraining Second Home Investments,” Journal of Urban Economics (2020). 

Demonstrates that in supply-constrained markets, demand subsidies are fully passed through 

to sellers via higher prices. See also: Berger, Turner, and Zwick, NBER (2016) on the US 

First-Time Homebuyer Credit.

[3] Rent Control & Supply Substitution Diamond, McQuade, and Qian, “The Effects of 

Rent Control Expansion on Tenants, Landlords, and Inequality,” American Economic Review 

(2019). Found that while incumbent tenants benefited, landlords reduced rental supply by 

15% (converting to condos), driving up city-wide rents by 5.1%.

[4] Queues as Prices Yoram Barzel, “A Theory of Rationing by Waiting,” Journal of Law 

and Economics (1974). Establishes the mechanism where time-costs replace money-costs 

when prices are suppressed.

[5] Inflation vs. Greed Milton Friedman, A Monetary History of the United States (1963). 

Establishes the monetary basis of general price level increases. For modern refutations of 

"greedflation," see IMF World Economic Outlook (Oct 2022), decomposing inflation drivers 

into energy shocks and monetary expansion rather than profit margins.

[6] Wealth Tax Administrative Failure OECD, The Role and Design of Net Wealth Taxes in  

the OECD (2018). Documents the repeal of wealth taxes in 9 out of 12 OECD nations (1990–

2017) due to capital flight, high administrative costs, and negative impacts on investment.

[7] Tax Incidence Fuest, Peichl, and Siegloch, “Do Higher Corporate Taxes Reduce Wages?” 

American Economic Review (2018). Empirical evidence that approximately 30–50% of 

corporate tax burdens are passed on to workers via lower wages.
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