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The Lost Lesson: Economics After the 
Slogans

A guide to…

Why prosperity is built, not seized

The consequences we refuse to count

How policies that feel good often make people poorer
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Dedication

For my wife, who insists on clarity when the world prefers noise.
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Epigraph

Most errors in public policy begin as kindness to the first person you can point to.

They end as costs paid by the people you forget to count.
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Preface: The Arithmetic of Good 
Intentions

I wrote this book in a state of suppressed frustration.

It is the specific frustration that arises when you watch a person you care about being sold a 

cure that you know, with absolute certainty, will make them sicker. It is the frustration of 

watching a crowd cheer for a policy that promises to punish the powerful, while knowing that 

the shrapnel will land, with mathematical precision, on the people cheering the loudest.

We live in an age of slogans. This is not entirely new; politics has always required shorthand. 

But the relationship between the slogan and the reality has shifted. In the past, a slogan was 

usually a simplification of a plan. Today, the slogan is the plan.

We are told that housing is too expensive, so we must cap rents. We are told that wages are 

too low, so we must mandate them higher. We are told that wealth is unequal, so we must 

confiscate it. We are told that the future is uncertain, so we must print money to smooth the 

path.

These proposals share a seductive quality: they are immediate. They are visible. They grant 

the voter the feeling of moral agency. They identify a villain, name a price, and promise a 

check. They allow us to feel that the only thing standing between us and paradise is the greed 

of a few wicked men and the cowardice of a few slow politicians.

But economics is not a morality play. It is a system of interactions. And systems do not care 

about our intentions; they care about our incentives.

The origin of this book lies in a series of conversations I have had over the last decade—in 

town halls, in university seminars, and perhaps most vividly, at dinner tables with friends 

who are struggling to navigate the modern economy.

I recall one conversation with a young woman in a major city—bright, hardworking, 

educated—who was struggling to find an apartment. She was furious at "greedy landlords" 

and was campaigning passionately for strict rent controls. She believed, with genuine moral 

force, that capping prices was the only compassionate response to her struggle.
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I tried, gently, to suggest that capping prices might stop developers from building the new 

apartments she needed. I tried to explain that if the price is fixed below the cost of creating 

the supply, the supply disappears.

She looked at me with a mixture of pity and contempt. "You're obsessed with the math," she 

said. "I'm talking about people's lives."

This book is my answer to her.

It is written to argue that you cannot save people's lives if you ignore the math. It is written to 

argue that "compassion" that refuses to count the secondary effects of its actions is not 

compassion at all. It is a form of vanity. It allows the proposer to feel virtuous while the 

recipient pays the price in shortages, stagnation, and lost opportunity.

The Lost Lesson

The title of this book is a nod to Henry Hazlitt, whose 1946 classic Economics in One Lesson 

taught a generation to look beyond the immediate effects of a policy to its long-run 

consequences. Hazlitt, in turn, was standing on the shoulders of Frédéric Bastiat, the 19th-

century French economist who gave us the distinction between "That Which Is Seen and That 

Which Is Not Seen."

Why, then, write another book? Why not simply hand out copies of Hazlitt?

Because the economy has changed. In 1946, the threats to prosperity were blunt: price 

controls, tariffs, and direct state planning. Today, the threats are more sophisticated. They are 

financialised. They are wrapped in the language of social justice and environmental 

stewardship. They are hidden inside the mechanics of central banking, the complexity of the 

tax code, and the opacity of the "Valuation State."

The window is no longer broken by a hoodlum with a brick; it is broken by a zoning board 

with a mandate for "community preservation." The barrier to the poor is no longer a "No Irish 

Need Apply" sign; it is an occupational licensing requirement that demands $20,000 in tuition 

to braid hair. The threat to the saver is not just a bank run; it is a policy of "quantitative 

easing" that silently dissolves the value of prudence to fund the deficits of the state.

We needed an update. We needed a guide not just to the errors of the past, but to the illusions 

of the present. We needed to understand how the "One-Year Fallacy" tricks us into supporting 

taxes that destroy the tax base. We needed to see how "Taxing the Rich" via equity repricing 
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ends up bleeding the pension funds of the middle class. We needed to understand that the 

"Ladder" of mobility is being pulled up not by accident, but by a coalition of incumbents who 

have learned that the safest way to stay rich is to make it illegal for anyone else to compete.

The Moral Stakes

There is a deeper reason for this book, one that goes beyond efficiency.

I am worried about the moral character of our society.

When an economy stops working for ordinary people—when the ladder is removed—politics 

gets ugly. When people feel that the game is rigged, they do not become more competitive; 

they become more cynical. They stop believing in effort. They stop believing in the future.

And when a society stops believing in the future, it begins to consume its own capital. We see 

this in the demand for immediate redistribution over long-term investment. We see it in the 

hostility toward success. We see it in the retreat from the "boring virtues" of thrift, reliability, 

and competence, and the rise of a performative politics where the goal is not to solve 

problems but to humiliate enemies.

This cynicism is the rational response to a rigged game. If the only way to get ahead is to 

capture a regulator or inherit a fortune, then "meritocracy" is indeed a lie.

But the solution to a rigged game is not to flip the board over. It is to un-rig the rules.

This book is a defence of the un-rigged game. It is a defence of the open market, not as a 

playground for the rich, but as the only proven mechanism for liberating the poor. It is a 

defence of the "boring" institutions—property rights, sound money, honest courts, open entry

—that allow a person with nothing but talent and grit to rise.

Who This Book Is For

I have written this for the citizen who suspects that the slogans aren't working.

It is for the person who wonders why the government spends more every year, yet the roads 

are full of potholes and the rent keeps rising.

It is for the student who is told that their degree is a ticket to the middle class, but finds it is 

actually an invoice for a mortgage they cannot afford.

It is for the entrepreneur who spends more time filling out forms than serving customers.
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It is for the retiree watching their savings buy less and less, while being told that inflation is 

"transitory."

And, crucially, it is for the well-intentioned activist who wants to help the poor, but who has 

begun to notice that the programmes designed to help are creating a permanent underclass of 

managed dependents.

I have tried to write without jargon. Economics is too important to be left to the economists. 

It is the grammar of our shared life. If we cannot speak it, we cannot govern ourselves. We 

are left at the mercy of experts who hide their errors behind equations, and demagogues who 

hide their destruction behind dreams.

The Optimism of Reality

Finally, despite the frustration that birthed it, this is an optimistic book.

The pessimism of our time comes from the belief that our problems are insoluble—that we 

are trapped by forces beyond our control. This is false.

Our housing shortage is a choice. Our lack of good jobs is a choice. Our fragility is a choice. 

We have chosen them by listening to the wrong ideas. We can choose differently.

We can choose to build. We can choose to open the gates. We can choose to reward 

competence. We can choose to look at the "Unseen" consequences and stop breaking 

windows.

The prosperity we have lost is not gone forever. It is merely waiting for us to stop preventing 

it.
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Spine statement for The Lost Lesson: 
Economics After the Slogans

Modern politics has discovered a cheap substitute for economic reasoning: the slogan. A 

slogan promises relief without mechanism, justice without trade-offs, and virtue without cost. 

It offers the comfort of immediate arithmetic—“just tax them,” “just cap it,” “just print it,” 

“just ban it”—and then quietly declines to follow the consequences when the bill arrives in a 

different name. The lost lesson is not that economics is heartless; it is that economics is the 

discipline of refusing to lie about cause and effect.1

The governing claim of this book is simple. Prosperity is built, not seized. It is built through 

competence, investment, trust, enforceable rules, and the freedom to experiment and fail 

without being expropriated for succeeding. It is seized through policies that treat wealth as a 

hoard rather than a process, incentives as an insult rather than an instrument, and markets as a 

morality play rather than a coordination system. The first path raises the floor; the second 

lowers the ceiling and calls it fairness.

The central error of slogan-politics is temporal. It judges policy by the first effect and refuses 

to count the second. The first effect is always flattering: a cap lowers the price you notice; a 

subsidy hands you money; a new tax punishes a villain; a stimulus cheque arrives like manna. 

The second effects are inconvenient and therefore omitted: shortages, queues, lower quality, 

avoidance industries, capital flight, slower innovation, inflated prices, and a thinner set of 

opportunities for people who were supposed to be helped. The book’s rule of judgement is 

therefore Hazlitt’s rule modernised: evaluate any policy by its effects over time, on all 

groups, including the groups you do not intend to notice.

This rule becomes especially important in the moral vocabulary now stapled to economics. 

“Inequality” is deployed as though it were an indictment rather than a description. Yet 

inequality is not the disease; immiseration is. The question is not whether some have more 

than others, but whether the bottom can rise—whether there is a path into competence, 

ownership, and dignity. A society can tolerate unequal outcomes if it offers open entry; it 

1 The foundational formulation is Frédéric Bastiat, “Ce qu'on voit et ce qu'on ne voit pas” (1850). Bastiat’s 
original insight was that the “bad economist” pursues a small present good that will be followed by a great evil 
to come, while the “true economist” pursues a great good to come, at the risk of a small present evil.
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becomes politically feral when the ladder is pulled up and the only remaining form of 

“justice” is revenge against those already standing higher.

The ladder is pulled up less by conspiracy than by accumulation: zoning that bans building, 

licensing that bans entry, credential inflation that turns education into a tollbooth, and 

regulatory complexity that only incumbents can afford. These are the quiet mechanisms that 

turn “meritocracy” into an insult, because merit is no longer the gate; compliance is. If the 

public is told that the system is rigged—and then shown the forms, fees, and delays that keep 

them out—resentment becomes rational. But if resentment is then redirected away from the 

gatekeepers and toward “the rich” as a moral category, politics becomes a substitute for 

reform: levelling replaces ladders.

Taxation in this book is treated not as a tribal ritual but as incidence and incentives. A tax is 

not paid by the person who writes the cheque; it is paid by whoever cannot avoid it—through 

lower wages, higher prices, reduced investment, or repriced assets. This is where the wealth-

tax fantasy fails most vividly. A wealth tax is not a levy on cash in a vault; it is a forced-

liquidity regime imposed on illiquid holdings. It compels sales, borrowing, valuation 

disputes, and avoidance industries. It does not merely “take from billionaires”; it alters the 

pricing of capital in the same markets where pensions, endowments, and ordinary savers hold 

their futures. Slogans promise painless extraction; reality delivers broad collateral damage 

and thinner growth.

The book also insists that economics is not only production, but civilisation. Social capital—

networks, norms, associations, trust—forms a kind of invisible infrastructure without which 

formal policy becomes brittle. When communities fray, transaction costs rise, mobility stalls, 

and the state expands not from wisdom but from vacancy. The decline of civic life does not 

merely make people lonelier; it makes them poorer, more dependent, and more easily 

manipulated by those who offer theatrical solutions. A society that cannot cooperate 

informally will be governed formally, and usually harshly.

The moral position of the book is therefore neither sentimental nor nihilistic. It is demanding. 

It insists that compassion must submit to competence, and that virtue must be measured by 

results rather than intentions. It rejects the politics of envy not because suffering is imaginary, 

but because envy is the wrong instrument: it can punish, but it cannot produce; it can 

confiscate, but it cannot create; it can level, but it cannot lift. The alternative is not worship of 
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wealth but defence of the wealth-creating process and, crucially, expansion of the pathways 

into it.

The final claim is the one that embarrasses slogan-politics most: the boring reforms are the 

moral reforms. Build housing. Simplify rules. Shorten permits. Open entry. Protect property 

and contract. Stabilise money. Punish fraud and capture. Teach real competence. Restore 

local institutions that form character and trust. None of this fits on a placard; that is precisely 

why it matters. A civilisation that chooses slogans over second effects will repeatedly vote for 

what feels good and get what makes people poorer. This book is a guide to refusing that 

bargain.



xii

Contents
Spine statement for The Lost Lesson: Economics After the Slogans........................................2

Introduction: The Window and the Wall.............................................................................20

I. The Parable.......................................................................................................................20

II. The Modern Mutation: From Accident to Design...........................................................21

III. The Architecture of the Wall..........................................................................................22

IV. The Method of This Book..............................................................................................22

V. The Moral Stakes............................................................................................................. 23

Chapter 1: The One Lesson, Updated...................................................................................... 25

The One Lesson....................................................................................................................26

Secondary Effects: The World After the Press Conference..................................................26

Time Horizons: The Tyranny of “Now”...............................................................................27

Incentives: The Invisible Handcuffs.....................................................................................28

Substitution: The World Moves Sideways...........................................................................28

Incidence: The Bill Never Stays Where You Put It..............................................................29

Politics Loves Visible Winners............................................................................................30

Example 1: Subsidise Demand, Inflate Price (Homebuyer Grants).....................................31

Example 2: Inflation Is Not a Personality Trait...................................................................31

Example 3: Wealth Is Not a Vault of Cash...........................................................................32

Example 4: Rent Control and the Cruelty of Shortages.......................................................33

What This Book Will Do......................................................................................................33

The Lesson Line...................................................................................................................34

Chapter 1 Notes....................................................................................................................35

Chapter 2: The Two Lies That Ruin Policy..............................................................................36

The Governing Claim...........................................................................................................36

Lie 1: “We Can Tax a Thing Without Changing It”.............................................................37

The three ways taxes change the thing being taxed.............................................................37



xiii

Windfall taxes: the perfect exhibit....................................................................................... 38

Primary example (14): Windfall taxes.................................................................................38

Lie 2: “We Can Redistribute Without Shrinking the Pie”....................................................39

The moral error: mistaking the ledger for the factory..........................................................39

Primary example (31): Debt jubilees...................................................................................40

Primary example (48): “Modern Monetary” slogans...........................................................41

How the lies work together..................................................................................................42

A brief diagnostic: the missing questions.............................................................................43

Returning to the ladder.........................................................................................................43

The Lesson Line...................................................................................................................44

Chapter 2 Notes....................................................................................................................45

The "Hazlitt" Examples (Primary).......................................................................................46

Chapter 3: Wealth Is Not Money..............................................................................................47

The Governing Claim...........................................................................................................47

Wealth, Liquidity, and Cash Flow: Three Different Animals...............................................47

Asset wealth......................................................................................................................... 48

Cash flow............................................................................................................................. 48

Price-at-the-Margin: Why Headlines Are Fragile................................................................48

Control Blocks: When Selling Destroys the Thing Being Taxed.........................................49

Valuation: The Quiet Hell Beneath the Slogan....................................................................49

Why This Matters Morally...................................................................................................50

Primary Example (13): The Wealth Tax...............................................................................50

Capital Gains: The Mirage of “Just Tax It When They Sell”...............................................51

Primary Example (15): Capital gains lock-in.......................................................................51

Transaction Taxes: The Seduction of “A Tiny Fee on Everything”.....................................52

Primary Example (16): Transaction taxes............................................................................52

Inheritance Taxes: The Mirage of “Taxing the Dead”..........................................................53



xiv

Primary Example (18): Inheritance taxes.............................................................................53

The Common Failure: Converting Portfolios into Cash by Force.......................................54

Plain-language wealth-tax critique: what the slogan misses................................................55

The deeper point: investment is the future’s wage packet...................................................55

The Lesson Line...................................................................................................................56

Chapter 3 Notes....................................................................................................................57

The "Hazlitt" Examples (Primary).......................................................................................58

Chapter 4: The Ladder Principle..............................................................................................60

The Governing Claim...........................................................................................................60

Two moral confusions.......................................................................................................... 60

Definitions: what the ladder requires...................................................................................61

Mobility............................................................................................................................61

Competence......................................................................................................................61

Stability............................................................................................................................ 61

Enforceable property........................................................................................................62

Honest trade..................................................................................................................... 62

Meritocracy: imperfect but necessary..................................................................................62

The ladder is removed by bottlenecks, not by philosophy...................................................63

Primary Example (33): Zoning limits—housing as cartel...................................................63

Primary Example (32): Occupational licensing—jobs behind glass....................................64

Primary Example (39): Credential inflation—education as gatekeeping............................65

Primary Example (41): Regulatory capture—rules written by incumbents.........................65

Inequality’s real danger: when it becomes hereditary..........................................................66

The correct target: restore ladders, punish corruption..........................................................67

The Lesson Line...................................................................................................................67

Chapter 4 Notes....................................................................................................................68

The "Hazlitt" Examples (Primary).......................................................................................69



xv

Chapter 5: Virtue Without Sermons.........................................................................................72

The Governing Claim...........................................................................................................73

Virtue in plain terms: the economic content of character.................................................73

Trust: the cheapest form of capital................................................................................... 73

Restraint: the moral engine of investment.......................................................................73

Promises kept: the precondition of cooperation at scale..................................................74

Honest dealing: why small firms can exist......................................................................74

Vice as friction: the economics of moral decay...............................................................75

Primary Example (51): Trust collapse—when cooperation becomes expensive.................76

Virtue and the ladder: why character is mobility’s hidden rung..........................................76

Inflation as moral hazard: when vice is subsidised..............................................................77

Primary Example (47): Inflation rewards leverage..............................................................77

Crime and investment flight: the geography of decay.........................................................78

Primary Example (52): Crime and investment flight...........................................................78

Vice disguised as compassion: envy-politics and status games...........................................79

The “moral economy”: why norms beat statutes.................................................................80

The hidden economics of restraint: time horizons and civilisation......................................80

Why “virtue talk” fails: the hypocrisy trap..........................................................................81

The distributional truth: moral decay taxes the poor first....................................................82

What a virtuous society looks like, in economic terms........................................................82

The Lesson Line...................................................................................................................83

Chapter 5 Notes....................................................................................................................84

The "Hazlitt" Examples (Primary).......................................................................................85

Chapter 6: Envy and Greed, Properly Placed...........................................................................87

Greed: the motive is constant; the output depends on the rules...........................................87

Greed’s two faces: production or predation.........................................................................88

Productive greed...............................................................................................................88



xvi

Predatory greed................................................................................................................89

Envy: politically useful, economically sterile..................................................................89

Envy’s policy signature: levelling instead of ladders...........................................................90

Envy’s rhetorical tricks........................................................................................................ 90

The institutional danger: when envy becomes law..............................................................91

Greed, envy, and the two economies: market versus political allocation............................91

The moral inversion: condemning wealth while excusing the causes of poverty................92

The practical distinction: uplift policy versus levelling policy............................................92

A final clarification: the opposite of envy is not indifference..............................................93

The Lesson Line...................................................................................................................93

Chapter 6 Notes....................................................................................................................94

The "Hazlitt" Examples (Primary).......................................................................................95

Chapter 7: Dignity, Work, and the Meaning Trap....................................................................97

I. The three functions of work: income, formation, and belonging.....................................98

1. Work as income: the visible function...........................................................................98

2. Work as formation: the hidden function.......................................................................99

3. Work as belonging: the social function........................................................................99

II. Dignity: capability versus comfort................................................................................100

III. The competence-building principle: what transfers cannot do....................................100

IV. Work and the ladder: struggle as formation, not cruelty..............................................101

V. The meaning trap: grievance as identity, theatre as purpose.........................................102

VI. The economic case: productivity is built by capable people, not redistributed claims103

VII. A careful distinction: care is necessary; substitution is corrosive..............................103

VIII. The dignity of ordinary work: the cultural war against the necessary......................104

IX. The danger of empty time: boredom as social solvent.................................................105

X. Work and institutions: making greed productive rather than predatory........................105

XI. The competence ladder: stages of ascent and why they matter...................................106



xvii

XII. What a humane work-centred society actually requires.............................................107

1. Entry must be open.....................................................................................................107

2. Housing must be abundant near opportunity.............................................................107

3. Streets must be safe and property protected...............................................................107

4. Money must be stable enough to reward saving........................................................107

5. Welfare must support mobility, not trap it..................................................................107

6. Culture must respect ordinary competence................................................................108

XIII. The political temptation: replacing formation with management.............................108

XIV. The careful conclusion: build ladders, not myths......................................................108

The Lesson Line.................................................................................................................109

Chapter 7 Notes:.................................................................................................................110

The "Hazlitt" Examples (Primary).....................................................................................111

Chapter 8: The Invisible Infrastructure: Social Capital..........................................................114

I. Social capital in plain speech: what it is, and why the term exists.................................115

II. The economics of trust: why high-trust societies are richer..........................................116

III. The difference between a society and a marketplace of predators...............................117

IV. What social capital is not: sentimental confusion and bureaucratic substitutions........117

V. Social capital as a distributive issue: why the poor are hit first.....................................118

VI. Networks: how opportunity travels, and how it gets trapped.......................................118

VII. Norms: the quiet rules that make law tolerable..........................................................119

VIII. Trust and money: the financial dimension of social capital......................................119

IX. Associations: the lost middle between the person and the state...................................120

X. The great substitution: bureaucracy as the counterfeit of social capital........................121

XI. Social capital and the ladder: how mobility depends on invisible assets....................121

XII. The false comfort of “diversity” without cohesion.....................................................122

XIII. How social capital is destroyed: four common mechanisms....................................122

XIV. Rebuilding social capital: what can be done, and what cannot.................................123



xviii

XV. The political consequence: distrust invites control.....................................................123

XVI. The second effect: when social capital falls, everything else “fails” too..................124

The Lesson Line.................................................................................................................124

Chapter 8 Notes:.................................................................................................................125

The "Hazlitt" Examples (Primary).....................................................................................126

Chapter 9: Bowling Alone, Paying Alone..............................................................................128

I. The civic collapse as economic event.............................................................................129

II. Bowling Alone: the civic erosion and what it changes..................................................130

III. Paying alone: how atomisation increases the cost of living.........................................131

IV. Job networks and the disappearance of the informal ladder.........................................131

V. De Soto and the gate: legal entry to the market.............................................................132

VI. Dependency: when the intermediate institutions vanish..............................................133

VII. Atomisation and the rise of “insurance society”.........................................................133

VIII. Civic decline and the costs of mistrust......................................................................134

IX. The civic path back: rebuilding without romanticism.................................................135

X. The lesson: a society can be rich and still be fragile.....................................................135

The Lesson Line.................................................................................................................136

Chapter 9 Notes:.................................................................................................................137

The "Hazlitt" Examples (Primary).....................................................................................138

Chapter 10: The Meritocracy Problem That Isn’t Meritocracy..............................................140

I. What meritocracy was meant to do.................................................................................141

II. The psychological bargain of merit...............................................................................141

III. Credential inflation: when signals replace substance...................................................141

IV. Closed networks and inherited advantage....................................................................142

V. Regulatory capture and protected scarcity.....................................................................143

VI. Monopoly privilege and the illusion of competition....................................................143

VII. Zoning, housing, and the geography of exclusion......................................................143



xix

VIII. Meritocracy and dignity............................................................................................144

IX. Burke’s “little platoons” and real merit.......................................................................144

X. Why meritocracy becomes the scapegoat.....................................................................145

XI. The real alternative: widening entry............................................................................145

XII. The lesson................................................................................................................... 146

The Lesson Line.................................................................................................................146

Chapter 10 Notes:...............................................................................................................147

The "Hazlitt" Examples (Primary).....................................................................................148

Chapter 11: Tax Incidence: Who Really Pays........................................................................151

I. The first error: confusing the payer with the payee........................................................152

II. Incidence is governed by elasticity: who can move, who cannot..................................152

III. Four channels of tax pass-through...............................................................................153

A. Price effects: the consumer pays...............................................................................153

B. Wage effects: the worker pays................................................................................... 153

C. Asset-value effects: the saver pays............................................................................154

D. Location effects: the immobile pays.........................................................................155

IV. Corporate tax: the moral favourite, the economic mirage............................................155

V. Wealth taxes and “paper wealth”: incidence through forced liquidity...........................156

VI. Property taxes, rents, and the myth of landlord-only incidence..................................156

VII. Payroll taxes: incidence hidden in the labour contract...............................................157

VIII. Sin taxes and moral taxation: punishing demand, punishing the poor......................157

IX. The politics of visible cheques and invisible burdens..................................................158

X. A simple framework for readers: four questions to ask of any tax................................158

XI. The lesson: taxation is incidence, not intention...........................................................158

The Lesson Line.................................................................................................................159

Chapter 11 Notes:...............................................................................................................160

The "Hazlitt" Examples (Primary).....................................................................................161



xx

Chapter 12: The Wealth Tax: The Liquidity Trap..................................................................163

I. What “wealth” is: a household analogy that does not insult the reader..........................164

II. The fundamental mismatch: the state wants cash, wealth often is not cash..................164

III. The first mechanism: forced sales and the price-at-the-margin reality........................165

A. The “paper wealth” illusion.......................................................................................165

B. The spillover to ordinary savers................................................................................166

C. The “liquidate the founder” problem.........................................................................166

IV. The second mechanism: borrowing to pay the tax — a permanent leverage ratchet...167

V. The third mechanism: control dilution and the end of concentrated stewardship.........167

VI. Administration: valuation is not a footnote, it is the engine room...............................167

A. Private business valuation.........................................................................................168

B. Real estate and complex assets..................................................................................168

VII. Behavioural response: the “annuity” illusion and the reality of avoidance................168

VIII. The incidence question: who really bears the wealth tax?........................................169

A. Through asset repricing............................................................................................. 169

B. Through reduced investment.....................................................................................169

C. Through increased short-termism..............................................................................169

IX. The emotional argument and the mechanical rebuttal.................................................170

X. A clearer way to think: tax flows, not stocks.................................................................170

XI. What a wealth tax tends to become: coercion disguised as arithmetic........................170

XII. The core lesson: prosperity is built, not seized...........................................................171

The Lesson Line.................................................................................................................171

Chapter 12 Notes:...............................................................................................................172

The "Hazlitt" Examples (Primary).....................................................................................173

Chapter 13: The Valuation State.............................................................................................175

I. Valuation is not a technical detail; it is the policy..........................................................176

II. Public assets are the easy corner case............................................................................176



xxi

III. Private businesses: the valuation war begins...............................................................177

A. The absence of a market price...................................................................................177

B. Modelling is contestable............................................................................................177

C. Valuation becomes a litigation industry.....................................................................178

IV. Complex assets: where valuation becomes metaphysics..............................................178

A. Partnership interests and carried structures...............................................................178

B. Venture stakes and illiquid equity..............................................................................178

C. Real estate portfolios.................................................................................................179

D. Intellectual property and goodwill............................................................................179

V. The administrative reality: the state must choose its poison..........................................179

Option 1: Intrusive precision..........................................................................................179

Option 2: Flexible approximation..................................................................................180

VI. The avoidance industry: a predictable response to valuation power...........................180

VII. Discretion and power: why valuation states invite corruption and capture................181

VIII. Why the public doesn’t see it: the invisibility of administrative costs......................181

IX. A final household translation: the annual appraisal of your life..................................182

The lesson line....................................................................................................................182

Chapter 14: The “One-Year” Fallacy.....................................................................................183

I. What the one-year estimate actually is...........................................................................183

II. The behavioural response principle: people do not sit still while being taxed..............184

III. Avoidance: the predictable growth industry.................................................................185

A. Structural engineering...............................................................................................185

B. Complexity as camouflage........................................................................................185

C. Administrative arbitrage............................................................................................185

IV. Migration: the understated exit option.........................................................................186

V. Restructuring: the base becomes something else...........................................................187

VI. Leverage: the silent transformation of a tax into fragility...........................................187



xxii

VII. Valuation games: when the tax base becomes a legal argument.................................187

VIII. The “annuity” illusion: why revenue estimates do not repeat...................................188

IX. The political feedback loop: policy does not remain static..........................................189

X. The moral temptation: one-year estimates as permission to stop thinking...................189

XI. A plain-language summary: why “just one year” is never “just one year”..................190

The Lesson Line.................................................................................................................190

Chapter 14 Notes:...............................................................................................................191

The "Hazlitt" Examples (Primary).....................................................................................192

Chapter 15: Collateral Damage—Pensions, Endowments, the Middle.................................194

I. The first misunderstanding: “the rich hold stocks; ordinary people do not”..................194

II. How equity repricing happens: the four levers policy pulls..........................................195

A. Lower expected after-tax cash flows.........................................................................195

B. Higher required returns (risk premia)........................................................................195

C. Reduced liquidity.......................................................................................................195

D. Forced sales and market-impact pressure..................................................................195

III. The pension channel: the quiet taxation of retirement.................................................196

A. Defined contribution plans: the individual takes the hit...........................................196

B. Defined benefit plans: the institution takes the hit—then passes it on......................196

IV. The endowment channel: universities, hospitals, charities...........................................197

V. The insurance channel: annuities, premiums, and solvency..........................................197

VI. The middle-class balance sheet: when “wealth taxes” leak into home life.................197

VII. “But the rich still have more”: the moral evasion......................................................198

VIII. A plain household analogy: the shared reservoir.......................................................198

IX. What a responsible policy discussion would require...................................................199

The Lesson Line.................................................................................................................199

Chapter 15 Notes:...............................................................................................................200

The "Hazlitt" Examples (Primary).....................................................................................201



xxiii

Chapter 16: The Path Up Is Mostly Boring............................................................................204

I. Poverty as a systems problem, not a personality defect.................................................205

II. Property rights: the first rung that makes every other rung possible.............................205

III. Predictable courts and enforceable contracts: the oxygen of honest trade...................206

IV. Low corruption: the tax that kills initiative..................................................................207

V. Simple tax bases: when the state becomes a partner rather than an ambush.................207

VI. Stable rules: the moral importance of not changing the game mid-climb...................208

VII. Agency, dignity, and the difference between help and replacement...........................208

VIII. The geography of opportunity: why titles and courts are not enough without access

............................................................................................................................................209

IX. The anti-boring temptation: why politics prefers spectacle to foundations.............209

X. The plain conclusion: the poor rise when the rules stop punishing them......................210

The Lesson Line................................................................................................................. 211

Chapter 16 Notes:...............................................................................................................212

The "Hazlitt" Examples (Primary).....................................................................................213

Chapter 17: Education That Educates....................................................................................215

I. The Credential as a Barrier to Entry...............................................................................216

II. The Subsidy Trap: Why the Cost Never Stops Rising...................................................216

III. The Stigma on the Practical Arts..................................................................................217

IV. Signalling vs. Human Capital: The Expensive Sorting Hat.........................................218

V. The Mismatch: The Over-Educated and Under-Employed...........................................218

VI. The Loss of the Apprenticeship...................................................................................219

VII. The "Lost Boys" and the Gender Gap........................................................................220

VIII. The Solution: Decoupling and Diversifying.............................................................220

IX. Conclusion: The Return to Reality...............................................................................221

The Lesson Line.................................................................................................................221

Chapter 17 Notes:...............................................................................................................223



xxiv

The "Hazlitt" Examples (Primary).....................................................................................224

Chapter 18: Competition, Not Capture..................................................................................226

I. The Rent-Seeking Reflex................................................................................................227

II. The Guilds Return: Occupational Licensing.................................................................227

III. Regulatory Capture: The Moat of Complexity............................................................228

IV. The "Anti-Rich" Policies That Protect the Rich...........................................................229

V. Intellectual Property as a Forever Monopoly................................................................229

VI. The Solution: Open Access.......................................................................................... 230

VII. Conclusion: The Dangerous Life of the Open Market...............................................230

The Lesson Line.................................................................................................................231

Chapter 18 Notes:...............................................................................................................232

Chapter 19: Community Renewal Without Central Fantasy..................................................234

I. The Hollow Middle: Where Civilisation Actually Happens...........................................235

II. The "Care" vs. "Service" Distinction.............................................................................235

III. The Zingales Insight: Pro-Market vs. Pro-Business.....................................................236

IV. The Architecture of Alienation.....................................................................................237

V. Subsidiarity: The Anti-Central Principle.......................................................................237

VI. Mutual Aid vs. The Welfare State................................................................................238

VII. The Moral Hazard of "Too Big to Fail"......................................................................238

VIII. Conclusion: The Invitation to Burden.......................................................................239

The Lesson Line.................................................................................................................239

Chapter 20: The Closing Lesson............................................................................................241

I. The Hazlitt Rule: Count the Secondary Effects..............................................................242

II. The Stigler Rule: Protect the Ladder, Not the Incumbent.............................................243

III. The Moral Rule: Punish Predation, Not Success.........................................................244

IV. The Boring Rule: Build Institutions That Reward Competence...................................245

V. The Unseen City............................................................................................................ 245



xxv

The Final Lesson Line........................................................................................................246

Chapter 20 Notes................................................................................................................247

The "Hazlitt" Examples (Primary).....................................................................................248



1

Part I — The Lesson

"There is only one difference between a bad economist and a good one: the bad economist 

confines himself to the visible effect; the good economist takes into account both the effect 

that can be seen and those that must be foreseen."

— Frédéric Bastiat, Ce qu'on voit et ce qu'on ne voit pas (1850)
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Introduction: The Window and the 
Wall

I. The Parable

Have you ever witnessed the anger of the good shopkeeper, James Goodfellow, when his 

careless son has happened to break a pane of glass? If you have been present at such a scene, 

you will most assuredly have witnessed the fact that every one of the spectators, were there 

even thirty of them, by common consent did not fail to offer the unfortunate owner this 

invariable consolation: "It is an ill wind that blows nobody good. Everybody must live, and 

what would become of the glaziers if panes of glass were never broken?"

Now, this form of condolence contains an entire theory, which it will be well to show up in 

this simple case, seeing that it is precisely the same as that which, unhappily, regulates the 

greater part of our economical institutions.

Suppose it cost six francs to repair the damage, and you say that the accident brings six francs 

to the glazier's trade—that it encourages that trade to the amount of six francs—I grant it; I 

have not a word to say against it; you reason justly. The glazier comes, performs his task, 

receives his six francs, rubs his hands, and, in his heart, blesses the careless child. All this is 

that which is seen.

But if, on the other hand, you come to the conclusion, as is too often the case, that it is a good 

thing to break windows, that it causes money to circulate, and that the encouragement of 

industry in general will be the result of it, you will oblige me to call out: "Stop there! Your 

theory is confined to that which is seen; it takes no account of that which is not seen."

It is not seen that as our shopkeeper has spent six francs upon one thing, he cannot spend 

them upon another. It is not seen that if he had not had a window to replace, he would, 

perhaps, have replaced his old shoes, or added another book to his library. In short, he would 

have employed his six francs in some way, which this accident has prevented.

The glazier’s profit is visible; it is immediate; it is loud. The tailor’s loss—the shoes or the 

book that James Goodfellow never bought—is invisible; it is silent; it is a ghost. And because 

politics is a stage for the visible, the glazier wins the argument. The crowd walks away 

convinced that destruction is creation, that waste is stimulus, and that the boy who threw the 

brick is a philanthropist in disguise.
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This is the Parable of the Broken Window, written by the French economist Frédéric Bastiat 

in 1850. It is perhaps the single most important story in the history of economics. It is a story 

about the limit of human vision. It warns us that if we judge an action only by its immediate, 

tangible effects, we will inevitably destroy our own prosperity. We will celebrate the fire for 

the jobs it creates for firefighters; we will cheer the hurricane for the construction boom it 

triggers; and we will applaud the bureaucrat who spends a billion dollars to dig holes and fill 

them up again. We will become a society of glaziers, cheering for broken glass.

II. The Modern Mutation: From Accident to Design

For a hundred and seventy years, Bastiat’s parable has been taught as a lesson in observation. 

It was a warning against the economic illiteracy of the crowd. The crowd was foolish, but it 

was innocent. It simply didn't know better. But as we survey the landscape of the twenty-first 

century, we must confront a darker reality. The broken windows of our time are rarely 

accidents. They are rarely the result of a careless boy or a random storm. They are, 

increasingly, the result of design.

In the modern economy, the window is not broken by a stone; it is broken by a statute. 

Consider the housing market in a major city. We see a shortage of homes. We see rents 

consuming half a worker’s income. We see the visible "repair crew"—the politicians passing 

rent controls, the planners mandating "affordable units," the subsidies flowing to developers. 

The crowd cheers. They see the activity. What is unseen? The unseen is the housing that was 

never built because zoning laws made it illegal. The unseen is the landlord who sold his 

building because rent control made maintenance impossible. The unseen is the young family 

forced to leave the city because the supply of homes was artificially capped to protect the 

asset values of existing homeowners. Here, the window wasn't broken by chance. It was 

broken by the "glaziers"—the incumbent homeowners and the political planners—who 

benefit from the scarcity.

This brings us to the second pillar of this book’s philosophy. If Bastiat gave us the lens to see 

the cost, George Stigler gave us the lens to see the motive. In 1971, Stigler, a Nobel Prize 

winner, published The Theory of Economic Regulation. Before Stigler, most people believed 

that regulation was imposed on businesses by a benevolent government to protect the public. 

Stigler looked at the data and found the opposite. He found that regulation is often acquired 

by the industry and is designed and operated primarily for its benefit. Why? Because 

regulation creates barriers to entry. The established giant loves the complex rule. The giant 
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has a compliance department; the startup does not. The giant can afford the license fee; the 

immigrant cannot. The giant wants the window to be "regulated"—meaning, broken for 

everyone else.

III. The Architecture of the Wall

This book is an exploration of these two forces: the Fallacy of the Broken Window (the 

economic error) and the Theory of Regulatory Capture (the political strategy). Together, they 

form a Wall. This Wall surrounds the modern economy. It is invisible to those already inside 

it—the tenured professional, the homeowner, the established corporation, the pensioned 

retiree. For them, the system works. They see the glaziers getting paid. They see stability. But 

for those outside the Wall—the young, the poor, the mover, the shaker, the unauthorized—the 

economy is a fortress. They do not face a market; they face a permission slip.

 The License: The poor woman who wants to braid hair is told she must pay $15,000 

for cosmetology school to learn skills she doesn't need, to get a license to do a job she 

already knows. The "public safety" argument is the broken window—the visible 

excuse. The unseen reality is the cartel of cosmetologists protecting their wages from 

competition.

 The Degree: The bright teenager who wants a corporate job is told he must spend 

four years and $50,000 on a degree that has no relation to the work. The "education" 

is the visible benefit. The unseen cost is the four years of lost earnings and the debt 

that cripples his future capital formation. The university has become the glazier, 

selling a mandatory repair for a problem it helped create.

 The Subsidy: The failing industry is given a tariff or a bailout. The crowd sees the 

"saved factory." The unseen is the tax on every consumer who pays higher prices, and 

the innovative competitor who is crushed because he is unsubsidised.

We have built an economy where the surest path to wealth is not to serve the consumer, but to 

capture the regulator. We have built a system where the "unseen" victims—the poor, the 

young, the future—are forced to subsidize the "seen" beneficiaries—the rich, the old, the 

incumbent.

IV. The Method of This Book

To dismantle this Wall, we must first learn to see it. This book is organised as a series of 

lessons in vision. We will not traffic in the abstract jargon of academic economics. There will 
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be no indifference curves here, no complex econometric models. Instead, we will use the 

method of the "One-Lesson Economist"—Henry Hazlitt, who expanded Bastiat’s work in 

1946. We will take a single economic phenomenon—rent, trade, profit, tax, money—and we 

will subject it to the Bastiat Test:

1. What is the Seen effect? (Who gets the check?)

2. What is the Unseen consequence? (Who pays the price?)

3. Who threw the brick? (Is this an accident, or capture?)

We will start at the bottom of the ladder, with the "Price of Admission" (Part I). We will look 

at how minimum wages, licensing laws, and degree requirements act not as floors for safety, 

but as ceilings for mobility. We will see how the very laws designed to "protect" the 

vulnerable are the primary reason they remain vulnerable.

We will move to the "Price of Living" (Part II). We will examine the housing crisis, not as a 

failure of the market, but as a triumph of the "NIMBY" (Not In My Back Yard) cartel. We 

will see how rent control creates homelessness, and how "preserving neighbourhood 

character" is a polite euphemism for hoarding wealth.

We will look at the "Price of Intervention" (Part III). We will discuss the "Zombie 

Economy"—the world of bailouts and subsidies where failure is forbidden. We will argue that 

a capitalism without bankruptcy is like a religion without hell: it loses its moral and 

functional discipline.

We will tackle the "Price of Extraction" (Part IV). We will look at the modern obsession with 

wealth taxation and liquidity. We will show that "taxing the rich" via equity repricing is a 

boomerang that hits the pension funds of the middle class. We will expose the "Valuation 

State"—the bureaucratic nightmare required to assess the price of everything, every year.

And finally, we will look at the "Price of the Future" (Part V). We will ask what it takes to 

rebuild a society of competition, competence, and community. We will argue for a return to 

"boring" institutions—courts that work, titles that hold, rules that don't change.

V. The Moral Stakes

Why does this matter? It matters because economics is not just about money. It is about 

agency. When we allow the "unseen" costs to accumulate, we do not just reduce GDP. We 

reduce the scope of human possibility. Every time a license blockades a job, a story of 
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independence is aborted. Every time a zoning law forbids a home, a family is delayed. Every 

time a currency is debased to pay for a short-term fix, a retiree’s security is stolen. The 

"Unseen" are not statistics. They are people. They are the people who are waiting for the 

permission to build their lives. For too long, our politics has been a contest of "Seen" benefits

—a bidding war of handouts and protections. It is time to speak for the Unseen. It is time to 

look at the rubble of the broken window and demand that we stop cheering. It is time to fix 

the glass, fire the hoodlum, and open the shop.

Let us begin.
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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).



14

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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Chapter 2: The Two Lies That Ruin 
Policy

"The man of system... seems to imagine that he can arrange the different members of a great 

society with as much ease as the hand arranges the different pieces upon a chess-board. He 

does not consider that... on the great chess-board of human society, every single piece has a 

principle of motion of its own." 

— Adam Smith, The Theory of Moral Sentiments (1759)

There are many ways to misunderstand economics, but only two are necessary to ruin policy. 

The first is the belief that you can impose a cost on a thing without altering its shape. The 

second is the belief that you can shuffle claims on wealth without altering the conditions 

under which wealth is produced. One lie treats human behaviour as inert matter. The other 

treats scarcity as a negotiable attitude.

Both are lies by omission. They omit the response.

They omit substitution. They omit the flight of capital and the fatigue of labour. They omit 

the administrative geometry of avoidance, the slow war between taxpayers and tax collectors, 

the quiet shift from productive effort to defensive planning. They omit the fact that a 

“redistribution” does not occur in a vacuum; it occurs inside a system of incentives, and 

incentives are not merely numbers. They are instruction manuals.

The political imagination dislikes this because it makes the world less obedient. It deprives 

the state of its favourite fantasy: that you can legislate outcomes as if outcomes were 

furniture and citizens were the room. But reality is a moving target. It is populated by people 

who do not ask permission before adapting. A policy may be passed in a day; the economy 

will spend years answering back.

That answer is what this chapter is about.

The Governing Claim

Most political economics rests on two fictions:

1. Behaviour does not change.
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2. Scarcity is negotiable.

The first fiction is expressed as a promise: “We can tax a thing without changing it.” The 

second fiction is expressed as a moral demand: “We can redistribute without shrinking the 

pie.” They are usually delivered in the tone of a nursery story—someone has too much, 

someone has too little, and the state, by a graceful gesture, can correct the asymmetry without 

disturbing the engine.

But the engine is the point. It does not run on intentions. It runs on incentives, on prices, on 

expectations, on trust, on risk, on time horizons, and on the boring truth that people do more 

of what is rewarded and less of what is punished.

To pretend otherwise is not compassion. It is indulgence.

Lie 1: “We Can Tax a Thing Without Changing It”

The lie is rarely spoken with this bluntness. It usually comes disguised as “only a little,” as 

“they can afford it,” as “it will not change how they live,” as “it just trims excess.” The 

implication is always the same: the tax is a harmless skim from a static pool.

But taxation is not a moral verdict; it is a price. It is a change in the payoff structure. And 

when you change payoffs, you change behaviour. Sometimes you change it in the way you 

intended. More often you change it in the way you did not anticipate, because the people 

being taxed do not behave like your idealised targets. They behave like agents with options.

That is the first omission. Policy debates focus on statutory rates and ignore the elasticity of 

response. They treat the tax base as fixed. They assume compliance is frictionless. They 

assume avoidance is immoral rather than inevitable. And they act surprised when the revenue 

does not appear in the quantities promised.8

The three ways taxes change the thing being taxed

A tax changes behaviour through at least three channels.

First, it changes marginal decisions. If the return to an additional unit of effort or investment 

is lower, fewer additional units occur. That does not mean the taxed activity disappears. It 

means the boundary shifts. Expansion becomes less attractive. Risk becomes less tolerable. 

8 The canonical reference is Martin Feldstein (1995), "The Effect of Marginal Tax Rates on Taxable Income," 
Journal of Political Economy. Feldstein demonstrated that the "elasticity of taxable income" is much higher than 
labor supply elasticity—meaning people don't just work less, they restructure compensation, increase 
deductions, and shift income forms, causing revenue to fall short of static projections.
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The “maybe” projects become “no.” That is where growth dies: not in the dramatic collapse 

of existing firms, but in the quiet disappearance of future ones.

Second, it changes structure and timing. People defer gains, accelerate losses, move activity 

between years, shift income into different forms, or relocate it across jurisdictions. This is not 

exotic. It is ordinary. A tax code is a map of incentives; people read the map.

Third, it changes investment composition. If you punish a particular kind of capital 

formation, capital flows toward less taxed forms—often less productive or less transparent. A 

regime that taxes equity heavily encourages debt. A regime that taxes realised gains heavily 

encourages lock-in and stagnation. A regime that taxes mobile capital aggressively 

encourages flight into immobile, politically protected assets.

In other words: the tax changes the thing, even if the tax does not change the rhetoric.

Windfall taxes: the perfect exhibit

Windfall taxes are sold as the triumph of Lie 1. They are framed as painless justice: take 

“excess” profit that appeared due to external events and use it for public purposes. The word 

“windfall” itself is chosen for psychological convenience. A windfall sounds like a gift. A gift 

can be taken away without consequence. A gift has no behavioural origin.

But profits are not inert piles. They are signals. They are incentives. They tell capital where 

supply is needed and where risk has been rewarded. If you punish the signal after the fact, 

you do not merely take money. You modify the expectations that govern future investment.

Primary example (14): Windfall taxes

Claim: “Extraordinary profits are unfair; we can tax them heavily without harming anything 

because the profit is ‘excess.’”

Hidden assumption: The taxed sector’s future investment does not depend on expected 

returns and political risk.

Behavioural response: Firms reduce marginal investment, shift investment abroad, increase 

hedging/financial engineering, and price political risk into future projects.

Second effects: Supply expansion is slower precisely when policymakers claim they want 

more supply. Volatility increases because capacity is not built in anticipation; it is rationed by 

political unpredictability. Over time, consumers face higher prices and weaker resilience.9

9 The definitive analysis remains Lazzari (1990), "The Economic Impact of the Crude Oil Windfall Profit Tax," 
Energy Journal. It found that the 1980 US windfall tax reduced domestic oil production by 3–6% and increased 
reliance on imports, exactly contrary to its energy security goals. For a modern context, see Clemens et al. 
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Who pays: Consumers in the form of higher prices and slower supply response; workers 

through reduced investment; taxpayers through lower long-run growth and lower stable 

revenues.

Better test: If you want more supply and resilience, you do not punish the signal that funds 

the expansion.

Windfall taxes also carry a subtler consequence: they teach firms that political favour matters 

more than technical competence. When profit can be retrospectively criminalised by mood, 

firms invest in lobbying as a form of insurance. A windfall tax is therefore not merely a fiscal 

measure; it is an institutional lesson. It converts the economy into a negotiation.

That is what Lie 1 always does. It turns production into politics.

Lie 2: “We Can Redistribute Without Shrinking the Pie”

The second lie is even more seductive because it wears the costume of morality. It begins 

with a true observation—suffering exists—and then leaps to a false inference—that suffering 

can be solved by rearranging claims without affecting production.

Redistribution is not always wrong. There are arguments for social insurance, public goods, 

and emergency relief. But the lie insists on something stronger: that redistribution is costless, 

or that its costs are confined to those who “deserve it,” or that the “pie” is a fixed object 

sitting on a counter, waiting to be sliced differently.

The pie is not fixed. It is baked repeatedly. It is baked by investment, by risk, by work, by 

competence, by trade, by stable rules, by trust, and by the expectation that tomorrow will not 

be confiscated because today’s rhetoric has changed. When you weaken those conditions, you 

do not merely change distribution. You change production.

The omission here is not only behavioural response. It is incentive compatibility: whether 

the system you propose still motivates the actions that create what you want to distribute.

A society can distribute wealth for a time while undermining its own capacity to create it. 

That is the slow suicide of civilisations: living on stored capital—financial, institutional, 

cultural—while congratulating themselves on compassion.

The moral error: mistaking the ledger for the factory

(2022) (Hoover Institution) regarding the EU windfall taxes on energy generators reducing renewable 
investment capacity.
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Redistribution debates commonly treat wealth as if it were a static stock, detachable from the 

process that produced it. This is the same error as Lie 1, but with a kinder face. It is not “tax 

without changing behaviour.” It is “transfer without changing production.”

But production is not automatic. It depends on incentives. And incentives are fragile. They do 

not need to be destroyed to be weakened; they only need to be made uncertain.

This is where debt jubilees and monetary fantasies enter the stage, often to applause.

Primary example (31): Debt jubilees

A debt jubilee is usually sold as liberation. It is framed as a moral correction: debt is 

burdensome, and burdens are unjust, so cancel them. The trouble is that debt is not merely a 

burden. It is also a contract. It is the formalisation of trust. When you cancel debts by political 

decree, you are not merely relieving debtors. You are rewriting the meaning of lending.

And if you rewrite the meaning of lending, you shrink the future availability of credit—

especially to those who need it most.

Claim: “Canceling debts is a clean way to relieve hardship; the cost is borne by ‘the lenders,’ 

who can afford it.”

Hidden assumption: Credit supply will continue unchanged after contracts are retroactively 

rewritten.

Behavioural response: Lenders tighten standards, raise interest rates, demand more 

collateral, shift lending into protected channels, or withdraw from marginal borrowers 

altogether.

Second effects: The people who needed relief become the people least able to borrow later. 

Informal and predatory lending grows. Entrepreneurship declines because credit becomes 

scarce. Household mobility falls.10

Who pays: Future borrowers, especially low-wealth households and small businesses; also 

the broader economy through reduced investment and slower growth.

Better test: A relief policy that destroys credit trust is a short-term salve that creates long-

term exclusion.

10 Kanz (2016), "What Does Debt Relief Do for Development? Evidence from India's Bailout," American 
Economic Review. This study analyzed a massive 2008 debt waiver in India. It found that while households de-
leveraged instantly, banks responded by reallocating credit away from the districts with high exposure to the 
waiver, leading to lower investment and productivity in those areas in subsequent years.
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A debt jubilee is therefore not a policy that “redistributes without shrinking the pie.” It is a 

policy that redistributes by shrinking the conditions under which future pies are baked: trust 

and contract enforceability.

Even if one insists that a one-time jubilee is justified, one cannot pretend it is free. The cost is 

not merely financial; it is institutional.

Primary example (48): “Modern Monetary” slogans

There are versions of modern monetary thinking that are sophisticated, conditional, and 

focused on institutional constraints. Those versions are not the problem. The problem is what 

reaches the public: the sloganised form, which is Lie 2 dressed as macroeconomics.

The sloganised claim is that the state can spend without meaningful constraint because it can 

issue currency. The only limit, we are told, is inflation. This is often presented as if inflation 

were a distant alarm bell rather than an immediate tax on ordinary life.

The deeper lie is again one of omission. The slogan omits the fact that money is a claim on 

real resources. If real resources do not expand, creating additional claims does not create 

additional goods. It creates competition for existing goods. That competition is inflation.11

The slogan also omits the politics. Once spending is framed as costless, every faction 

demands its programme as a right. The currency becomes the battlefield. Inflation becomes 

the consequence. And the poor, who cannot hedge, pay first.

Claim: “A currency-issuing government is not financially constrained; it can fund priorities 

by issuing money.”

Hidden assumption: Real resources and supply can expand to match new claims, and 

political discipline will restrain overuse.

Behavioural response: Political coalitions treat spending as free; deficits become permanent; 

expectations adjust; wage-price dynamics worsen.

Second effects: Inflation erodes savings and wages, distorts investment, and forces higher 

interest rates, which then raise debt-service costs and crowd out other spending. Trust in 

institutions weakens.

Who pays: Wage earners, savers, and the poor; also future taxpayers through higher 

11 Sargent & Wallace (1981), "Some Unpleasant Monetarist Arithmetic," Federal Reserve Bank of Minneapolis, 
provides the theoretical proof that fiscal dominance (unconstrained deficits) forces monetary expansion and 
inflation. For recent evidence, di Giovanni et al. (2023), "Quantifying the Inflationary Impact of Fiscal 
Stimulus," Federal Reserve Bank of New York, attributed roughly 60% of the US post-COVID inflation spike to 
aggregate demand shocks driven by fiscal expansion.
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financing costs and reduced long-term growth.

Better test: Money can move claims, but it cannot conjure real goods; when claims outrun 

capacity, the price level does the rationing.

The lie here is not that governments can never expand spending in crises. They sometimes 

must. The lie is the implication that the constraint is negotiable, and that the costs can be 

ignored because they are not labelled as taxes.

Inflation is a tax. It is simply a tax that arrives without a vote and without a receipt.

How the lies work together

Lie 1 says: we can tax without changing behaviour. Lie 2 says: we can transfer without 

shrinking production. Together they create a political alchemy: take from “them,” give to 

“us,” and nothing important changes except the moral satisfaction of the redistribution.

But important things change. The taxed become more defensive. The subsidised become 

more dependent. The economy becomes more political. Investment becomes more cautious. 

The focus shifts from creation to extraction, because extraction is easier to justify with 

rhetoric and easier to measure with budgets.

A society can live for a time in this delusion, especially if it inherits strong institutions and 

accumulated capital. That inherited stock acts like savings: it covers the early mistakes. But 

over time, the mistakes compound. Growth slows. Wages stagnate. Housing shortages 

harden. Social trust erodes. Politics becomes angrier because the promised miracles never 

arrive.

Then the slogans intensify. As the pie fails to grow, the demand to redistribute becomes more 

aggressive. As redistribution becomes more aggressive, the incentives to produce weaken 

further. This is the vicious circle disguised as compassion.

The lie by omission: what is not said

Both lies share a rhetorical technique: they define the policy in a way that excludes the 

reaction.

A windfall tax is defined as a tax on “excess.” Therefore, the reaction is treated as irrelevant 

or immoral. “If you reduce investment, you prove you were greedy.” The argument becomes 

a morality play rather than a causal analysis.
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A debt jubilee is defined as “relief.” Therefore, the collapse of credit supply is treated as a 

separate issue, caused by “punitive lenders,” not by the policy that taught lenders not to lend.

A monetary spending programme is defined as “investment in people.” Therefore, inflation is 

treated as sabotage, not as the predictable result of too many claims chasing limited goods.

This is why these policies survive intellectual scrutiny. They avoid it by defining their own 

consequences as illegitimate topics.

This book will not cooperate with that evasion.

A brief diagnostic: the missing questions

Any serious proposal must answer, at minimum, five questions. If it cannot, it is not ready to 

govern.

1. What behaviour changes?

2. What substitutes appear?

3. Who pays after incidence shifts?

4. What is the time horizon of the harm?

5. What is the effect on investment and trust?

The slogans do not answer these. They are designed not to.

Returning to the ladder

The moral point of this book is not “leave the world alone.” It is “stop breaking the ladder 

while insisting you are helping people climb.”

Windfall taxes, jubilee fantasies, and monetary slogans are not merely technical errors. They 

are ladder-destroyers. They teach that success is provisional, that contracts are political, and 

that resources can be summoned by declaring them “needed.” These lessons do not build 

competence. They build dependency and distrust.

If the goal is to help the poor rise, the policies must preserve the conditions that make rising 

possible: stable rules, open entry, reliable money, enforceable contracts, and incentives that 

reward competence rather than proximity to power.
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A politics that refuses to count second effects will always prefer a visible transfer to an 

invisible reform. It will always prefer levelling outcomes to opening entry, because levelling 

has a villain and opening entry has paperwork.

But paperwork is where the real reforms live.

The Lesson Line

The state can move claims around, but it cannot repeal the constraints that make claims worth 

anything.
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Chapter 2 Notes

[1] Windfall Taxes & Investment Collapse Lazzari, "The Economic Impact of the Crude 

Oil Windfall Profit Tax," Energy Journal (1990). The definitive historical analysis showing 

the 1980 US windfall tax reduced domestic production by 3–6% and increased import 

dependence. For modern context: Clemens et al. (2022) on EU energy taxes reducing 

renewable investment capacity.

[2] Elasticity of Taxable Income Martin Feldstein, "The Effect of Marginal Tax Rates on 

Taxable Income," Journal of Political Economy (1995). Demonstrated that taxpayers respond 

to high rates not just by working less, but by restructuring compensation and increasing 

deductions, causing revenue to fall significantly short of static projections.

[3] Debt Relief & Credit Contraction Kanz, "What Does Debt Relief Do for Development? 

Evidence from India's Bailout," American Economic Review (2016). Analyzed a massive debt 

waiver in India; found that banks responded by reallocating credit away from exposed 

regions, leading to lower productivity in the very areas meant to be helped.

[4] Fiscal Origins of Inflation Sargent & Wallace, "Some Unpleasant Monetarist 

Arithmetic" (1981). The theoretical proof that unconstrained deficits force monetary 

expansion. Confirmed recently by di Giovanni et al., "Quantifying the Inflationary Impact of 

Fiscal Stimulus," Federal Reserve Bank of New York (2023), which attributed ~60% of post-

COVID inflation to demand shocks driven by fiscal expansion.

"Of the maxims of orthodox finance none, surely, is more anti-social than the fetish of 
liquidity… It forgets that there is no such thing as liquidity of investment for the community 

as a whole."

— John Maynard Keynes, The General Theory of Employment, Interest and Money (1936) 
(Note: This is useful if you want to highlight that while an individual can sell stock, society 

cannot sell its factories to pay a tax—the "fallacy of composition" discussed in the wealth tax 
section.)
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Governing Claim Most political economics rests on two fictions: that behaviour does not 

change (people are inert matter), and that scarcity is negotiable (outcomes can be legislated); 

these lies omit the inevitable response of agents to new incentives.

The "Hazlitt" Examples (Primary)

1. Windfall Taxes (Lie 1: "Tax Without Changing"):

o Mechanism: Retrospectively punishing "excess" profit signals that political 

risk is now a dominant cost.

o Result: Firms reduce future capacity, shift investment to safer jurisdictions, 

and replace production with lobbying.

o Lesson: If you punish the signal that pulls in supply, you will get less supply.

2. Debt Jubilees (Lie 2: "Redistribute Without Shrinking"):

o Mechanism: Retroactively rewriting loan contracts to "liberate" debtors 

destroys the predictability of repayment.

o Result: Lenders contract credit, raise collateral requirements, or exit marginal 

markets entirely; the poor lose access to capital.

o Lesson: A relief policy that destroys credit trust creates long-term exclusion.

3. Modern Monetary Slogans (The Scarcity Fallacy):

o Mechanism: Treating money creation as a free lunch ("the only constraint is 

inflation") ignores that money is a claim on real resources.

o Result: When claims outrun capacity, inflation acts as a regressive tax on those 

who cannot hedge.

o Lesson: The state can print money, but it cannot print value.
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Chapter 3: Wealth Is Not Money 
"The confusion of money with wealth… is perhaps the oldest and most persistent of 

economic fallacies."

— Henry Hazlitt, The Failure of the “New Economics” (1959)

The modern policy debate has learned a small trick that saves it from the strain of 

understanding finance: it uses the word wealth as a synonym for cash. Then it performs 

arithmetic on that imagined cash. Then it announces moral victory.

This is not analysis. It is theatre with numbers.

“Wealth,” in the sense that matters for taxes and politics, is largely a claim on productive 

assets: companies, property, shares, ventures, patents, and control blocks. It is often illiquid, 

unevenly priced, and measured at the margin. It can make a person “worth” ten billion in 

headlines while leaving them with far less in spendable money. It can also vanish—partly or 

entirely—if the assumptions behind the valuation shift, if market sentiment turns, or if forced 

selling begins.

To treat that wealth as if it were a vault of banknotes is to confuse a balance sheet with a 

purse. And that confusion does not merely produce bad rhetoric. It produces coercive policy

—because the state, having promised revenue in cash, must extract it in cash, and the asset 

does not oblige.

This chapter is a guide to the gap between political arithmetic and economic reality.

The Governing Claim

Treating “wealth” as spendable cash turns policy into arithmetic theatre and administration 

into coercion. It invites tax promises that require forced liquidity, intrusive valuation, and the 

punishment of investment rather than indulgence.

To see why, we must define a handful of plain concepts that are constantly smuggled past the 

reader.

Wealth, Liquidity, and Cash Flow: Three Different Animals
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A person can be rich and cash-poor. A person can have a high income and little wealth. A 

person can have wealth that is entirely trapped inside a business that cannot be sold without 

destroying it.

Policy debates often flatten all of this into a single caricature: a wealthy person as a dragon 

on a pile of coins. It is a childish image, but it has an adult function. It makes confiscation 

feel tidy.

Asset wealth

Asset wealth is the estimated market value of what you own, net of what you owe. It is not a 

pile of money. It is a portfolio of claims. Many of those claims cannot be converted into 

money without cost, delay, or consequences.

Liquidity

Liquidity is the ability to turn an asset into spendable cash quickly, in size, without collapsing 

the price. A publicly traded share is more liquid than a privately held company stake. A house 

is less liquid than a share. A controlling stake in a company may be “valuable” but hard to 

liquidate without sacrificing control—often the very thing that made it valuable.

Cash flow

Cash flow is the stream of money the asset generates: dividends, rent, business earnings, 

distributions. A person can have enormous wealth in an asset that generates little cash flow, 

because the asset’s value is expected future growth rather than present income.

The political mind looks at a valuation and assumes it can be skimmed annually like income. 

But valuations are often the price of future expectations. Taxing expectations as if they were 

income is not redistribution; it is a demand that tomorrow pay today’s promises.

Price-at-the-Margin: Why Headlines Are Fragile

Markets do not value entire fortunes as a single block. They value marginal trades: the next 

buyer and seller determine the price. This matters because it means the headline valuation of 

a large holding is not a reservoir of cash. It is a number derived from small trades.

If a founder owns 40% of a company and the share price implies a net worth of $10 billion, 

that does not mean they can sell $200 million of stock each year without moving the price. 

Large, repeated, price-insensitive selling is not a neutral act. It changes the market.

Forced selling is not merely a payment method. It is a distortion.
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A policy that relies on steady annual liquidation of large holdings is, in effect, a permanent 

sell programme imposed by law. It may be dressed as fairness. But the market experiences it 

as pressure. That pressure increases volatility, widens spreads, and can depress valuations—

especially in companies where the taxable wealth is concentrated.

The political story says “we’re taking from billionaires.” The economic reality says “we’re 

repricing capital.”

And capital, inconveniently, is where everyone’s future sits: pensions, retirement accounts, 

endowments, insurance portfolios, and the savings of ordinary people.

"It is the aim of good government to stimulate production, of bad government to encourage  

consumption." — Jean-Baptiste Say, A Treatise on Political Economy (1803)

Control Blocks: When Selling Destroys the Thing Being Taxed

Many large fortunes exist as control blocks—stakes that confer voting control, strategic 

direction, and the ability to hire or fire management. The value of control is not the same as 

the value of a small shareholder’s stake. It often includes a premium, because control allows 

decisions that affect the company’s future.

But control is fragile. Sell enough, and you lose it.

A tax that forces annual sales of a control block is not merely a tax on “wealth.” It is a forced 

dilution of ownership and influence. That may be exactly what some advocates want. But 

then it should be said honestly: the policy is not simply raising revenue; it is restructuring 

corporate governance by compulsion.

The moment policy begins to treat control as a taxable reservoir, it turns taxation into 

industrial policy.

Valuation: The Quiet Hell Beneath the Slogan

A wealth tax looks simple only if you assume all assets have clean market prices. Most do 

not.

Privately held companies do not trade daily. Venture stakes do not have transparent markets. 

Intellectual property is notoriously hard to price. Real estate values can be contested. Art, 

collectibles, and complex partnership structures exist precisely because they evade simple 

valuation.
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An annual wealth tax therefore requires either:

1. Mark-to-market valuation where a market does not exist, or

2. Appraisal regimes that become contentious, intrusive, expensive, and politically 

gamed.

Either way, administration becomes a struggle. The state needs revenue. The taxpayer has 

incentives to contest valuations. An entire industry emerges to argue about what is “really” 

worth what. Compliance costs balloon. Enforcement becomes more aggressive. And because 

the tax is annual, the fight is permanent.

The slogan promised simplicity. The reality delivers bureaucracy.

Why This Matters Morally

The moral case for treating wealth as money is always stated as compassion. But the effects 

tend to be institutional.

A society that begins to tax illiquid, hard-to-measure assets annually is a society that must 

either accept poor compliance and lower revenue than promised, or escalate coercion to force 

liquidity and enforce valuations. It will demand disclosures, audits, appraisals, reporting 

regimes, and penalties that expand state discretion. That discretion does not remain politely 

targeted. It spreads. It becomes a tool of politics.

The price of “simple fairness” becomes a state with more surveillance capacity and more 

control over private economic life.

That is the real trade: not merely rich versus poor, but freedom versus administrative 

compulsion.

Primary Example (13): The Wealth Tax

Claim: “A small annual wealth tax raises large revenue without affecting how the wealthy 

live, because it taxes idle hoards.”

Hidden assumption: Wealth is liquid, easily valued, and convertible to cash without 

affecting prices or governance.

Behavioural response: Taxpayers sell assets, borrow against them, restructure holdings, shift 

residence, move assets into vehicles designed to reduce taxable base, and litigate valuations.

Second effects: Persistent sell pressure and repricing of concentrated equities; higher 

volatility and wider spreads; growth of avoidance and appraisal industries; diversion of talent 
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and time from production to defence; increased political risk premium on investment.

Who pays: Not only high-wealth taxpayers, but savers through repriced capital, workers 

through reduced investment, and the public through administrative bloat and weaker long-run 

growth.

Better test: If revenue requires annual forced liquidity from illiquid assets, the policy taxes 

capital formation.

A wealth tax is often defended with the claim that it does not change behaviour because the 

rich “will still be rich.” This is a clever evasion. Behaviour does not need to change at the 

level of lifestyle to change at the level that matters: investment, risk-taking, ownership 

structure, and location of activity.

The policy is not merely about who owns yachts. It is about where capital is priced and 

deployed.

And because capital pricing governs productivity, the poor—whom the policy is meant to 

help—can end up paying through slower wage growth and fewer opportunities.

Capital Gains: The Mirage of “Just Tax It When They Sell”

When wealth taxes become administratively ugly, the debate often shifts to capital gains 

taxation. Here the confusion takes a different form. Capital gains are treated as “income” that 

can be tapped whenever needed. But capital gains have a notorious behavioural response: 

lock-in.

If you tax realised gains heavily, people delay realising them. They hold assets longer than 

they otherwise would. This is not because they are morally defective. It is because selling 

triggers the tax.12

Lock-in has several consequences. It reduces market liquidity. It discourages reallocation of 

capital from lower-productivity uses to higher-productivity ones. It can trap capital in legacy 

firms and slow the diffusion of innovation.

In other words: a tax designed to harvest “wealth” can also preserve stagnation.

Primary Example (15): Capital gains lock-in

12 Dai et al. (2008), "Capital Gains Taxes and Asset Prices: Capitalization or Lock-in?" Journal of Finance. This 
study confirmed the "lock-in" effect empirically, showing that higher capital gains taxes reduce selling pressure, 
reduce trading volume, and distort asset prices by preventing reallocation to higher-value uses.
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Claim: “Tax capital gains more; it targets unearned windfalls and does not harm the real 

economy.”

Hidden assumption: Investors will sell and reallocate capital normally regardless of tax on 

realisation.

Behavioural response: Investors defer sales, favour borrowing against appreciated assets 

rather than selling, and seek structures to avoid realisation.

Second effects: Lower liquidity and slower capital reallocation; increased leverage as 

borrowing replaces selling; preservation of inefficient holdings; reduced entrepreneurial 

recycling of capital into new ventures.

Who pays: The broader economy through slower dynamism; future workers through slower 

productivity growth; the public through lower-than-expected revenue as realisations decline.

Better test: If a tax discourages reallocation, it can freeze capital where it is rather than 

where it would be most productive.

A society obsessed with “taxing gains” can accidentally create a world where capital stays 

put, not because it is wise to stay, but because moving triggers a penalty. The economy 

becomes less a river and more a reservoir.

Transaction Taxes: The Seduction of “A Tiny Fee on Everything”

Transaction taxes are the policy equivalent of glitter: a little bit sprinkled everywhere looks 

harmless. A tiny tax on every trade, every transfer, every transaction—what could it hurt?

It hurts the very function that trading performs: liquidity and price discovery. A small tax 

becomes a large wedge when applied repeatedly. It discourages rebalancing. It reduces the 

number of trades. It widens spreads. It raises the cost of capital by making markets less liquid 

and more volatile.13

The political story says it targets “speculators.” The economic reality is that it taxes the 

plumbing.

Primary Example (16): Transaction taxes

Claim: “A tiny tax on transactions raises revenue and discourages useless speculation 

without affecting real investment.”

Hidden assumption: Market trading is mostly noise, and reduced trading does not affect 

13 Colliard & Hoffmann (2017), "Financial Transaction Taxes, Market Composition, and Liquidity," Journal of  
Finance. Analyzed the French financial transaction tax (introduced in 2012). It found that while market share of 
high-frequency trading fell, market quality deteriorated significantly: liquidity dropped, and the cost of capital 
for firms rose.
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liquidity or capital costs.

Behavioural response: Traders reduce activity, shift trading to untaxed venues, widen 

spreads to cover the tax, and reduce market-making.

Second effects: Lower liquidity; higher volatility; higher cost of capital; reduced efficiency 

of price discovery; reduced retirement returns through higher friction and weaker market 

performance.

Who pays: Savers and investors through worse execution and lower returns; firms through 

higher capital costs; the public through reduced competitiveness of domestic markets.

Better test: If a tax damages liquidity, it taxes investment indirectly by making financing 

more expensive.

Transaction taxes are rarely marketed honestly. They are sold as moral hygiene. But markets 

are not a moral essay; they are a coordination mechanism. Damage the mechanism and you 

do not punish vice; you reduce the economy’s ability to allocate capital efficiently.

Inheritance Taxes: The Mirage of “Taxing the Dead”

Inheritance taxes are defended with a pleasing theatrical line: “The dead do not need the 

money.” But inheritance is not about the dead. It is about the living—the heirs, the 

businesses, the farms, the family enterprises, and the intergenerational transfer of capital.

If inheritance taxes are low and simple, they function as a limited levy on transfer. If they are 

high, complex, and aggressively enforced, they can force liquidation of family assets to pay 

cash taxes—again, because the tax is due in cash.14

The same confusion returns: wealth is treated as money.

Primary Example (18): Inheritance taxes

Claim: “Tax inheritances heavily; it reduces inequality and targets unearned wealth without 

affecting the productive economy.”

Hidden assumption: Inherited wealth is liquid, and paying the tax does not alter ownership 

or destroy productive assets.

Behavioural response: Families restructure assets, spend resources on avoidance, and in 

some cases liquidate businesses or sell property to raise cash.

Second effects: Forced sales of family enterprises; loss of continuity and long-term 

14 Tsoutsoura (2015), "The Effect of Succession Taxes on Family Firm Investment: Evidence from a Natural 
Experiment," Journal of Finance. Used a reform in Greece to show that higher inheritance taxes led to a 
significant drop in investment and slower sales growth for family firms, as cash was diverted to pay the tax 
rather than reinvested.
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stewardship; increased avoidance industry; potential shift toward consumption during life to 

reduce taxable estate.

Who pays: Heirs and family enterprises; local communities where such businesses operate; 

the public through reduced investment and increased compliance costs.

Better test: If a tax forces liquidation of productive assets, it taxes continuity and investment, 

not merely inheritance.

Inheritance taxes also have a cultural dimension. If intergenerational transfer is treated as 

morally suspect, families respond not only financially but psychologically: they invest less in 

long-term projects, and they convert capital into forms more easily hidden or consumed. A 

society that tells its builders that continuity will be penalised should not be surprised when 

fewer people build.

The Common Failure: Converting Portfolios into Cash by Force

All four examples share the same structure. They treat asset wealth as if it were a cash pile.

 Wealth taxes require annual liquidity from illiquid assets.

 Capital gains taxes can freeze reallocations and encourage leverage.

 Transaction taxes damage liquidity and raise capital costs.

 Inheritance taxes can force liquidation of productive assets.

Each of these can be designed moderately. None of these is necessarily always wrong. The 

point is not doctrinal purity. The point is that the arithmetic commonly used to sell them is 

fraudulent because it omits how wealth is structured and how people respond.

The public is told, “It is only two percent.” But “two percent” is not a moral incantation. It is 

a recurring claim that must be serviced in cash. If the asset does not yield cash, the owner 

must create cash by selling or borrowing. Borrowing adds leverage and interest burdens. 

Selling creates price pressure and can destroy control. Both have consequences.

This is why the rhetoric of painless extraction so often ends in coercion. The state has 

promised outcomes based on paper valuations. To deliver those outcomes, it must compel the 

conversion of paper value into cash on demand. That is not gentle policy. That is forced 

liquidity.

Plain-language wealth-tax critique: what the slogan misses
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If the public is told “a wealth tax will not change how billionaires live,” the correct response 

is: it does not need to change their lifestyle to change the economy. The question is what it 

changes in capital pricing, in investment behaviour, in ownership structure, and in 

institutional trust.

If the public is told “it is only a small percentage,” the correct response is: a small annual 

percentage is not small when the base is illiquid and must be appraised and serviced in cash. 

It becomes a permanent liquidation mandate, not a one-time levy.

If the public is told “they can just sell a little stock,” the correct response is: repeated selling 

is not neutral. It changes prices at the margin. It can depress valuations. And it pushes costs 

onto other holders of capital, including ordinary savers.

If the public is told “we can value everything fairly,” the correct response is: valuation is the 

battlefield. The harder the asset is to price, the more contentious and coercive the system 

becomes. The state must either accept erosion of the base or build an intrusive enforcement 

apparatus. There is no painless third option.15

"Show me the incentive and I will show you the outcome." — Charlie Munger

A politics that refuses to understand these points is not merely wrong. It is dangerous, 

because it turns taxation into a permanent contest over valuation and liquidity—an 

administrative struggle that expands discretion and shrinks trust.

The deeper point: investment is the future’s wage packet

Most people are not capitalists in the theatrical sense. They are capitalists in the quiet, 

institutional sense: they have pensions, retirement accounts, insurance policies, or hopes that 

depend on firms investing in productivity. Investment is how wages rise over time. It is how 

productivity increases. It is how the floor lifts.

A policy regime that repeatedly taxes the conditions of investment—liquidity, valuation 

certainty, expected returns—does not strike indulgence. It strikes the future.

15 Jakobsen et al. (2020), "Wealth Taxation and Wealth Accumulation: Theory and Evidence from Denmark," 
Quarterly Journal of Economics. This paper uses high-quality administrative data to show that wealth taxes 
significantly reduce wealth accumulation. Even a 1% tax reduced wealth by over 20% in the long run due to 
behavioral responses and compound effects.
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This is why the rhetoric of “eat the rich” is not merely vulgar. It is analytically lazy. It 

confuses moral emotion with economic mechanics. It treats capital as a static hoard rather 

than as a process that funds production.

If you want to improve life for ordinary people, you do not begin by making capital 

formation more expensive, more uncertain, and more politically negotiable. You begin by 

opening ladders: lowering barriers to building, reducing regulatory capture, enforcing 

contracts, stabilising money, and ensuring entry and competition.

The Lesson Line

When you tax what is hard to measure and harder to sell, you end up taxing investment, not 

indulgence.
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in the long run due to behavioral responses and compound effects.16

[2] Capital Gains: The Lock-In Effect Dai et al., "Capital Gains Taxes and Asset Prices: 

Capitalization or Lock-in?" Journal of Finance (2008). Empirically confirmed the "lock-in" 

effect, demonstrating that higher capital gains taxes reduce selling pressure and trading 

volume, distorting asset prices by preventing reallocation.

[3] Transaction Taxes: Market Quality & Cost of Capital Colliard & Hoffmann, 

"Financial Transaction Taxes, Market Composition, and Liquidity," Journal of Finance 

(2017). Analyzed the French financial transaction tax (2012) and found that while it reduced 

high-frequency trading, it significantly deteriorated market quality—liquidity dropped, and 

the cost of capital for firms rose.

[4] Inheritance Taxes: Investment & Sales Growth Tsoutsoura, "The Effect of Succession 

Taxes on Family Firm Investment: Evidence from a Natural Experiment," Journal of Finance 

(2015). Examined a tax reform in Greece, finding that higher inheritance taxes led to a 

significant drop in investment and slower sales growth for family firms, as cash was diverted 

from the business to pay the tax liability.

16 Kleven et al. (2013), "Taxation and Migration of Superstars," American Economic Review. Showed that high-
income "superstars" (e.g., footballers, inventors) are highly responsive to tax rates and will migrate to lower-tax 
jurisdictions, shrinking the tax base and shifting the burden to less mobile residents.
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Governing Claim Treating "wealth" (illiquid assets) as spendable cash turns policy into 

arithmetic theatre and administration into coercion; when you tax what is hard to measure and 

harder to sell, you end up taxing investment, not indulgence.

The "Hazlitt" Examples (Primary)

1. The Wealth Tax (Liquidity & Valuation):

o Claim: A small annual tax on "wealth" is harmless because the rich can afford 

it.

o Hidden Assumption: Wealth is liquid, stable, and easily valued.

o Mechanism: Requiring annual cash payments from illiquid assets (founder 

equity, private business) forces sales, depresses prices, and invites valuation 

disputes.

o Lesson: If revenue requires annual forced liquidity from illiquid assets, the 

policy taxes capital formation.

2. Capital Gains Lock-in (Reallocation):

o Claim: Taxing realised gains heavily targets windfalls without harming the 

economy.

o Hidden Assumption: Investors will sell and reallocate capital regardless of the 

tax penalty.

o Mechanism: Investors delay selling to avoid the tax ("lock-in"), freezing 

capital in older, less productive uses rather than recycling it into new ventures.

o Lesson: If a tax discourages reallocation, it freezes capital where it is rather 

than where it is most productive.

3. Transaction Taxes (The Plumbing):

o Claim: A tiny tax on trades discourages speculation and raises easy revenue.

o Hidden Assumption: Trading is "noise" and does not affect the cost of capital.

o Mechanism: Taxing every trade reduces liquidity, widens spreads, and raises 

the cost of capital for all firms, ultimately hurting savers and pension funds.
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o Lesson: If a tax damages liquidity, it taxes investment indirectly by making 

financing more expensive.

4. Inheritance Taxes (Continuity):

o Claim: Taxing huge estates reduces inequality and hits only the "idle" heir.

o Hidden Assumption: The estate is liquid cash, not a family business or farm.

o Mechanism: High taxes force the liquidation of operating businesses to pay 

the cash liability, destroying continuity and long-term stewardship.

o Lesson: If a tax forces liquidation of productive assets, it taxes continuity and 

investment, not merely inheritance.

"It would be too ridiculous to go about seriously to prove that wealth is not money, or in gold 

and silver; but in what money, gold, and silver purchase."

— Adam Smith, The Wealth of Nations (1776)
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Chapter 4: The Ladder Principle
"The problem with capitalism is not that there are too many capitalists, but that there are too 

few." 

— G.K. Chesterton, The Uses of Diversity (1920)

A civilisation does not collapse because some people rise. It collapses when rising becomes 

impossible. The modern argument about inequality has adopted the posture of moral certainty 

while refusing the burden of diagnosis. It treats inequality as if it were itself a malfunction, a 

disease lodged in the system’s organs, to be cut out by taxation and redistributed into virtue.

But inequality is not a diagnosis. It is a description.

People differ—in talent, appetite, discipline, luck, timing, risk tolerance, family structure, and 

the simple capacity to endure boredom for future gain. In any society that allows freedom, 

those differences will show. In any society that allows reward, those differences will 

compound. To demand the disappearance of inequality is to demand the disappearance of 

variation. And variation can be erased only by coercion.

The indictment is not that outcomes differ. The indictment is immiseration: people trapped 

with no stable route to competence, no workable path to ownership, no enforceable property, 

no reliable money, no honest chance to trade, build, and keep the fruit of their labour. The 

scandal is not that there are winners. The scandal is that entry has been quietly rationed, and 

the ladder removed, while the public is invited to stare at the rooftop and curse the climbers.

This chapter is about that ladder: what it is, what it requires, and how modern policy—often 

under the banner of compassion—breaks it.

The Governing Claim

Inequality is a description; the scandal is a ladder that has been quietly removed. A healthy 

society is not one where outcomes are identical, but one where entry is wide, rules are 

stable, competence can be acquired, and rewards are not reserved for the well-

connected.

The rival of meritocracy is not equality. It is corruption.

Two moral confusions
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Before definitions, a correction.

The first confusion is the belief that if inequality exists, injustice must have occurred. This is 

a childish syllogism dressed in academic clothing. In any complex system, distributional 

differences emerge even under fair rules. Indeed, the most talented and disciplined often 

produce unequal outcomes precisely because their output is unequal.

The second confusion is the belief that if inequality is morally uncomfortable, flattening 

outcomes is morally necessary. Flattening outcomes is not justice. It is a method. And the 

method has a cost: it requires policing difference. If you insist that outcomes must converge, 

you must control the behaviours that generate divergence—effort, savings, family decisions, 

risk-taking, and the preference for long-term investment over short-term pleasure. A world of 

equal outcomes is not a world of goodwill. It is a world of surveillance.

So if the purpose is to build a just society without building a cage, the question becomes more 

precise: can people rise? Is the ladder intact?

Definitions: what the ladder requires

Mobility

Mobility is not a slogan about “opportunity.” It is the actual, measurable capacity of people to 

improve their position across time and across generations. It requires more than hope. It 

requires access.

Mobility is hindered when housing is artificially scarce, when jobs are locked behind 

licences, when skills are priced beyond reach, when credentials replace competence, and 

when the state becomes a toll booth run by incumbents.

Competence

Competence is the ability to do something valuable reliably. It is acquired through education, 

apprenticeship, discipline, feedback, and time.

A society that weakens competence—by rewarding credentials over skill, compliance over 

judgement, and fashionable language over measurable ability—does not become kinder. It 

becomes poorer. Worse: it becomes a society where the incompetent gain power by becoming 

administrators of other people’s lives.

Stability
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Stability is the condition in which a person can plan beyond next week. It requires predictable 

rules, honest money, enforceable contracts, and an environment where effort is not punished 

by arbitrary confiscation or bureaucratic cruelty.

Stability is what makes long-term investments rational: starting a business, training for a 

trade, saving for a home, or raising children in a neighbourhood you expect to keep.

Enforceable property

Property is not merely possession. It is the legally protected ability to control, use, transfer, 

and benefit from an asset. Enforceable property creates a future: it makes saving sensible, 

investment rational, and responsibility meaningful.

When property rights become uncertain—because taxes become arbitrary, regulation 

becomes political, or enforcement becomes selective—investment retreats and corruption 

expands. People do not become altruists. They become cautious, evasive, or cynical.

Honest trade

Honest trade is exchange under rules that are stable, transparent, and enforceable. It requires 

low corruption, clear standards, and the absence of predatory gatekeeping.

Trade is not merely a market transaction. It is a social system of trust. When that trust 

collapses, the poor lose first, because they cannot buy protection.

These are the ladder’s rungs. A society that destroys them and then announces a war on 

inequality is like a builder who steals the stairs and then demands the roof be shared more 

fairly.

Meritocracy: imperfect but necessary

Meritocracy is a hated word because it implies judgement. It implies that some work is better, 

some results are stronger, some discipline is superior, and some competence deserves reward. 

That offends the modern taste for emotional egalitarianism, which wants respect without 

measurement.

Meritocracy is not perfect. Luck exists. Bias exists. Networks exist. Birth matters. And all of 

these distort outcomes.
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But the alternative to imperfect meritocracy is not perfect fairness. It is selection by power. It 

is selection by status. It is selection by ideology. It is selection by nepotism and 

administrative credentialism. It is the replacement of merit with a priesthood.

The true rival of meritocracy is corruption: when reward is determined by connection rather 

than competence, when rules are written by incumbents to exclude entrants, when regulation 

becomes a cartel mechanism, and when credentials become gate passes sold at inflated prices.

If a society wants less inequality of life chances, it should attack corruption and widen entry, 

not pretend variation can be abolished.

The ladder is removed by bottlenecks, not by philosophy

The ladder is not removed by a single villain. It is removed by accumulated bottlenecks—

dozens of small policies that each look reasonable in isolation. Together they function as a 

system of exclusion.

This is why the modern exclusion is so hard to see. It is bureaucratic. It arrives in the form of 

permits, codes, committees, compliance checklists, and “public consultations” dominated by 

the already housed, already credentialed, already employed, already protected.

It is not dramatic oppression. It is administrative suffocation.

The following examples are the primary mechanisms.

Primary Example (33): Zoning limits—housing as cartel

Housing is the most obvious ladder rung because it is also the most physically constraining. If 

people cannot afford to live near opportunity, opportunity becomes a museum exhibit they are 

permitted to observe from a distance.

Zoning limits and restrictive land-use rules are often defended as “community character,” 

“heritage,” “environmental protection,” and “liveability.” Sometimes those are sincere. Often 

they are cover. The functional result is simple: supply is constrained, prices rise, and entry is 

rationed.

Claim: “Restrictive zoning protects communities and prevents harmful development.”

Hidden assumption: The harms of exclusion are less serious than the benefits of 

preservation.

Behavioural response: Developers build less; projects shift to luxury units to cover fixed 

compliance costs; renters compete for scarce stock; families crowd into smaller spaces; long 
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commutes become mandatory for workers.

Second effects: Wealth is converted into home equity for incumbents; mobility declines; 

young families delay formation; labour markets become less flexible; inequality hardens into 

geography.17

Who pays: Renters, new entrants, and the working poor; also the broader economy through 

reduced labour mobility and higher cost of living.

Better test: If a rule constrains housing supply where jobs are, it is an exclusion mechanism 

regardless of its rhetoric.

Zoning is often described as planning. In practice it becomes a cartel: incumbents vote to 

restrict supply, then enjoy the appreciation of scarcity. A society that permits this and then 

blames “capitalism” for housing costs is blaming the bakery for a famine caused by ration 

cards.

Primary Example (32): Occupational licensing—jobs behind glass

Occupational licensing is sometimes necessary in fields with clear safety risks. But it has 

expanded far beyond those boundaries. It now functions, in many sectors, as a gatekeeping 

mechanism: a way for incumbents to reduce competition by raising entry costs.

The moral language is always “consumer protection.” The economic effect is often producer 

protection.

Claim: “Licensing ensures quality and protects the public.”

Hidden assumption: The benefit of higher barriers exceeds the cost of excluding capable 

entrants.

Behavioural response: Entry declines; training costs rise; informal work grows; prices rise; 

incumbents gain market power.

Second effects: The poor are priced out of services; the young are priced out of careers; 

immigrants are trapped below their skill level; mobility slows because the ladder’s first rung 

is legally gated.18

Who pays: Consumers through higher prices; entrants through lost opportunity; society 

17 Hsieh & Moretti (2019), "Housing Constraints and Spatial Misallocation," American Economic Journal: 
Macroeconomics. This famous paper estimated that restrictive zoning in high-productivity cities (like NY and 
SF) lowered aggregate US growth by 36% from 1964 to 2009 by preventing workers from moving to where the 
jobs were.
18 Kleiner & Soltas (2023), "A Welfare Analysis of Occupational Licensing in U.S. States," Review of 
Economic Studies. Found that licensing raises wages for incumbents by ~15% but reduces employment in those 
professions by ~20%, effectively transferring wealth from consumers and excluded workers to established 
practitioners without observable improvements in quality.
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through reduced dynamism.

Better test: If the skill can be demonstrated without a licence, the licence is likely a cartel 

toll.

Licensing is also psychologically corrosive. It teaches that competence is not something you 

prove by doing good work, but something you receive by permission. A culture of permission 

is not a culture of merit.

Primary Example (39): Credential inflation—education as gatekeeping

Credential inflation is the process by which jobs that once required competence now require 

certificates. It looks like raising standards. It often functions as raising gates.

Credentials can be useful signals. But when they become compulsory for roles that do not 

genuinely require them, they serve as expensive filters: ways to reduce applicant pools and 

preserve status hierarchies.19

Claim: “More credentials mean a more skilled workforce.”

Hidden assumption: Credentials measure competence, and the cost of obtaining them is 

proportionate to their value.

Behavioural response: Students take on more debt; universities expand administrative 

empires; employers outsource screening to institutions; those without credentials are 

excluded regardless of skill.

Second effects: Social sorting hardens; trades are culturally degraded; real skill acquisition is 

displaced by compliance; the ladder’s rungs become tuition payments.

Who pays: Young people through debt; families through delayed stability; the economy 

through misallocation of talent.

Better test: If a credential replaces apprenticeship and demonstrable skill, it is an exclusion 

device, not a standard.

Credential inflation is often celebrated as progress because it flatters the credentialed. It is, 

more often, a policy failure disguised as aspiration.

Primary Example (41): Regulatory capture—rules written by incumbents

19 Fuller et al. (2014), "Dismissed by Degrees," Harvard Business School Publishing. Documented "degree 
inflation," where 60%+ of job postings for supervisors/assistants required a degree, even though current efficient 
holders of those jobs did not have one. It confirms the "filter" mechanism over the "skill" mechanism.
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Regulatory capture is the mechanism that turns a state from referee into cartel partner. It 

occurs when regulators come to serve the industries they regulate, whether through revolving 

doors, information dependence, lobbying pressure, or ideological alignment.

Capture is the true enemy of ladders because it institutionalises advantage. It prevents entry 

not through overt bans, but through compliance burdens that only large incumbents can 

afford.

Claim: “Regulation protects the public and ensures fair markets.”

Hidden assumption: Regulators are neutral and rules are designed for public benefit rather 

than incumbent convenience.

Behavioural response: Firms lobby for complex rules; large firms absorb costs; small 

entrants fail; consolidation accelerates.

Second effects: Competition declines; prices rise; innovation slows; trust collapses as the 

public sees “rules” benefiting the already powerful.

Who pays: Consumers, workers, and would-be entrants; also democracy itself through 

cynicism.

Better test: If regulation increases concentration and reduces entry, it is likely serving 

incumbents.

Capture is why “anti-capitalist” rhetoric often ends by empowering corporate giants. A 

regulatory state that favours scale creates the very oligarchs it then denounces.20

Inequality’s real danger: when it becomes hereditary

The most serious form of inequality is not that one person earns more than another. It is when 

advantage becomes durable, insulated, and hereditary—when wealth buys not merely 

comfort, but gatekeeping power.

This is the point where inequality stops being a description of variation and becomes an 

indictment of institutions. When housing is scarce by law, jobs are gated by licences, skills 

are replaced by credentials, and markets are captured by complex rules, the ladder is not 

merely removed. It is sold back to the public at interest.

A society like that will grow angrier. Not because people cannot tolerate difference, but 

because people cannot tolerate entrapment.

20 Stigler (1971), "The Theory of Economic Regulation," Bell Journal of Economics. The seminal text proving 
that regulation is supply-and-demand driven; industries demand regulation to control entry, and the state 
supplies it in exchange for political support.



49

The correct target: restore ladders, punish corruption

If the scandal is a removed ladder, the corrective is not levelling outcomes. It is widening 

entry.

That means building housing, not subsidising scarcity. It means licensing only where safety 

truly requires it, and otherwise letting competence be demonstrated in open markets. It means 

de-credentialising roles where skill can be proven through work. It means simplifying rules 

and limiting discretionary power that invites capture. It means enforcing property and 

contract while preventing fraud and monopoly.

In short, it means a system where the poor are not romanticised as permanent victims, but 

respected as potential builders.

The popular moral language says: “Take from the top.” The harder, more useful moral 

language says: “Open the bottom.”

The Lesson Line

A society does not become just by flattening outcomes; it becomes just by widening entry.
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Governing Claim Inequality is a description, but immiseration is the indictment; the true 

scandal is not that outcomes differ, but that the "ladder" of mobility has been removed by 

policies that ration entry, turning a dynamic economy into a closed cartel.

The "Hazlitt" Examples (Primary)

1. Zoning Limits (Housing as Cartel):

o Claim: Restrictive zoning protects community character and prevents harmful 

development.

o Hidden Assumption: The benefits of preservation outweigh the costs of 

exclusion and scarcity.

o Mechanism: Incumbents vote to restrict supply, artificially inflating their own 

asset values while forcing new entrants into scarcity or long commutes.

o Lesson: Blaming "capitalism" for housing costs under zoning is like blaming a 

bakery for a famine caused by ration cards.

2. Occupational Licensing (Producer Protection):

o Claim: Licensing ensures quality and protects public safety.

o Hidden Assumption: The only way to ensure quality is a state-mandated 

barrier to entry.

o Mechanism: Incumbents use safety rhetoric to raise entry costs, reducing 

competition and creating a "culture of permission" rather than merit.

o Lesson: If the skill can be demonstrated without a license, the license is likely 

a cartel toll.

3. Credential Inflation (The Expensive Filter):

o Claim: Requiring degrees for more jobs creates a more skilled workforce.

o Hidden Assumption: Credentials act as a perfect proxy for competence.

o Mechanism: Employers use degrees as lazy filters for roles that don't require 

them; this forces youth into debt and displaces apprenticeship with 

compliance.
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o Lesson: A credential that replaces demonstrable skill is an exclusion device, 

not a standard.

4. Regulatory Capture (Institutional Advantage):

o Claim: Complex regulations protect the public from corporate malfeasance.

o Hidden Assumption: Regulators remain neutral and immune to industry 

influence.

o Mechanism: Large incumbents lobby for complex compliance regimes that 

they can afford but which bankrupt small challengers, effectively legalizing 

monopoly.

o Lesson: A regulatory state that favors scale creates the very oligarchs it then 

denounces.
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Part II — The Moral Economy
 

"The market economy is not everything. It must find its place in a higher order of things 

which is not ruled by supply and demand, free prices, and competition... It must rely on a 

strong moral reserve."

— Wilhelm Röpke, A Humane Economy (1958)
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Chapter 5: Virtue Without Sermons
"Manners are of more importance than laws. Upon them, in a great measure, the laws depend. 

The law touches us but here and there, and now and then. Manners are what vex or soothe, 

corrupt or purify, exalt or debase, barbarize or refine us, by a constant, steady, uniform, 

insensible operation."

— Edmund Burke, Letters on a Regicide Peace (1796)

The modern world speaks of virtue as if it were interior decoration: an optional flourish for 

private life, charming but economically irrelevant. We treat morality as a mood and character 

as an aesthetic choice. We have learned to distrust the language of virtue because hypocrites 

have used it to sanctify their appetites. We have therefore done what clever societies often do 

when they are bored with old words: we have declared the words obsolete and kept the 

problem.

But virtue has an economic function so plain that only an educated society could miss it.

Virtue—by which is meant trustworthiness, restraint, promises kept, truth told when lying 

would be cheaper, the refusal to steal even when the odds favour theft—is not a sermon. It is 

infrastructure. It is the unseen machinery that makes cooperation cheap. When virtue is 

present, strangers can trade without fear; employers can hire without elaborate suspicion; 

investors can commit capital without planning their escape route. When virtue is absent, 

every exchange becomes a guarded negotiation, every contract a small war, and every 

business decision an exercise in defensive design.

A rich society is not merely a society with capital. It is a society with manners: norms that 

make dishonesty costly and reliability rewarded. It is a society where the average person 

expects that rules will hold, words will mean something, and cheating will carry 

consequences. That expectation is not sentimental. It is productive. It reduces monitoring, 

enforcement, and insurance costs. It lowers the risk premium embedded in interest rates. It 

keeps the legal system from becoming a substitute for ordinary decency.

This chapter is not a call for moral theatre. It is a defence of moral realism: the economy runs 

not only on prices and policies, but on the character of the people inside it.
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The Governing Claim

“Virtue” is not décor; it is the unseen machinery of low-cost cooperation and long-term 

growth. Vice is economic friction. It raises transaction costs, increases risk premiums, forces 

defensive behaviour, and turns productive effort into policing.

A society can survive some vice. It cannot build prosperity on the assumption that vice does 

not matter.

Virtue in plain terms: the economic content of character

To speak of virtue without preaching requires precision. This is not about piety. It is not about 

the performance of purity. It is not about public scolding and private indulgence. It is about a 

short list of behaviours that allow complex civilisation to function without becoming a 

coercive machine.

Trust: the cheapest form of capital

Trust is the belief that another party will do what they said they would do, even when it 

becomes inconvenient, even when they could profit by defecting. Trust lowers monitoring 

costs. It reduces the need for collateral. It makes credit cheaper, contracts shorter, and 

cooperation faster.21

Trust is not naïveté; it is a social asset produced by repeated reliability and defended by 

consequences. It rests on a shared expectation that betrayal will cost more than it yields. That 

expectation is cultural, legal, and reputational at once. When it weakens, the entire economy 

becomes more expensive to operate, not by a headline tax but by a million small frictions.

When trust is high, the economy can afford decentralisation of decisions—ordinary people 

can start businesses, extend credit, make deals, and hire employees without first assembling a 

fortress of paperwork. When trust is low, the economy centralises: only large organisations 

can afford the apparatus needed to function amid suspicion. Vice therefore does not merely 

injure; it consolidates.

Restraint: the moral engine of investment

21 Knack & Keefer (1997), "Does Social Capital Have an Economic Payoff?" Quarterly Journal of Economics. 
This is the classic empirical study showing that a 10-percentage point rise in trust (measured by survey data) is 
associated with an 0.8 percentage point increase in annual GDP growth, driven by lower transaction costs and 
higher investment.
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Restraint is the capacity to decline immediate pleasure in exchange for future stability: saving 

rather than consuming, investing rather than spending, building rather than signalling. It is 

delayed gratification made public. It is what keeps households solvent, firms durable, and 

institutions stable.

The culture war treats restraint as repression. The economic reality treats restraint as oxygen. 

Without it, there is no patient capital, no long-term planning, no deferred maintenance, no 

quiet accumulation of competence. A society without restraint does not become free; it 

becomes brittle. Every shock breaks it because no buffers exist.

Restraint also governs the temptation to game rules. The more a society normalises 

“cleverness” as evasion—tax tricks, welfare arbitrage, regulatory loopholes, small frauds—

the more it selects for predation. The clever become parasites. The honest become chumps. 

That is not a moral judgement. It is an incentive map.

Promises kept: the precondition of cooperation at scale

A promise is a micro-contract. A society where promises are routinely broken cannot 

maintain cooperation without expanding enforcement. Enforcement is costly, slow, and—

most dangerously—political. The more enforcement you need, the more discretion you 

confer on those who administer it. Discretion invites corruption. Corruption erodes trust. 

Trust collapse expands enforcement. And the cycle tightens.

Promises kept are the daily, uncelebrated acts that keep the police from being the managers of 

economic life. A culture that treats promise-breaking as normal cannot complain when the 

legal system becomes clogged and when only those with money can navigate it.

Honest dealing: why small firms can exist

Honest dealing is the refusal to gain by deception. It is not saintliness; it is a functional norm 

that keeps markets from becoming confidence games. Where honest dealing is common, 

reputation works: cheating costs future business. Where honest dealing collapses, reputation 

becomes unreliable, and the market shifts toward scale and bureaucracy—because only large 

firms can afford compliance departments, legal defence, and fraud detection.

This is why moral decline often produces oligopoly. It is not merely that big firms are 

powerful. It is that low-trust environments reward them. When vice rises, the economy 

becomes a place where only the defended can safely operate.
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Virtue, then, is not a halo. It is a cost reducer.

Vice as friction: the economics of moral decay

Vice is not only criminality. It is also the normalised attitude that rules are for other people, 

that deception is cleverness, that envy is argument, that status games are politics, and that 

responsibility is oppression. These vices show up not only in theft and fraud, but in the daily 

texture of economic life.

They generate costs through at least five channels.

First, they force defensive spending: locks, cameras, compliance regimes, audits, insurance, 

legal advice, reputational management, security, “loss prevention.” None of this increases 

productivity. It is the cost of living among untrustworthy people.22

Second, they raise risk premiums. Investors require higher returns to compensate for the 

possibility that contracts will not be honoured, property will not be protected, and regulation 

will be weaponised. Higher risk premiums mean less investment and higher prices. The poor 

do not get a discount for virtue.

Third, they shrink the scope of exchange. People trade less with strangers and more within 

closed networks—family, faction, tribe—because those networks can enforce norms through 

social consequence. This is how modern societies regress into patronage without a coup. 

Distrust does the work of dismantling openness.

Fourth, they expand administrative burden. When honesty cannot be assumed, verification 

must be built. Verification is paperwork. Paperwork is time. Time is cost. Cost is exclusion. A 

“bureaucratic society” is often a moral society that has lost its moral habits and replaced them 

with procedural substitutes.

Fifth, they erode legitimacy. When rules are perceived as games, compliance becomes 

optional and enforcement becomes selective. At that point, even honest people begin to 

behave defensively, because sincerity becomes a disadvantage in a culture that rewards 

predation.

22 Rosenthal & Ross (2010), "Violent Crime, Entrepreneurship, and Cities," Journal of Urban Economics. 
Found that higher violent crime rates significantly reduce the number of retail and service establishments in a 
neighborhood, as the "tax" of crime (security costs + customer deterrence) exceeds the profit margin.
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Virtue matters economically because it determines whether society can cooperate cheaply. 

Vice matters economically because it makes everything a fight.

Primary Example (51): Trust collapse—when cooperation becomes expensive

Trust is easy to lose because it is cumulative and cynicism spreads faster than reliability. 

Trust collapses not only through spectacular scandals, but through thousands of small 

betrayals: petty fraud, casual dishonesty, broken promises, selective enforcement, and the 

steady lesson that “only fools play fair.”

Claim: “A little corruption and dishonesty are normal; the economy will function anyway.”

Hidden assumption: Low trust does not materially raise costs or alter investment and 

exchange.

Behavioural response: People demand more verification, more collateral, more signatures, 

more intermediaries, more legal protection; firms invest in compliance rather than innovation; 

small entrants exit.

Second effects: Transaction costs rise; markets thin; credit becomes more expensive; 

informal economies grow; consolidation accelerates because only large organisations can 

bear compliance burdens.

Who pays: Everyone, but the poor most—because they cannot buy security, legal protection, 

or access to closed networks.

Better test: When trust declines, the economy becomes less a market and more a guarded 

bureaucracy.

Trust collapse also changes the psychology of citizens. It trains them to interpret every policy 

as a con. That cynicism is not merely a cultural complaint; it is a coordination failure. A 

society cannot implement complex projects—public goods, reforms, large-scale investments

—when the default assumption is betrayal. The result is either stagnation or compulsion: 

nothing gets done unless it is forced.

Trust, in this sense, is the anti-authoritarian resource. It allows cooperation without coercion. 

When it dies, coercion becomes tempting because it seems “efficient.” That is the first bridge 

from moral decay to political control.

Virtue and the ladder: why character is mobility’s hidden rung
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Chapter 4 argued that the ladder’s scandal is its removal by bottlenecks. This chapter adds the 

quieter truth: even where legal entry is open, mobility depends on the moral conditions that 

make entry workable.

An entrepreneur in a low-trust environment cannot rely on invoices being paid, permits being 

granted fairly, contracts being enforced without bribery, or employees behaving honestly 

when unsupervised. They must build a fortress around every decision. They spend time on 

defence, not creation. They either scale into bureaucracy or they never start.

A worker in a low-trust environment cannot rely on stable wages, predictable costs, honest 

prices, or public safety. They are forced into short-term survival strategies—cash work, 

informal arrangements, emergency borrowing—that keep them from accumulating skills and 

stability. “Virtue” here is not a personal hobby; it is a social precondition of mobility.

The ladder’s rungs are not merely laws. They are habits.

Inflation as moral hazard: when vice is subsidised

Inflation is usually discussed as a technical problem. It is also a moral one, because it alters 

the reward structure. It punishes saving. It rewards leverage. It turns prudence into a fool’s 

posture and speculation into rational strategy.23

If a culture wants long-term growth, it needs people who save and invest patiently. Persistent 

inflation encourages people to borrow, buy hard assets, speculate, and treat money as 

something to get rid of quickly. It changes character by changing incentives. Over time it 

selects for a different citizen: less restrained, more cynical, more focused on gaming rather 

than building.

Money is society’s accounting system. If the accounting system becomes unreliable, planning 

becomes harder, promises become less meaningful, and cooperation becomes costlier. A 

society that normalises inflation normalises distrust.

Primary Example (47): Inflation rewards leverage

Claim: “Inflation is manageable; it is merely a temporary rise in prices.”

Hidden assumption: Inflation does not distort incentives or redistribute wealth in corrosive 

ways.

23 Leijonhufvud (1981), "Inflation and Economic Performance," in Money in Crisis. Axel Leijonhufvud’s 
analysis of how high inflation shortens time horizons, destroys the information content of prices, and forces 
agents into short-term speculative strategies rather than long-term production.
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Behavioural response: Savers flee cash; households and firms increase borrowing; 

speculation rises; wage bargaining becomes more adversarial; long-term contracts become 

less attractive.

Second effects: Prudence is punished; leverage is rewarded; inequality hardens between asset 

owners and wage earners; trust in institutions declines as people experience silent erosion of 

purchasing power.

Who pays: Wage earners, fixed-income households, and those without assets; society 

through distorted investment and higher long-run interest rates.

Better test: A society that treats inflation as normal teaches its citizens to live short.

Inflation also invites a specific kind of political vice: the temptation to promise more without 

paying the visible cost. Inflation is the fiscal cheat code. It allows governments to avoid 

explicit taxation while still extracting purchasing power. That extraction is regressive. The 

poor do not hedge. They do not have diversified assets. They hold wages and cash-like 

balances. Inflation therefore becomes a transfer from the prudent to the leveraged, from the 

wage earner to the asset holder, from the cautious to the politically connected.

A society that wants virtue cannot build it atop a system that rewards irresponsibility.

Crime and investment flight: the geography of decay

The ladder depends on neighbourhoods safe enough for ordinary life. It depends on schools 

that can function without being recruitment centres for predation. It depends on businesses 

that can open without being treated as prey. Crime does not merely harm victims. It drives 

away investment. It forces capital and competence to relocate. It leaves behind a thinner tax 

base, weaker public services, and a vicious circle.

This is not moral panic; it is developmental logic. If property cannot be protected, the poor 

are not liberated. They are trapped.

Primary Example (52): Crime and investment flight

Claim: “Crime is tragic, but investment will adjust; the economy remains intact.”

Hidden assumption: Investors and businesses will tolerate high risk without relocating or 

reducing activity.

Behavioural response: Firms shorten opening hours, raise prices to cover losses, invest in 

security rather than expansion, or leave; households with means move away; informal 

economies grow.
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Second effects: Job opportunities decline; local services deteriorate; public budgets weaken; 

trust collapses further as normal life becomes defensive; legitimate ladders are replaced by 

illicit ones.

Who pays: Those who cannot leave—disproportionately the poor—who face fewer jobs, 

higher prices, and more predation.

Better test: When crime rises, the ladder is not merely damaged; it is pulled up.

Crime has another effect that polite debate avoids: it forces the state into more intrusive 

control. High crime compels surveillance, aggressive policing, and expanded enforcement 

powers. Some of those powers may be necessary. The tragedy is that moral collapse creates 

the pretext for political expansion. The people who suffer most are those who wanted 

freedom but were given disorder.

A society that wants limited government should want high trust. The connection is not 

philosophical; it is practical.

Vice disguised as compassion: envy-politics and status games

There is a vice that has become fashionable because it dresses itself in moral language: envy 

turned into politics.

Envy is not merely resentment; it is a theory of the world. It is the belief that another person’s 

gain is your injury. It is the refusal to see that prosperity is built by production, not 

subtraction. When envy becomes an organising principle, politics shifts from building ladders 

to sawing legs.

Status games accelerate this. The point of policy becomes symbolic domination—punishing 

the “right” people and flattering the “right” constituencies. Programmes are chosen not 

because they work, but because they make the right enemies. The result is institutional decay: 

rules become tools, agencies become battlegrounds, and competence is treated as suspect 

because competence threatens the moral narrative.

This is not a purely cultural complaint. Envy-politics reshapes incentives. It teaches 

entrepreneurs that success invites punishment. It teaches workers that striving is betrayal. It 

teaches citizens that resentment is virtue. And it produces precisely what it claims to oppose: 

a society where advancement depends not on merit but on faction.

Envy-politics is therefore anti-meritocratic corruption in moral costume.
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The “moral economy”: why norms beat statutes

Burke’s point is not ornamental. Law touches us intermittently. Norms touch us constantly. 

This is why societies with weak norms must compensate with heavy law, and heavy law is 

always expensive.

Norms reduce enforcement costs. They are internalised rules. They are the background 

expectation that makes life smooth: queues, honesty in small transactions, the presumption 

that a handshake means something. When these norms erode, law expands. But law is a blunt 

instrument. It cannot replace manners because it is always too slow, too general, too 

politicised, and too costly.

A high-trust society therefore has a comparative advantage: it can coordinate without constant 

supervision. That advantage shows up in productivity, in entrepreneurship, in civic calm, and 

in the ability to endure shocks without panic.

This is why “virtue” matters economically: it is the enabling condition of voluntary order.

The hidden economics of restraint: time horizons and civilisation

A society that cannot delay gratification cannot maintain infrastructure. It cannot maintain 

families. It cannot maintain savings. It cannot maintain institutions that require patience. It 

becomes obsessed with short-term distribution fights because the future has been 

psychologically discounted to near zero.

Short horizons produce a politics of raids. Every group wants its share now. Every 

programme is “urgent.” Every trade-off is “cruel.” That is not merely bad policy; it is a 

cultural symptom. A civilisation with long horizons can build cathedrals, railways, 

universities, and capital stock. A civilisation with short horizons builds slogans and debt.

Restraint is therefore not a private virtue only. It is a civilisational necessity.

The poor suffer most from short horizons imposed by disorder. When life is unsafe and 

money is unstable, restraint becomes difficult. That is why moral infrastructure and economic 

infrastructure are intertwined: stable money and safe streets make virtue easier; virtue makes 

stable money and safe streets sustainable.

The role of the state: protect virtue, do not impersonate it

A state cannot manufacture virtue. It can, however, make vice profitable or unprofitable.
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A state supports virtue when it:

 Protects property and contract predictably.

 Punishes fraud and theft consistently.

 Maintains honest money.

 Keeps rules simple enough that compliance is not a privilege of the rich.

 Limits discretionary power that invites bribery and capture.

 Rewards competence and reliability rather than theatre.

A state corrodes virtue when it:

 Makes rules arbitrary, selective, and politicised.

 Normalises inflation and debt gimmicks.

 Creates systems where gaming is rewarded more than work.

 Treats enforcement as a tool of faction rather than a public function.

 Expands bureaucracy as a substitute for trust.

The state’s role is to protect the moral preconditions of freedom—order, honesty, and 

predictable rule—so that citizens can cooperate without compulsion. When it tries to perform 

virtue instead—through constant moral messaging, symbolic programmes, and punitive 

theatre—it often undermines the very habits it claims to cultivate.

A sermonising state breeds cynical citizens. Cynicism breeds evasion. Evasion breeds more 

control. The cycle is familiar because it is ancient.

Why “virtue talk” fails: the hypocrisy trap

Modern people reject virtue language because it has so often been abused: the public moralist 

as private predator. The antidote is not to abolish the category. It is to strip it of sanctimony 

and restore its function.

Virtue is not a pose. It is reliability.

One need not “feel” virtuous. One needs to be predictable in keeping promises, honest in 

transactions, restrained in appetites, and ashamed of fraud. A society that cannot speak of 
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these without embarrassment is a society that has handed its moral vocabulary to hypocrites 

and then declared itself liberated by silence.

The economy does not care about silence. It cares about behaviour.

The distributional truth: moral decay taxes the poor first

When trust dies, the rich can still function. They hire lawyers. They hire security. They hire 

accountants. They buy compliance. They buy insulation. They can leave.

The poor cannot. They pay in time, risk, humiliation, and exclusion. They are the ones who 

cannot afford to be cheated. They are the ones for whom a lost week of wages is catastrophe. 

They are the ones who must navigate broken institutions without the protective armour of 

expertise and connections.24

Moral decay therefore has a distributional profile. It is regressive. It widens the very gaps that 

envy-politics claims to hate. A low-trust society is not an egalitarian society; it is a society 

where the vulnerable are prey.

This is why virtue matters economically: it protects the weak far more reliably than rhetoric 

does.

What a virtuous society looks like, in economic terms

A virtuous society is not one where people are uniformly kind. It is one where cooperation is 

cheap and predation is costly.

It is a society where:

 The default expectation is honesty, not clever theft.

 The default expectation is contract enforcement, not political bargaining.

 The default expectation is stable money, not silent extraction through inflation.

 The default expectation is safety, not survival strategy.

 The default expectation is merit, not faction.

Such a society will still have inequality. It will still have failure. It will still have tragedy. But 

it will have ladders. It will have entry. It will have a future.

24 Olken (2006), "Corruption and the Costs of Redistribution," Journal of Public Economics. Showed that 
corruption in welfare programs acts as a highly regressive tax, as the poor lose a significant portion of transfers 
to leakage, while the wealthy can bypass or capture the system.
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A society without virtue can attempt to compensate with law. The result is a brittle order 

maintained by surveillance and punishment. That is not civilisation; it is management.

Virtue without sermons is therefore not only aesthetically preferable. It is politically and 

economically necessary.

The Lesson Line

When trust dies, every transaction hires a lawyer—and the poor pay the bill first.
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reduce the number of retail and service establishments in a neighborhood, as the "tax" of 

security costs and customer deterrence exceeds the profit margin.

[4] Corruption as Regressive Tax Olken, "Corruption and the Costs of Redistribution," 

Journal of Public Economics (2006). Demonstrates that corruption in welfare programs acts 

as a highly regressive tax; the poor lose a significant portion of intended transfers to leakage, 

whereas the wealthy have the resources to bypass or capture the system.
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Governing Claim "Virtue" is not décor; it is the unseen machinery of low-cost cooperation 

and long-term growth. Vice is economic friction that raises transaction costs, increases risk 

premiums, and forces productive effort into defensive policing.

The "Hazlitt" Examples (Primary)

1. Trust Collapse (The High Cost of Suspicion):

o Claim: A little corruption or dishonesty is normal; the economy will function 

anyway.

o Hidden Assumption: Low trust does not materially raise costs or alter 

investment.

o Mechanism: When trust falls, every exchange requires more verification, 

lawyers, and collateral. Decentralised markets harden into centralised 

bureaucracies because only large firms can afford the compliance burden.

o Lesson: When trust declines, the economy becomes less a market and more a 

guarded bureaucracy.

2. Inflation Rewards Leverage (Moral Hazard):

o Claim: Inflation is merely a temporary rise in prices or a "manageable" policy 

tool.

o Hidden Assumption: Inflation does not distort incentives or character.

o Mechanism: Persistent inflation punishes the prudent saver and rewards the 

reckless borrower. It shortens time horizons, turning citizens into speculators 

who must "game" the system to preserve value.

o Lesson: A society that treats inflation as normal teaches its citizens to live 

short.

3. Crime and Investment Flight (The Geography of Decay):

o Claim: Crime is tragic, but business will continue.

o Hidden Assumption: Capital will tolerate high risk without relocating.
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o Mechanism: Capital and competence flee unsafe areas. The "tax" of crime 

forces firms to exit, leaving the poor with fewer jobs, higher prices, and a 

thinner tax base.

o Lesson: When crime rises, the ladder is not merely damaged; it is pulled up.
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Chapter 6: Envy and Greed, Properly 
Placed

"There are few ways in which a man can be more innocently employed than in getting 

money."

— Samuel Johnson, Boswell’s Life of Johnson (1775)

The modern political temperament insists on speaking about greed and envy as if both were 

self-evidently economic pathologies. Greed is denounced as the engine of capitalism; envy is 

politely renamed “justice,” “equity,” or “redistribution,” then treated as a virtue. The rhetoric 

is tidy. The reality is not.

Greed and envy are not policies. They are motives. They do not build institutions; they 

operate inside institutions. Their social consequence depends on what the surrounding rules 

reward, restrain, and punish. In a system that protects property and enforces contract, greed is 

largely channelled into production: to get rich, one must offer something other people want at 

a price they accept. In a system that tolerates corruption and grants discretionary power, 

greed turns predatory: to get rich, one captures regulators, bribes officials, and extracts rents 

from those without protection.

Envy, by contrast, is almost always sterile. It does not produce a surplus. It does not generate 

competence. It does not build capital. It is an emotion of comparison, not an impulse of 

creation. Its political usefulness lies precisely in that sterility: it can be mobilised without 

requiring the hard work of growth. It can be satisfied by subtraction. It can be dressed as 

compassion while functioning as punishment. It offers a form of heroism available to the 

unaccomplished: the moral condemnation of accomplishment.

This chapter is an attempt to place these vices correctly. Not as cartoon villains, but as 

predictable human tendencies whose consequences are determined by institutional design—

and whose misplacement in political rhetoric has become a reliable method for destroying 

ladders while claiming to widen them.

Greed: the motive is constant; the output depends on the rules
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Greed, in its mild form, is the desire for improvement: more security, more comfort, more 

status, more options. It is woven into human nature. To pretend otherwise is to replace 

economics with theology.

The question is not whether greed exists. The question is what greed must do in order to 

succeed.

In a competitive system with enforceable property and open entry, the quickest way to satisfy 

greed is to serve others: produce better goods, lower costs, invent tools, build services, reduce 

risk, increase convenience. The pursuit of profit becomes a discipline. One’s greed is 

harnessed by other people’s preferences. The seller must persuade the buyer. The buyer can 

say no. That “no” is civilisation’s quiet veto.

In a captured system—where licensing restricts entry, where zoning restricts housing, where 

regulation becomes a moat, where political access determines outcomes—greed seeks easier 

paths. It buys influence. It seeks monopoly. It demands subsidy. It shifts from production to 

extraction, because extraction becomes more profitable than innovation.25

So greed is not a sufficient indictment of markets. It is an indictment of bad institutions.

This is why moralising about greed is usually a substitute for institutional analysis. It flatters 

the speaker by implying that the only thing wrong with the world is other people’s appetites. 

It avoids the harder truth: that a society can make vice lucrative by arranging its rules 

incorrectly.

Greed’s two faces: production or predation

Greed becomes productive when it is forced to compete. It becomes predatory when it is 

allowed to capture.26

Productive greed

25 Acemoglu & Robinson (2012), Why Nations Fail. The central thesis: "extractive institutions" (which 
concentrate power and limit entry) incentivize elites to extract wealth rather than create it, while "inclusive 
institutions" (secure property rights, open markets) align private incentives with public prosperity.
26 Baumol (1990), "Entrepreneurship: Productive, Unproductive, and Destructive," Journal of Political 
Economy. William Baumol’s classic framework distinguishing between entrepreneurship that expands the 
production frontier (innovation) and entrepreneurship that focuses on rent-seeking (lobbying, litigation), 
depending entirely on the "rules of the game."
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Productive greed is restrained and redirected by competition and the rule of law. It produces 

wealth by creating value for others. Its signature is innovation, efficiency, and lower prices. It 

is greedy, yes—but it is forced to be useful.

Predatory greed

Predatory greed thrives where power can be purchased and entry can be blocked. Its signature 

is rent-seeking, corruption, cartel behaviour, regulatory capture, and the transformation of the 

state into a revenue stream for the connected.

The same motive. Two different institutional outputs.

The political impulse is to condemn greed as if denunciation were reform. But denunciation 

does not change incentives. Institutions do.

Envy: politically useful, economically sterile

Envy is the desire not to have what another has, but to have the other not have it. It is 

comparison as grievance. It is the refusal to measure the self against reality—skills, effort, 

timing, risk—preferring instead to measure the self against another’s outcome and treat the 

gap as insult.

Envy can be natural in small doses; it can function as aspiration. But political envy is 

different. Political envy does not say, “I want to rise.” It says, “I want him lowered.” It does 

not demand opportunity; it demands a verdict. It does not ask how wealth is made; it assumes 

wealth is taken. It collapses every success into suspicion and every difference into injustice.

Economically, envy is sterile because it cannot answer the question that makes policy serious: 

how do we increase output per person? Envy wants redistribution without production. It 

treats wealth as a static pile. It treats the economy as a courtroom rather than a workshop.27

Politically, envy is useful because it provides a renewable moral fuel. It can be activated 

whenever someone rises. It requires no competence to wield. It is emotionally satisfying 

precisely because it bypasses the discipline of building.

This is why envy is the favourite vice of demagogues. It can be mobilised against an always-

available target: the visible winner.

27 Alesina & Rodrik (1994), "Distributive Politics and Economic Growth," Quarterly Journal of Economics. 
Shows that high inequality often leads to political demands for redistribution; when these demands result in high 
taxation on capital accumulation, growth slows. It empirically links the "politics of envy" (distributive conflict) 
to lower long-run prosperity.
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Envy’s policy signature: levelling instead of ladders

A society committed to uplift asks: what blocks entry? what prevents competence? what 

restricts housing? what keeps wages low? what makes education fraudulent? what makes 

markets captured? what keeps the poor from owning property and forming stable households?

A society captured by envy asks: who has more? how do we take it? how do we punish it? 

how do we make the distribution feel morally satisfying?

The first set of questions builds ladders. The second flattens outcomes.

Levelling has a peculiar psychological sweetness because it produces visible results quickly. 

Taking is faster than building. Confiscation is easier than reform. Punishment has the 

aesthetic of action. Structural changes—zoning reform, licensing rollback, competition 

policy, regulatory simplification—are slow, technical, and boring. They do not provide a 

villain to boo.

Envy-politics therefore substitutes a theatrical redistribution for a functional ladder.28

It is not that redistribution never occurs. It is that envy-driven redistribution becomes a 

substitute for competence-building policy. It becomes a way to avoid the hard work of 

enabling the poor to climb.

Envy’s rhetorical tricks

Envy rarely announces itself. It arrives in disguises.

Disguise 1: “Fairness” as outcome parity

Fairness is redefined as sameness of outcome rather than fairness of rules. This redefinition 

smuggles coercion into the argument, because equal outcomes require policing difference.

Disguise 2: “Excess” as an empty category

The word “excess” is used as if it described a measurable economic waste. In practice it often 

means “more than I am comfortable seeing someone else have.” “Excess” becomes a moral 

adjective masquerading as an analytic term.

Disguise 3: “They can afford it”

28 Congressional Research Service (1992), Luxury Excise Tax: Issues and Options. Analyzed the 1990 US 
luxury tax on yachts, private planes, and furs. Found that the tax raised little revenue but devastated the boat-
building industry (putting thousands of blue-collar workers out of jobs), leading to its repeal in 1993. A textbook 
case of "visible winner" targeting hitting "invisible workers."
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This phrase is the anaesthetic. It invites the listener to stop thinking about second effects. If 

the target can “afford it,” the policy must be harmless. But affordability is not the question. 

Incentives are.

Disguise 4: “No one needs that much”

Need is a category error in a system built on voluntary exchange. Markets are not organised 

around need; they are organised around preference and value creation. The moment “need” 

becomes the state’s organising principle, the state must decide what others are allowed to 

want, keep, and build.

Envy is politically useful precisely because it teaches people to stop asking how production 

happens and start asking who deserves what.

The institutional danger: when envy becomes law

Envy becomes economically destructive when it migrates from sentiment to statute.

Once envy is codified, success becomes precarious. Capital becomes cautious. Entrepreneurs 

plan exits. Innovation slows. The system drifts toward rent-seeking because the safest returns 

come not from building, but from political protection.

This is how envy strengthens predatory greed: by making productive greed hazardous and 

political capture rational.

The moral crusade against “greed” often ends by entrenching the very form of greed it should 

fear: the greed that seeks control rather than customers.

Greed, envy, and the two economies: market versus political allocation

In a functioning market, greed must persuade.

In a politicised economy, greed must influence.

Envy accelerates politicisation because it demands that outcomes be corrected by power. 

Every correction expands discretion. Every discretionary system invites capture. Capture 

rewards predatory greed. Predatory greed provokes more envy. The cycle tightens until the 

economy becomes a battlefield of factions competing for claims rather than a cooperative 

system producing goods.

This is the deeper reason envy is economically sterile: it does not merely fail to produce. It 

poisons the environment in which production occurs.
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The moral inversion: condemning wealth while excusing the causes of poverty

Envy-politics is also intellectually lazy because it treats wealth as the only visible fact worth 

interrogating. Poverty becomes a rhetorical prop. The poor are used as moral cover while the 

policies that actually trap them—housing scarcity, licensing barriers, credential inflation, 

crime, unstable money, captured regulation—are left intact.

This produces a grim irony. A society can loudly condemn inequality while institutionalising 

immobility. It can deliver speeches about dignity while keeping entry closed. It can denounce 

“the rich” while ensuring that only the connected can become rich.

Envy is excellent at making speeches. It is useless at fixing bottlenecks.

The practical distinction: uplift policy versus levelling policy

To keep this chapter from becoming a purely moral essay, the distinction can be stated 

operationally.

Uplift policy does at least three things:

1. It increases the poor’s access to stable housing and safe neighbourhoods.

2. It reduces barriers to work, trade, and enterprise.

3. It strengthens the institutions that make long-term planning rational: stable money, 

enforceable property, predictable rules.

Levelling policy does at least three different things:

1. It targets visible winners for punishment.

2. It redistributes claims without expanding output.

3. It expands discretionary power to manage outcomes.

The first set builds ladders. The second set builds dependence and conflict.

A serious political economy cannot be indifferent to this difference. It determines whether a 

society grows richer or merely grows angrier.

A final clarification: the opposite of envy is not indifference

Rejecting envy-politics does not require worship of the rich. It requires sobriety about 

causality.
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A society can recognise that some fortunes are built by innovation and service, while others 

are built by capture and corruption. The proper response is not to moralise about “wealth” as 

a category, but to attack corruption and protect open entry. A society that wants fewer 

oligarchs should dismantle the mechanisms that create them: capture, monopoly privileges, 

and exclusionary regulation.

Envy is a poor substitute for competition policy. It punishes outcomes while leaving 

mechanisms untouched.

Greed becomes less dangerous not when it is denounced, but when it is forced to compete 

under fair rules. Envy becomes less dangerous not when it is suppressed, but when people 

have genuine ladders—because aspiration replaces resentment when rising is possible.

The Lesson Line

A society does not become fair by punishing success; it becomes fair by making success 

accessible to anyone willing to earn it.
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Chapter 6 Notes 

[1] Productive vs. Predatory Greed William Baumol, "Entrepreneurship: Productive, 

Unproductive, and Destructive," Journal of Political Economy (1990). The definitive 

framework distinguishing between entrepreneurship that expands the economy (innovation) 

and entrepreneurship that extracts rent (lobbying/litigation), determined entirely by the 

institutional "rules of the game."

[2] The Cost of Envy Politics Alesina & Rodrik, "Distributive Politics and Economic 

Growth," Quarterly Journal of Economics (1994). Empirically demonstrates that high 

inequality fuels political demands for redistribution; when these demands result in aggressive 

taxation on capital accumulation, long-run growth slows, hurting the poor.

[3] Luxury Tax Failure Congressional Research Service, Luxury Excise Tax: Issues and 

Options (1992). Analysed the 1990 US luxury tax on yachts and private planes. It found the 

tax raised negligible revenue but caused a collapse in the domestic boat-building industry, 

costing thousands of blue-collar jobs before its repeal in 1993.

[4] Extractive Institutions Acemoglu & Robinson, Why Nations Fail (2012). Establishes 

that "extractive institutions" (which limit entry and concentrate power) incentivize elites to 

extract wealth rather than create it, while "inclusive institutions" align private greed with 

public prosperity through open markets and property rights.
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Governing Claim Greed and envy are not policies, but motives whose social consequences 

depend entirely on institutions. Greed can be harnessed into production (serving others) or 

predation (capturing the state), whereas envy is economically sterile—it seeks to level 

outcomes rather than build ladders.

The "Hazlitt" Examples (Primary)

1. Luxury Taxes (Envy Policy Backfires):

o Claim: Taxing luxury goods (yachts, furs, jets) punishes the rich and raises 

revenue without harming the poor.

o Hidden Assumption: Demand for luxuries is inelastic and the rich cannot 

change their consumption habits.

o Mechanism: The rich stop buying or buy elsewhere; the tax revenue collapses, 

but the industries producing the goods (boat builders, factory workers) are 

devastated.

o Lesson: A policy designed to punish a visible winner often destroys the jobs of 

invisible workers.

2. High Top Marginal Rates (Behavioural Response):

o Claim: "They can afford it"—we can tax income at punitive rates without 

altering economic activity.

o Hidden Assumption: High earners will continue to produce, invest, and report 

income exactly as before, regardless of the penalty.

o Mechanism: Productive effort is replaced by avoidance strategies; capital flees 

to lower-tax jurisdictions or shifts into tax-sheltered (often less productive) 

assets.

o Lesson: When you punish productive greed, you do not get less greed; you get 

defensive greed and capital flight.

3. Tariffs & Political Allocation (Visible Job Theatre):

o Claim: Protecting domestic industries saves jobs and creates fairness.
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o Hidden Assumption: The jobs saved in the protected industry are the only ones 

that matter; higher costs for everyone else are irrelevant.

o Mechanism: Political allocation replaces market allocation. Greed shifts from 

satisfying consumers (competition) to satisfying politicians 

(lobbying/capture).

o Lesson: When business success depends on political protection, the economy 

becomes a battlefield of factions rather than a workshop of production.
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Chapter 7: Dignity, Work, and the 
Meaning Trap

"To deny one the right to work is to deny him the right to live... If there is no struggle, there is 

no progress."

 — Frederick Douglass

The modern world has developed a peculiar kind of tenderness: the tenderness that does not 

wish to require anything of anyone. It is a moral posture with soft hands and hard 

consequences. It looks at work—its fatigue, its indignities, its petty tyrannies, its dullness, its 

occasional cruelty—and concludes that the humane solution is to treat work as a regrettable 

relic: something to be abolished by automation, softened by transfers, and displaced by 

therapeutic language.

This posture borrows its emotional force from real grievances. Some labour markets are 

rigged by gatekeepers. Some employers treat people as expendable inputs. Some jobs are not 

merely boring; they are senseless, a bureaucratic ritual performed to satisfy other 

bureaucracies. There are people who work two jobs and still cannot afford stability. There are 

people whose “work” is really the management of disorder—broken systems, broken 

families, broken streets. These realities invite an understandable anger, and anger invites a 

temptation: to treat the institution of work as the culprit rather than the environment that has 

distorted it.

That temptation is the meaning trap.

The meaning trap is the confusion of the function of work with the failures of particular 

workplaces and the vices of particular arrangements. Work can be badly organised. Work can 

be unjustly rewarded. Work can be made humiliating by a culture that despises the ordinary 

and worships the performative. But work—done under decent institutions—is not merely a 

wage mechanism. It is one of civilisation’s central formative structures. It is the daily school 

of competence, restraint, responsibility, endurance, and social membership. It is where most 

people learn, not in theory but under constraint, that outcomes can be changed by effort and 

that promises must be kept even when moods shift.
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A society may reduce toil at the margin; it should. A society may improve conditions; it must. 

But a society that treats work as optional and competence as a decorative luxury is sawing at 

the ladder while insisting it is widening it. The ladder’s rungs are not made of slogans. They 

are made of capabilities. And capabilities are not transferred. They are built.

This chapter argues a careful thesis: the path up requires competence-building, not merely 

transfers. Transfers can protect life and relieve pain. They cannot substitute for the institution 

that forms the habits and skills upon which mobility depends. When policy confuses relief 

with formation, it produces a population that is financially supported but psychologically 

stranded—safe from starvation yet excluded from dignity, social integration, and the 

experience of earned agency. That condition is then interpreted as proof that “society is 

broken,” which it is, but the proposed remedy is usually more disconnection from work, more 

substitution of meaning with theatre, and more administrative management of the resulting 

disorder.

The moral vocabulary becomes richer. The society becomes poorer.

I. The three functions of work: income, formation, and belonging

The politics of work becomes confused because it reduces work to its most visible function: 

income. Income is measurable. Income is distributable. Income is the part of work that can be 

moved around with legislation and cheques. So public debate treats income as if it were the 

entire content of work. From this reduction a simple conclusion follows: if work is only 

income, then income can replace work.

This is the first mistake.

Work has at least three functions, and only one of them is a transfer.

1. Work as income: the visible function

Work provides money. It pays for food, shelter, medicine, and the ordinary comforts that 

make life tolerable. The wage is also a signal: someone, somewhere, values your output 

enough to trade their money for your time. This signal is not a philosophical ornament. It is a 

psychological stabiliser. It tells the worker that they are not merely being “kept.” They are 

being paid.

The difference is not semantic. To be paid is to be recognised as capable of exchange. To be 

kept is to be treated as a dependent.
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Societies can and must provide care for those who cannot work. Yet it is an error to pretend 

that a stipend automatically reproduces the psychic status of a wage. A transfer can relieve 

hunger; it does not automatically confer the dignity of contribution. This is not because 

people are ungrateful. It is because people are built to need agency. The conscience may 

accept help; the nervous system still asks whether you are necessary.

2. Work as formation: the hidden function

Work forms people. It teaches them the disciplines that cannot be taught by mere instruction: 

punctuality, reliability, persistence, self-control, the capacity to endure boredom, the ability to 

complete tasks when the initial enthusiasm has died, the habit of quality, the willingness to 

accept correction, the learning of standards that exist outside one’s feelings. Work is not only 

what you do. It is what you become while doing it.29

Education can transmit knowledge. It cannot reliably transmit reliability. Work does, because 

work contains consequence. In work, mistakes cost something: money, time, trust, reputation. 

This cost is painful; it is also educational. It is the price of reality entering the personality.

This is why competence is not a mood. It is a formed capacity.

A society that abolishes work as a formative institution must replace it with another structure 

capable of producing similar formation. The modern imagination rarely supplies one. It 

supplies instead a dream of spontaneous self-actualisation, as if the removal of demand would 

produce excellence. In practice the removal of demand often produces drift.

3. Work as belonging: the social function

Work integrates people into a shared world. It gives routine, structure, and social contact that 

is not purely elective. It puts people among others who depend on them, and on whom they 

depend. The dependency can be unpleasant in badly managed workplaces. Yet dependency is 

also the basis of social membership: the sense that your presence matters, that your actions 

have consequences for others, that you are not merely an observer of life but a participant.

A society that replaces work with transfers must replace belonging with something else. 

When it fails, people seek belonging in substitutes that are emotionally vivid but socially 

barren: online theatre, factional politics, performative identity, conspiratorial tribes, spectacle, 

29 Heckman & Kautz (2012), "Hard Evidence on Soft Skills," Labour Economics. James Heckman (Nobel 
Laureate) demonstrates that "soft skills" (conscientiousness, perseverance) are predictive of life outcomes and 
are malleable—meaning they are formed by environments like work and apprenticeships, not fixed at birth.
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addiction. These substitutes offer the feeling of intensity without the discipline of 

contribution. They satisfy the hunger for meaning without building competence.

This is the trap. It is not that people become worse. It is that the institution that once 

organised meaning has been removed and replaced with a screen.

Work, in short, is not merely a pay packet. It is a school and a community. Those who speak 

of replacing work with transfers often speak as if money were a full human substitute for 

structure. It is not.

II. Dignity: capability versus comfort

Dignity is often treated as a matter of recognition: the right words, the right tone, the right 

policies that “affirm” the citizen. Recognition matters at the level of basic human respect. But 

dignity, in the deeper sense—the dignity that stabilises a person against humiliation, 

resentment, and despair—does not primarily come from being told one matters. It comes 

from knowing one can do something that matters.

There is a difference between being cared for and being capable. The first is necessary for 

those who cannot do the second. The second is necessary for psychological adulthood.

Comfort can be purchased. Capability must be acquired. Comfort can be delivered by a state. 

Capability cannot be delivered without a process of formation that includes effort and 

feedback.

This is why policies that provide only comfort, while dismantling competence-building, 

produce an odd mixture: a population simultaneously protected and furious. Protected, 

because basic needs may be met. Furious, because dignity has not arrived; agency has not 

arrived; the ladder has not arrived. Resentment then seeks a target. Politics supplies one. The 

social atmosphere becomes thick with moral accusation, because accusation is a substitute for 

competence. It is a way of feeling powerful without being capable.

A society cannot purchase dignity in bulk and distribute it like flour.

III. The competence-building principle: what transfers cannot do

The central fact that politics prefers not to speak aloud is that the path out of poverty is not an 

account balance. It is a person becoming more capable.

Transfers can reduce pain. They can stabilise a household through a shock. They can prevent 

destitution. They can create breathing room. Breathing room is not nothing; it can be the 
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difference between collapse and recovery. But breathing room is not a ladder. A ladder is 

made of competence, stability, and opportunity.

Competence requires a specific sequence: practice under constraint, feedback, correction, 

repetition, standards, responsibility, and consequence. It is formed by exposure to reality in a 

way that cannot be bypassed by good intentions.

This is why “just give people money” is morally incomplete. It assumes that the only thing 

preventing mobility is cash. Sometimes cash is the bottleneck. Often it is not. Often the 

bottleneck is a lack of stable environment, a lack of skill formation, a lack of trustworthy 

institutions, and a lack of entry.

A society that gives money while leaving entry blocked produces a cruel paradox: it funds 

survival while forbidding escape.

A society that gives money while degrading work produces another paradox: it relieves 

material pain while deepening the spiritual and psychological pain of uselessness.

The political mind dislikes this argument because it sounds harsh. It is not harsh. It is a 

description of the human creature. People require competence to feel fully alive. They can be 

fed while still feeling dead.

IV. Work and the ladder: struggle as formation, not cruelty

The modern tendency is to treat struggle as an injustice. Some struggle is unjust: unnecessary 

obstacles, corrupt gatekeeping, poverty traps created by policy. Those are not formative 

struggles; they are predatory.

But there is another kind of struggle that is not predatory but constitutive. It is the struggle of 

learning: the strain of mastering a skill, the discipline of showing up, the discomfort of 

feedback, the embarrassment of early incompetence, the boredom of repetition, the frustration 

of delayed payoff. This struggle is the cost of becoming capable.

Douglass’s line about struggle and progress is not a hymn to suffering. It is a recognition that 

freedom is not merely legal. Freedom is practical. It requires the capacities that allow a 

person to navigate the world without being managed. Those capacities are built in the only 

way they can be built: through effort and consequence.

To remove this struggle entirely is not kindness. It is infantilisation.
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The correct aim is therefore not to abolish struggle, but to abolish futile struggle—struggle 

that does not lead to competence because the system blocks reward. A society that demands 

discipline while permitting capture produces resentment. A society that rewards discipline 

with mobility produces dignity.

The ladder requires that effort connect to progress.

V. The meaning trap: grievance as identity, theatre as purpose

When work’s formative and integrative role weakens, people still require meaning. Meaning 

is not optional. It is the psychological infrastructure of stability. Remove the institution that 

provides routine demands and shared purpose and meaning does not disappear; it relocates.30

Often it relocates into grievance.

Grievance is a potent substitute for purpose because it provides a narrative and a community. 

It tells a person why they are suffering, who is to blame, and what moral posture to adopt. It 

offers membership without achievement. It offers esteem without competence. It offers a 

sense of righteousness that does not require building anything.

A society that cannot offer reliable ladders will produce grievance politics as a default. People 

will demand recognition because they cannot access achievement. They will demand 

outcome equality because they cannot access mobility. They will demand symbolic victories 

because material victories are blocked by housing scarcity, licensing barriers, credential 

inflation, crime, unstable money, and captured regulation.

This is the meaning trap’s civic form: the substitution of politics for formation.

Work, at its best, directs ambition into competence. When work is degraded, ambition 

searches for another arena. Politics becomes that arena because politics offers the sensation of 

power without the discipline of capability. The result is a culture of accusation: everyone is 

judged, everyone is suspect, everyone is angry, and no one is building.

This is not a moral decline caused by “bad people.” It is a predictable result of an 

environment that offers fewer meaningful routes to competence.

A society can survive poverty. It cannot long survive a culture that turns its frustration into 

permanent theatre.

30 Case & Deaton (2020), Deaths of Despair and the Future of Capitalism. Documented the catastrophic rise in 
suicide, drug overdose, and alcohol-related deaths among non-college whites in the US, explicitly linking these 
"deaths of despair" to the collapse of work and community ties, not just income loss.
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VI. The economic case: productivity is built by capable people, not redistributed claims

This book’s central lesson is the second effect: what policies do beyond their visible 

intention. Transfers have visible effects. They place money in pockets. They reduce 

immediate hardship. These are real effects.

But the second effects are decisive. Transfers alter incentives. They can weaken work’s role 

as formation if designed badly. They can create dependency loops if they penalise earning. 

They can become substitutes for reforms that would widen entry: housing supply, licensing 

rollback, school quality, crime reduction, stable money, simplification of regulation.

Most importantly, transfers do not produce output. They redistribute claims on output. Output 

rises when people become more competent and when capital is allocated into productive 

investment. Both depend on institutions that reward competence and investment rather than 

capture and theatre.

This is why any programme that aims at uplift must be evaluated by a harder question than 

“how much money does it distribute?” It must be evaluated by “does it increase competence, 

stability, and entry?”

Policies that ignore competence-building often create a population that is fed but stuck. And a 

stuck population becomes fertile soil for demagogues.

VII. A careful distinction: care is necessary; substitution is corrosive

It must be said plainly: there are people who cannot work. There are seasons of life when 

people should not work. Illness, disability, infancy, caregiving, and old age are not 

ideological categories; they are human realities. A society that abandons the vulnerable 

becomes morally disfigured.

None of this contradicts the chapter’s thesis. It sharpens it.

A safety net is not an insult. It is a civilisational duty. But a safety net becomes corrosive 

when it is transformed into a substitute for the ladder. Relief can become a trap if it is paired 

with blocked entry and degraded formation. Permanent substitution turns the citizen into a 

managed subject.

The most humane systems do not merely keep people alive. They help people become 

capable where possible. They treat dependence as a temporary condition when it can be, and 
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as a dignified exception when it must be. They do not treat dependence as the normal end 

state of mass populations.

A society that normalises dependence should not be surprised when it requires more 

surveillance to maintain order. Dependence breeds resentment. Resentment breeds conflict. 

Conflict invites control.

There is a line between compassion and management. Crossing it is easy. Returning is hard.

VIII. The dignity of ordinary work: the cultural war against the necessary

Modern cultural hierarchies treat many jobs as humiliating because they are not glamorous. 

This is childish. Civilisation runs on ordinary competence: builders, plumbers, nurses, 

drivers, cleaners, warehouse workers, technicians, and innumerable crafts whose excellence 

is invisible precisely because it works.

A society that teaches people to despise ordinary work teaches them to despise the ordinary 

worker. It then wonders why social cohesion collapses.

This contempt also damages mobility. If the cultural message is that trades are “lesser,” the 

young are pushed into credential theatres rather than apprenticeships. They accumulate debt 

while avoiding competence. They delay adulthood while acquiring paper status. Then they 

discover that paper is not a substitute for capability, and they feel cheated. They have been 

cheated: not only by institutions, but by a culture that treated dignity as a badge rather than a 

craft.31

Dignity is not a title. It is the experience of being useful.

When a society loses respect for usefulness, it becomes obsessed with status. Status games 

are among the least productive human activities, yet they can consume entire classes. They 

create a strange economy of social signalling, where people compete not by building value 

but by displaying moral alignment. The ladder becomes a stage prop, and life becomes a 

pageant.

31 Hanushek et al. (2017), "General Education, Vocational Education, and Labor-Market Outcomes over the 
Lifecycle," Journal of Human Resources. Found that while general education pays off later, strong 
vocational/apprenticeship systems (like Germany's) facilitate much smoother entry into the labor market for 
youth, reducing the "failure to launch" phenomenon seen in credential-heavy systems.
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Work is one of the few institutions that can pierce this nonsense because it imposes reality. 

You either deliver or you do not. You either show up or you do not. You either learn or you do 

not. In a culture drunk on performance, this is clarifying.

IX. The danger of empty time: boredom as social solvent

The anti-work imagination assumes that if work declines, people will naturally shift to higher 

pursuits: art, philosophy, family, community, and self-improvement. Some will. Many will 

not.

The problem is not that people are wicked. The problem is that meaning requires structure. 

Structure requires demands. Demands require norms. Remove the central institution that 

provides routine demands and you must replace it with another structure capable of forming 

habits and offering belonging.

If you do not, society drifts into the management of boredom.

Boredom is not a harmless inconvenience. It is a solvent. It dissolves restraint. It dissolves 

attention. It dissolves family formation. It increases the demand for stimulation, which 

markets and politics supply in the cheapest form: spectacle. A bored society becomes 

addicted to outrage and entertainment because both provide intensity. Outrage provides moral 

intensity without competence. Entertainment provides sensory intensity without purpose.

This is why the dream of effortless leisure often curdles into decadence. Leisure can be 

magnificent when it is earned and structured by a life of competence. Leisure can be poison 

when it is unstructured and permanent, because it invites the collapse of habits that hold the 

mind together.

Civilisation has always known this, even when it pretended not to. The ancient fear of 

idleness was not puritanical hatred of pleasure. It was recognition that the human animal, left 

without demand, often becomes self-destructive.

Work is not the only source of structure. But it is the most widespread one. Remove it, and 

you must supply another. Most modern schemes supply only money. Money does not 

structure time.

X. Work and institutions: making greed productive rather than predatory

The previous chapter placed greed and envy in their proper roles. The same logic applies 

here. Work can be dignifying or degrading depending on the rules.



88

Where entry is open, wages reflect productivity, and competition disciplines employers, work 

tends toward dignity. People can leave bad workplaces. Employers must attract labour by 

offering conditions and pay that are competitive. Skill formation is rewarded. The ladder is 

real.

Where housing is scarce, licensing blocks entry, credentials inflate costs, crime forces 

defensive living, and regulation is captured, work becomes a grind without reward. People 

cannot relocate near opportunity. They cannot enter trades without permission. They cannot 

demonstrate competence without expensive certificates. They cannot save reliably if money 

is unstable. They cannot plan because rules shift.

In such environments, telling people to “work harder” is not only cruel; it is stupid. It ignores 

the bottlenecks. It turns a structural failure into a personal insult.

But the correct response to these structural failures is not to treat work as obsolete. It is to 

restore the institutional conditions under which work becomes formative and rewarded.

If a society wants dignity through work, it must ensure that work can actually lead 

somewhere.

XI. The competence ladder: stages of ascent and why they matter

A ladder is not a metaphor only. It has stages.

At the bottom is basic reliability: showing up, finishing tasks, telling the truth about what 

you did, learning to take correction without collapsing. These are not academic skills. They 

are character skills formed under constraint.

Then comes skill acquisition: learning a trade, mastering tools, building tacit knowledge, 

improving output quality, becoming dependable in complexity. This is where apprenticeship 

shines: it ties learning to real standards and real consequences.

Then comes responsibility: managing projects, supervising others, planning, budgeting, 

negotiating, bearing the cost of mistakes. This stage is where people learn the difference 

between complaint and solution.

Finally comes ownership and autonomy: saving capital, starting a business, acquiring 

property, controlling one’s time, providing employment to others. This stage is where a 

person becomes not merely a worker but a builder of institutions.
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Transfers can help a person survive at the bottom stages. They cannot substitute for the 

stages. If policy focuses on payments while ignoring the ladder’s architecture—housing 

supply, skill pathways, open entry, stable money—then the ladder is removed and the citizen 

is told to be grateful for the net.

A net is not a ladder. A net catches. A ladder lifts.

XII. What a humane work-centred society actually requires

A work-centred society is not one that worships toil. It is one that protects the link between 

effort and progress and that respects competence as the moral currency of adulthood.

It requires, at minimum, the following conditions:

1. Entry must be open

Unnecessary licensing must be rolled back. Apprenticeships must be restored. Skills-based 

hiring must be normalised. If competence can be demonstrated, it should not be blocked by 

paper barriers.

2. Housing must be abundant near opportunity

If workers cannot live near jobs, the labour market becomes a commute tax. Long commutes 

drain time, family life, and energy for skill formation. Housing scarcity is a ladder removal 

disguised as planning.

3. Streets must be safe and property protected

No serious competence-building occurs in chaos. Safety is not a luxury. It is a precondition of 

stable routines.

4. Money must be stable enough to reward saving

People cannot climb if every attempt to save is eroded silently. Stable money supports 

restraint. Restraint supports investment. Investment supports jobs and wages.

5. Welfare must support mobility, not trap it

Support should prevent destitution without punishing earning. Programmes should be 

designed to avoid cliffs where a small increase in income produces a large loss in benefits. 

The goal is to make work pay, not to make dependence rational.32

32 Mulligan (2012), The Redistribution Recession. Analyzed how high implicit marginal tax rates (benefit cliffs) 
during the Great Recession reduced employment by effectively penalizing work. Confirms the mechanism that 
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6. Culture must respect ordinary competence

The young must be taught that dignity is not a credential but a capacity. A society that sneers 

at trades and worships paper status will produce fragile citizens and angry graduates.

None of these is glamorous. All of them matter more than speeches.

XIII. The political temptation: replacing formation with management

When societies fail to build ladders, they increasingly manage the consequences: counselling 

for despair, programmes for disconnection, therapies for boredom, committees for 

resentment, initiatives for inclusion, and bureaucratic architectures that grow like vines 

around the broken core.

Some of these interventions are well-intentioned. Many are necessary as triage. But triage is 

not cure. A society that replaces formation with management becomes a society of permanent 

administration. The citizen is treated as a patient. The polity becomes a clinic.

A clinic is not a civilisation.

The deeper danger is that management invites control. When people are formed by work, 

they develop agency. When people are managed by systems, they develop dependence. 

Dependence invites coercion because the dependent are both easier to control and more prone 

to revolt. The state responds by expanding surveillance and enforcement, which further 

erodes trust, which further increases management needs.

The meaning trap then becomes a political trap. A society that loses work as a formative 

institution often gains a bureaucratic apparatus to manage the social consequences. The 

apparatus, by nature, does not want to disappear. It grows. It justifies itself. It moralises itself. 

It becomes a new class interest.

The poor, meanwhile, do not gain dignity. They gain case workers.

XIV. The careful conclusion: build ladders, not myths

The humane aim is not to maximise toil. It is to maximise dignity, mobility, and stability. 

Work is central to this aim because it forms competence and integrates people into society.

transfers without careful design can trap people in dependency.
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Transfers are not the enemy. They are often necessary. But transfers without ladders are not 

compassion. They are a long, slow insult: a system telling people they will be fed, but not 

trusted with agency.

A society that wants fewer humiliations should not abolish work. It should abolish the 

bottlenecks that make work unrewarding. It should restore entry, restore skill formation, 

restore housing abundance, restore safety, and restore honest money. It should treat 

competence as a civic virtue and protect the institutional pathways that allow ordinary people 

to acquire it.

If the ladder is intact, inequality becomes what it should be: a description, not a scandal. If 

the ladder is removed, inequality becomes what it is in captured societies: a hereditary prison 

disguised as moral debate.

The meaning trap is the belief that dignity can be bought and distributed without building 

competence. It cannot. Dignity is the lived experience of capability. Capability is formed 

through effort, standards, and consequence. Work—properly structured—is where those are 

learned.

The Lesson Line

Only competence builds escape; money can relieve pain, but it cannot replace a ladder.
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Chapter 7 Notes:

[1] Work as Formation (Soft Skills) Heckman & Kautz, "Hard Evidence on Soft Skills," 

Labour Economics (2012). James Heckman (Nobel Laureate) demonstrates that "soft skills" 

(conscientiousness, perseverance) are predictive of life outcomes and are malleable—

meaning they are formed by environments like work and apprenticeships, not fixed at birth.

[2] The Meaning Trap (Deaths of Despair) Case & Deaton, Deaths of Despair and the 

Future of Capitalism (2020). Documented the catastrophic rise in suicide, drug overdose, and 

alcohol-related deaths among non-college whites in the US, explicitly linking these to the 

collapse of work and community ties, proving that income transfers alone cannot stop the 

despair of uselessness.

[3] Transfers without Ladders (Dependency Traps) Mulligan, The Redistribution 

Recession (2012). Analyzed how high implicit marginal tax rates (benefit cliffs) significantly 

reduced employment by effectively penalizing work, confirming that transfers without careful 

design trap people in dependency.

[4] Competence Pathways (Apprenticeship vs. College) Hanushek et al., "General 

Education, Vocational Education, and Labor-Market Outcomes over the Lifecycle," Journal 

of Human Resources (2017). Found that while general education pays off later, strong 

vocational/apprenticeship systems (like Germany's) facilitate much smoother entry into the 

labor market for youth, reducing the "failure to launch" phenomenon.
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Governing Claim Work is not merely income to be replaced by transfers; it is training, 

discipline, identity, and the school of competence. When policy confuses relief with 

formation, it creates a population that is safe from starvation but excluded from dignity.

The "Hazlitt" Examples (Primary)

1. Minimum Wage (Entry-Rung Loss):

o Claim: Raising the wage floor guarantees a living wage for all.

o Hidden Assumption: Employment levels will remain constant despite higher 

costs.

o Mechanism: Employers automate or eliminate entry-level roles, removing the 

"apprenticeship" tier where young workers learn soft skills (punctuality, 

reliability).

o Lesson: A policy that makes the first rung expensive often removes the ladder 

entirely.

2. Labour Market Rigidities (Insider Protection):

o Claim: Strict hiring/firing rules protect workers from exploitation.

o Hidden Assumption: Employers will continue to hire at the same rate despite 

high risk.

o Mechanism: Hiring becomes a high-stakes liability; employers rely on 

credential filtering and known networks, locking out the "risky" (young, 

inexperienced, marginalised).

o Lesson: Rigidity protects the incumbent insider at the expense of the excluded 

outsider.

3. Family Stability (Human Capital Foundation):

o Claim: Family structure is a private lifestyle choice with no economic import.

o Hidden Assumption: Human capital formation happens automatically or can 

be fully outsourced to schools.
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o Mechanism: The breakdown of the family unit removes the primary structure 

for transmitting "soft skills" (restraint, focus, trust), leaving schools to manage 

disorder rather than teach competence.

o Lesson: The ladder is built at home first; if the foundation cracks, the climb 

becomes nearly impossible.
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Part III — Social Capital and the Broken 
Middle

 
"Among the laws that rule human societies, there is one which seems to be more precise and 

clear than all others. If men are to remain civilized or to become so, the art of associating 

together must grow and improve in the same ratio in which the equality of conditions is 

increased."

— Alexis de Tocqueville, Democracy in America (1835)
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Chapter 8: The Invisible Infrastructure: 
Social Capital

"Widespread distrust in a society... imposes a kind of tax on all forms of economic activity, a 

tax that high-trust societies do not have to pay."

— Francis Fukuyama, Trust: The Social Virtues and the Creation of Prosperity (1995)

A society can possess immaculate highways, glittering towers, and a fibre network capable of 
delivering every triviality at the speed of light—and still fail at the humble art of living 
together. It can have airports and algorithms, degrees and devices, policies and plans, and yet 
remain poor in the only sense that eventually matters: poor in coordination, poor in cohesion, 
poor in the quiet confidence that other people will not betray you at the first profitable 
opportunity.

Modern politics has trained itself to see prosperity as something engineered chiefly through 
visible interventions. It speaks of “investment” as though it were always a matter of steel and 
concrete. It treats infrastructure as a noun that can be tendered, budgeted, photographed, and 
opened with a ribbon. The result is a civilisation that knows how to build things and has 
forgotten how to build trust. Or rather: it has forgotten that trust is a thing built, and that it is 
expensive to replace once destroyed.

This chapter concerns what the eye cannot easily admire.

Social capital is the invisible infrastructure of civilisation. It is what permits strangers to 
cooperate without being forced, what allows complex life to run on ordinary expectations 
instead of constant policing, what makes a market more than a jungle and a polity more than 
a war of factions. You can live without it, in the sense that you can continue to breathe. You 
cannot prosper without it, in the sense that you cannot scale cooperation cheaply. And 
prosperity, stripped of moral fog, is precisely that: the ability of a society to cooperate at scale 
with low friction.

When social capital is abundant, life feels lighter. Transactions require less ceremony. 
Contracts require fewer pages. Businesses do not spend half their budgets on defensive 
measures. People assume competence rather than incompetence, honesty rather than theft, 
good faith rather than the cunning search for loopholes. The society can afford liberty 
because most people restrain themselves before the law must restrain them.

When social capital decays, everything grows heavy. The same actions require more 
paperwork, more monitoring, more authentication, more insurance, more legal guidance, 
more surveillance. Cooperation becomes costly, and the cost is paid everywhere: in prices, in 
delays, in lost opportunities, in the consolidation of power into large organisations that alone 
can bear the compliance burden. The society becomes at once more regulated and less orderly
—more rules, fewer habits; more enforcement, less confidence; more administrators, fewer 
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associations. The poor suffer first, because they have the least capacity to purchase substitutes 
for trust.

To treat social capital as “soft” is to announce that one has never run a business, built a 
community, or depended on the decency of strangers. The softness is in the language only. 
The consequences are as hard as hunger.

I. Social capital in plain speech: what it is, and why the term exists

The phrase “social capital” irritates some people because it sounds like academic vanity: the 
mind inventing a new label for things the grandmother already knew. The grandmother did 
know. The label exists because modern societies, having trained themselves to respect only 
what can be counted, needed a way to speak about what cannot be easily priced yet governs 
everything that is priced.

Social capital is the stock of social conditions that reduce the cost of cooperation. It is capital 
because it is an asset that produces returns over time. It is social because it exists not inside a 
solitary person but between people, in their repeated dealings and shared expectations.

In ordinary language, social capital consists of networks, norms, trust, and associations.

Networks are the webs of repeated relationship: family, neighbours, colleagues, guilds, 
congregations, clubs, old school ties, professional communities, and the thousand informal 
connections through which information and help travel.

Norms are the unwritten rules that govern behaviour where law cannot reach without 
becoming tyrannical: queues, courtesy, the ordinary expectation of honesty, the shame 
attached to certain forms of cheating, the praise attached to certain forms of reliability, the 
quiet condemnation of cruelty, and the habitual forms of reciprocity that prevent life from 
becoming a series of raids.

Trust is the expectation that most people will behave in a reasonably honest and predictable 
way most of the time, not because they are saints, but because they are habituated to decency 
and constrained by reputation and consequence.

Associations are the voluntary organisations that sit between the individual and the state: 
civic groups, sports clubs, trade bodies, unions, mutual aid societies, neighbourhood 
committees, charities, religious congregations, and the myriad forms of organised life in 
which people practice self-governance on a small scale.

These elements reinforce each other. Networks enforce norms. Norms generate trust. Trust 
makes associations easier to sustain. Associations widen networks. And all of this, when 
healthy, lowers the cost of doing anything with anyone.

A society with high social capital does not need to treat every citizen as a suspect. A society 
with low social capital has no choice but to do so, because without trust the default 
assumption must be betrayal. That is the moral fact behind Fukuyama’s observation: distrust 
functions like a tax. Not a tax paid once a year, but a tax levied on every exchange, every 
plan, every promise.

The crucial point is that social capital is not sentiment. It is not “niceness.” It is not a mood in 
the public square. It is a functional condition of cooperation.
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II. The economics of trust: why high-trust societies are richer

The modern mind has a habit of confusing material wealth with physical artefacts: roads, 
buildings, machines. These matter. But the prosperity of societies with similar physical 
capital can diverge dramatically. One grows; one stagnates. One innovates; one extracts. One 
produces new firms; one concentrates power. One has vibrant local commerce; one is 
dominated by a few guarded giants. The difference is not always technology. It is often 
trust.33

Trust lowers transaction costs. A transaction cost is any cost incurred in making an exchange 
happen: search costs, bargaining costs, verification costs, enforcement costs, dispute 
resolution costs. Economists often discuss these as technical matters. Social capital 
determines whether they are small or large.

In a high-trust environment, people can make agreements with fewer safeguards. They can 
hire with less paranoia. They can lend and borrow with less collateral. They can cooperate 
across firm boundaries with less fear of exploitation. They can adopt new practices faster 
because they believe other parties will honour their side.

In a low-trust environment, every transaction becomes a miniature lawsuit waiting to be filed. 
Contracts expand. Due diligence becomes ritual. People spend time not on improving 
products but on protecting themselves from being cheated. Entire industries arise not to create 
value but to prevent theft, fraud, and betrayal. Some defensive industries are necessary. The 
tragedy is when defence becomes the main growth sector.

Trust also affects the cost of capital. Investors require a return that compensates them for risk. 
In low-trust societies, the risk includes not merely market volatility but political predation, 
weak contract enforcement, corrupt officials, arbitrary regulation, and social instability. That 
risk premium raises the required return, which reduces investment. The society then wonders 
why factories are not built, why jobs do not appear, why capital “flees.” Capital does not flee 
because it is immoral. It flees because it is sensitive to risk. The richest moral sermon cannot 
repeal the mathematics of expected value.

Trust affects labour markets as well. In high-trust societies, apprenticeships can work because 
employers believe trainees will not simply take the training and vanish without reciprocating, 
and trainees believe employers will not exploit them and discard them. In low-trust societies, 
entry-level work becomes brittle: employers demand credentials as insurance; workers 
demand guarantees as defence; both sides behave as adversaries. The result is slower skill 
formation and higher barriers to entry. Those who are already inside the system protect their 
position. Those outside remain outside.

Trust also affects innovation. Innovation requires sharing information, testing ideas, 
collaborating, and tolerating the risk of being wrong. Low trust punishes openness. People 
hoard information. They avoid collaboration. They prefer safe projects and political 
protection. The society becomes less inventive and more bureaucratic. It produces more 

33 Algan & Cahuc (2010), "Inherited Trust and Growth," American Economic Review. This landmark study 
showed that trust explains a significant portion of GDP growth differences between countries. They found that if 
Africa had the same level of inherited social trust as Sweden, its GDP per capita would be five times higher.



99

compliance officers than engineers, more litigators than builders. It begins to worship process 
because it cannot rely on integrity.34

In short, trust is productive. Distrust is expensive. Fukuyama’s line is not metaphor. It is a 
diagnosis.

III. The difference between a society and a marketplace of predators

A market is not merely exchange. It is exchange under rules, under expectations, under 
shared understandings that permit strangers to trade without fear that every deal is a trap. 
Without those expectations, the market collapses into opportunism. Opportunism is not 
cleverness. It is the substitution of short-term advantage for long-term cooperation. It is the 
refusal to invest in reputation because one expects not to need it.35

A society with low social capital therefore faces a particular distortion. The most productive 
people do not necessarily rise; the most predatory people do. The skill is not competence but 
cunning. The reward is not profit earned by serving others but wealth extracted by gaming 
systems, bribing officials, exploiting loopholes, and manipulating rules.

This is why social capital matters morally as well as economically. It determines whether 
ambition is channelled into production or into predation. It determines whether the talented 
become builders or become courtiers.

A low-trust society often drifts toward centralisation for a grimly practical reason: only large 
organisations can afford to operate amid pervasive distrust. The small firm cannot hire a 
compliance team. The local shop cannot litigate. The independent builder cannot navigate 
endless procedural requirements. The result is consolidation. Consolidation then reduces 
competition. Reduced competition increases opportunities for rent extraction. Rent extraction 
breeds further distrust. The cycle feeds itself.

Social capital, then, is not merely a civic virtue. It is a structural condition that determines 
whether markets remain open or become guarded fiefdoms.

IV. What social capital is not: sentimental confusion and bureaucratic substitutions

There are two common ways social capital is misunderstood.

The first is sentimental. It treats social capital as niceness, as the warm feeling of community, 
as friendliness. Niceness can accompany social capital, but it is not the core. The core is 
reliability. A society can be polite and still corrupt; it can be blunt and still honest. Social 
capital concerns whether commitments are honoured and whether betrayal is punished by 
reputation and consequence.

34 Akcomak & ter Weel (2009), "Social Capital, Innovation and Growth," European Economic Review. 
Empirical evidence that social capital is a stronger predictor of innovation (measured by patent applications) 
than human capital (education levels) in many regions, because innovation requires the low-cost exchange of 
tacit knowledge.
35 Rothstein (2011), The Quality of Government: Corruption, Social Trust, and Inequality in International 
Perspective. Demonstrates that in low-trust, high-corruption environments, talent is diverted from production to 
rent-seeking, and generalized social trust collapses because citizens correctly perceive that "playing fair" is a 
sucker's bet.
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The second misunderstanding is bureaucratic. It treats social capital as something that can be 
manufactured by programmes, campaigns, and official “initiatives.” This is the administrative 
fantasy: if trust is low, create a taskforce; if associations are weak, create a department; if 
community is frayed, commission a report. The report then becomes the society’s substitute 
for the thing the report describes.

This does not work because social capital is not created by proclamation. It is created by 
repeated behaviour and credible enforcement. You cannot order people to trust institutions 
that behave capriciously. You cannot ask citizens to cooperate while rewarding those who 
defect. You cannot produce cohesion while teaching permanent grievance and suspicion. 
Trust is earned, and it is earned slowly.

A society that attempts to replace norms with policy ends up with a peculiar pathology: a 
culture of compliance without character. People follow rules when watched and game them 
when not watched. The state responds by expanding surveillance. Surveillance further erodes 
trust. The vicious circle is then called “governance.”

The truth is harsher and simpler. The more a society requires formal enforcement to achieve 
ordinary behaviour, the weaker its social capital has become.

V. Social capital as a distributive issue: why the poor are hit first

The wealthy can often purchase substitutes for social capital. They can hire security when 
streets are unsafe. They can hire lawyers when contracts are unreliable. They can move to 
guarded communities when neighbourhoods decay. They can pay for private schooling when 
public schooling becomes a battlefield. They can diversify assets when money becomes 
unstable. They can buy the time and expertise needed to navigate bureaucratic labyrinths.

The poor cannot.

When trust collapses, the poor do not merely suffer emotionally. They suffer economically. 
They face higher prices because businesses must cover losses and security costs. They face 
fewer jobs because firms avoid unstable areas. They face longer commutes because housing 
near opportunity becomes scarce and dangerous. They face worse education because stable 
families and safe streets, the ordinary conditions of learning, have been eroded.

Social capital is therefore not a quaint moral concern. It is a protective asset for those without 
other assets. High-trust societies are more humane not because they distribute more rhetoric 
but because they impose fewer invisible costs on ordinary life.

If distrust is a tax, it is a regressive one. It falls hardest on those least able to pay it.

VI. Networks: how opportunity travels, and how it gets trapped

Opportunity does not travel only through merit. It travels through information. Information 
travels through networks.

This can be uncomfortable to admit because it offends the modern desire to believe in purely 
formal equality: if the rules are equal on paper, outcomes should follow. But human life is not 
navigated by paper alone. People find jobs through friends. They learn about training 
programmes through neighbours. They discover apprenticeships through family members. 
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They build businesses through repeated relationships. They find childcare through 
community. They survive crises through mutual aid.

Networks can be exclusionary. They can become nepotistic. They can become tribal. But a 
society without networks is not fairer. It is lonelier and more brittle. The absence of networks 
does not produce meritocracy; it produces institutional dependence. People become clients of 
bureaucracies rather than members of communities.

The ladder depends on networks, not because networks guarantee justice, but because 
networks reduce fragility. A person with no network is one shock away from collapse. A 
person with a network can recover. Networks provide redundancy. Redundancy is resilience.

When social capital decays, networks shrink. People retreat into small circles. Trust is 
rationed. The society becomes fragmented. And fragmentation is the enemy of both growth 
and civic peace.

A nation cannot be governed well when citizens cannot cooperate even locally without 
suspicion. The state then expands to fill the vacuum. The vacuum grows because the 
expansion crowds out voluntary life. Again, the cycle tightens.

VII. Norms: the quiet rules that make law tolerable

Law is a crude instrument. It must be. Law operates by general categories and coercive 
enforcement. If law attempted to govern every detail of human interaction, it would become 
unbearable and tyrannical. This is why norms matter. Norms govern the countless interactions 
that law cannot sensibly touch.

Consider what a functioning day requires: queuing without violence, paying when one could 
steal, returning what is borrowed, showing up when promised, telling the truth when lying 
would be profitable, refraining from cheating even when one could escape consequences. If 
these behaviours require police intervention, the society has already failed. No police force 
can replace a culture.

Norms are cheaper than law because they are internalised. They operate through reputation 
and shame, through admiration and condemnation, through the desire to belong. A society 
that destroys norms must replace them with enforcement. Enforcement is expensive and 
political. It requires discretion. Discretion invites abuse. Abuse further destroys trust.

This is why the decay of norms is not merely a moral concern. It is a governance crisis. When 
people stop restraining themselves, the state must restrain them. The state then becomes more 
intrusive. Intrusiveness breeds resentment. Resentment reduces voluntary compliance. 
Voluntary compliance declines further. The spiral continues until either order collapses or 
freedom does.

Social capital is the only reliable alternative to either chaos or coercion.

VIII. Trust and money: the financial dimension of social capital

Trust is not only interpersonal. It is institutional. One of the most important institutional 
forms of trust is trust in money.
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Money is society’s accounting system. It allows people to plan across time. It makes long-
term contracts meaningful. It makes saving rational. It makes deferred gratification possible. 
It makes investment calculable.

When money becomes unstable—through persistent inflation, arbitrary intervention, or 
political manipulation—trust decays. People shift from long-term planning to short-term 
survival strategy. They buy assets not because they are productive but because they are 
hedges. They borrow not because they are building but because debt becomes advantageous 
in inflationary environments. They become cynical because the measuring stick is bending.

This matters for social capital because stable money reinforces norms of restraint. If saving is 
rewarded, prudence is encouraged. If saving is punished, prudence becomes foolishness. The 
society then selects for different habits: more speculation, more leverage, more short-
termism, more distrust.

A society that treats money as a political tool should not be surprised when citizens treat 
institutions as unreliable. One cannot erode trust in the unit of account and expect trust to 
remain in anything else.

IX. Associations: the lost middle between the person and the state

There is a temptation, especially among those who enjoy abstract political arguments, to 
imagine society as composed of two entities: the individual and the state. This is a child’s 
drawing of civilisation. The adult reality is that society is made of institutions in between: 
families, churches, clubs, unions, guilds, charities, neighbourhood groups, professional 
bodies, local sports teams, and a thousand voluntary associations that give shape to life.

These associations do more than provide leisure. They train people in cooperation. They 
teach them to work with others who are not identical to them. They teach leadership and 
compromise. They teach responsibility for shared resources. They habituate citizens to self-
governance in small doses. They are, in effect, the apprenticeship of citizenship.

When associations decline, two things happen. First, people become lonelier and more 
fragile, because they lack community support. Second, the state expands to fill the role 
associations once played. The state then attempts to provide community through 
programmes. But programmes are not communities. They are transactions mediated by rules. 
They can deliver services; they cannot easily generate belonging. Belonging requires mutual 
obligation and shared identity built over time.36

A society of atomised individuals is therefore not a free society. It is a society ripe for 
management. The state becomes the organiser of life because no other organiser exists. The 
citizen becomes a client because the citizen has no local institution in which to practice 
agency.

Social capital is the alternative to both loneliness and Leviathan. It provides social order 
without omnipresent authority.

X. The great substitution: bureaucracy as the counterfeit of social capital

36 Putnam (2000), Bowling Alone: The Collapse and Revival of American Community. Robert Putnam's 
exhaustive data on the collapse of voluntary associations (PTA, unions, clubs) in the US since the 1960s, 
correlating this decline with lower civic engagement and lower generalized trust.
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When social capital decays, societies do not admit it directly. They replace it with 
bureaucracy.

Where trust is low, create compliance departments. Where norms are weak, create rules. 
Where associations dissolve, create programmes. Where communities fracture, create 
“community engagement officers.” Where relationships are thin, create “stakeholder 
frameworks.” Where citizens distrust institutions, create public relations campaigns.

This is not wholly malicious. It is often an attempt to keep society functioning. But it 
produces a counterfeit: a procedural imitation of social capital. It is expensive, slow, and 
fragile. It can enforce certain behaviours. It cannot produce the ordinary decency that makes 
life cheap.

A society governed by counterfeit social capital becomes a society of forms. People learn to 
perform compliance. They learn to speak in approved language. They learn to navigate 
systems rather than to become reliable. They become adept at appearances. They become 
cynical about substance.

This is why social capital matters for truth itself. Low-trust societies produce more 
propaganda, because propaganda is the replacement for credibility. When institutions are not 
trusted, they must persuade by force of narrative rather than by force of consistency. 
Narrative then becomes the main instrument of governance. And citizens, sensing 
manipulation, become still less trusting. Thus the propaganda state is often the symptom of 
lost social capital, not merely the cause.

A healthy society does not need to be persuaded constantly that it is healthy. It simply 
functions.

XI. Social capital and the ladder: how mobility depends on invisible assets

Earlier chapters argued that the scandal is not inequality but the removal of the ladder. Social 
capital is one of the ladder’s most important rungs.

Mobility requires opportunity, and opportunity requires information and trust. Employers 
must trust that trainees can be shaped into useful workers. Banks must trust that borrowers 
will repay. Communities must trust that newcomers will join norms rather than undermine 
them. People must trust that effort will yield progress rather than being stolen by corruption.

When social capital is high, mobility is more possible even if material conditions are not 
perfect. People can find mentors. Apprenticeships can form. Jobs can be offered to those who 
lack paper credentials but show reliability. Neighbours can provide childcare that permits 
work. Families can transmit habits and expectations that support discipline.

When social capital is low, mobility becomes harder even if money is plentiful. People cannot 
find reliable networks. Employers demand credentials because they cannot trust character. 
Training becomes expensive because it must be insulated against betrayal. Communities 
become defensive. The poor become trapped because every failure has higher consequences 
and fewer supports.

This is why policy that focuses only on transfers often fails. Transfers do not rebuild social 
capital. Indeed, badly designed transfers can weaken it by substituting entitlement for 
reciprocity and by turning citizens into clients rather than participants.
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The ladder is not only economic. It is social. Social capital is the invisible scaffolding that 
makes climbing possible.

XII. The false comfort of “diversity” without cohesion

Modern societies often celebrate heterogeneity while neglecting cohesion. Heterogeneity can 
be a strength. It can bring different skills, ideas, and energies. But heterogeneity without 
shared norms can also be a source of distrust.

Social capital does not require uniformity. It requires a shared framework of trust and rule-
following. A society can be diverse and high-trust if it maintains credible institutions and 
shared norms. A society can be diverse and low-trust if it fragments into enclaves and treats 
law as selective.

This matters because the modern political habit is to treat cohesion as suspicious, as though 
shared norms must always be oppressive. This is another meaning trap: confusing norms with 
tyranny.

Norms can be oppressive if they forbid harmless difference. But norms are also the 
precondition of cooperation. A society that destroys norms in the name of liberation often 
discovers it has liberated predation. It then responds with bureaucracy and surveillance, 
which are far more oppressive than the norms it discarded.

Social capital requires a balance: enough shared expectation to allow trust, enough freedom 
to allow variation. The art is difficult. The refusal to attempt it is catastrophic.

XIII. How social capital is destroyed: four common mechanisms

Social capital can be destroyed in many ways, but four recur in modern societies with grim 
predictability.

First, selective enforcement. When laws are applied unevenly—when some groups are 
punished and others excused—citizens learn that rules are not boundaries but weapons. Trust 
in institutions collapses. People comply only when forced. The society becomes adversarial.

Second, inflation and fiscal deceit. When governments erode purchasing power while 
insisting they are helping, citizens learn that official language is unreliable. They become 
cynical. They seek hedges. They abandon long-term planning. Trust in money collapses, and 
with it trust in promises.

Third, moral theatre as governance. When politics becomes a performance of virtue rather 
than a discipline of results, citizens learn that rhetoric is cheap. They stop believing. 
Cynicism spreads. Cynicism is the solvent of cooperation.

Fourth, the crowding out of associations. When the state expands into every domain of life, 
voluntary associations shrink. People become clients. They lose the habit of self-governance. 
Social capital decays because people no longer practice cooperation except through 
bureaucracy.

These mechanisms reinforce each other. A politicised society with selective enforcement 
expands bureaucracy. Bureaucracy invites capture. Capture produces resentment. Resentment 
fuels moral theatre. Moral theatre justifies inflationary promises. Inflation erodes trust further. 
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The society then wonders why “polarisation” rises. Polarisation is often simply distrust made 
visible.

XIV. Rebuilding social capital: what can be done, and what cannot

Social capital cannot be rebuilt by slogans. It cannot be rebuilt by scolding citizens. It cannot 
be rebuilt by telling people to “be kind.” It can be rebuilt only through a change in incentives, 
institutions, and ordinary practice.

First, institutions must become credible. Credibility is earned through consistency. Rules 
must be predictable. Enforcement must be even. Corruption must be punished. Citizens must 
believe that law is not merely another theatre.

Second, money must be honest. A society cannot build trust while quietly extracting wealth 
through inflation. Stable money is a moral policy because it respects the future.

Third, the space for voluntary association must be protected. People must have room to 
organise themselves without being smothered by regulation or politicisation. Voluntary life is 
not a quaint hobby. It is civic training.

Fourth, the culture must rehabilitate the ordinary virtues: reliability, restraint, honesty, 
reciprocity. These are unfashionable because they are unglamorous. They are nonetheless the 
foundation. A society that cannot praise the ordinary virtues will end up praising only 
theatrical ones.

None of this is instant. That is the point. Social capital is slow to build. It is not a political 
commodity. It is a civilisational asset.

If one insists on a simple summary, it is this: a society becomes richer when it makes 
cooperation cheap. It makes cooperation cheap when it makes honesty ordinary and betrayal 
costly. That is social capital.

XV. The political consequence: distrust invites control

Fukuyama’s line contains a further warning that modern societies often ignore. If distrust is a 
tax, it is also a temptation. When trust collapses, people demand order. When they demand 
order, the state offers control. Control feels efficient. It also feels necessary. Citizens accept 
surveillance they would once have rejected because they fear each other more than they fear 
authority.

This is how freedom dies in the modern world: not in a dramatic coup, but in the slow 
administrative replacement of trust with monitoring.

A high-trust society can afford liberty because citizens restrain themselves. A low-trust 
society cannot, because restraint has evaporated and order must be manufactured by 
enforcement. The tragedy is that enforcement, once expanded, rarely recedes. Agencies do 
not voluntarily shrink. Surveillance systems do not quietly disassemble themselves. The 
administrative apparatus built to manage distrust becomes a permanent feature of life.

Social capital is therefore not only an economic asset. It is a political safeguard.

To rebuild it is not nostalgia. It is self-preservation.
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XVI. The second effect: when social capital falls, everything else “fails” too

There is a final reason social capital matters for this book’s theme. Social capital is the great 
amplifier of policy outcomes.

In a high-trust society, even imperfect policies can function tolerably because citizens 
cooperate. They follow rules without being forced. They tolerate inconvenience because they 
believe others will too. They volunteer. They help neighbours. They contribute to 
associations. They correct problems locally before they become national crises.

In a low-trust society, even good policies can fail because citizens defect. They game 
systems. They evade rules. They interpret every policy as exploitation. They refuse 
cooperation because they assume others will cheat. The state then responds with more 
enforcement, which further reduces trust.

This is why societies can spend large sums and still feel as though nothing improves. The 
visible resources are poured into a system whose invisible infrastructure has decayed. It is 
like attempting to irrigate a field whose channels have collapsed. The water exists. It does not 
flow.

Social capital is the channel. Without it, resources pool in the wrong places and evaporate 
into waste.

The Lesson Line

When trust collapses, society does not merely become meaner; it becomes poorer, because 
every ordinary act must be purchased twice—once in money, and once in fear.
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Chapter 8 Notes: 

[1] Trust as Economic Growth Algan & Cahuc, "Inherited Trust and Growth," American 

Economic Review (2010). A landmark study showing that trust explains a significant portion 

of global GDP growth differences. They estimated that if Africa had the same level of 

inherited social trust as Sweden, its GDP per capita would be significantly higher due to 

reduced friction.

[2] Trust and Innovation Akcomak & ter Weel, "Social Capital, Innovation and Growth," 

European Economic Review (2009). Provided empirical evidence that social capital is often a 

stronger predictor of regional innovation (patent applications) than education levels, because 

innovation requires the risky, low-cost exchange of tacit knowledge.

[3] The Collapse of Community Putnam, Bowling Alone: The Collapse and Revival of 

American Community (2000). Documented the massive decline in voluntary associations in 

the US since the 1960s, correlating this drop with lower generalized trust and civic 

engagement.

[4] Corruption and the Trap Rothstein, The Quality of Government: Corruption, Social 

Trust, and Inequality in International Perspective (2011). Demonstrates that in low-trust 

environments, talent is diverted from production to rent-seeking, and social trust collapses 

because citizens correctly perceive that "playing fair" is a losing strategy.
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Governing Claim Social capital is not sentiment; it is the "invisible infrastructure" of 

civilisation. Trust is a measurable economic asset that lowers the cost of cooperation, while 

distrust functions as a tax on every transaction, forcing society to replace cheap norms with 

expensive bureaucracy.

The "Hazlitt" Examples (Primary)

1. The Decline of Associations ( The Vacuum):

o Claim: Voluntary associations (clubs, unions, local groups) are merely leisure 

activities.

o Hidden Assumption: The state can effectively replace the community functions 

these groups once performed.

o Mechanism: Associations act as the "apprenticeship of citizenship." When 

they dissolve, individuals become atomised, and the state expands to fill the 

void with bureaucratic programmes that offer services but not belonging.

o Lesson: A society of atomised individuals invites management; the state grows 

not from wisdom but from vacancy.

2. Trust as Transaction Cost (The Hidden Tax):

o Claim: Trust is a "soft" virtue that doesn't affect hard economics.

o Hidden Assumption: Monitoring and enforcement are free or negligible costs.

o Mechanism: In low-trust environments, every exchange requires defensive 

spending (lawyers, compliance, security, insurance). This "tax" destroys value 

and prevents complex cooperation.

o Lesson: Distrust is a tax levied on every exchange; high-trust societies are 

richer because they are cheaper to run.

3. Bureaucracy as Counterfeit Social Capital (The Substitution):

o Claim: We can fix broken communities with better compliance rules and 

official initiatives.

o Hidden Assumption: Formal rules can perfectly substitute for informal norms.



109

o Mechanism: When norms fail, we build compliance regimes. This produces a 

culture of "forms over substance," where people perform obedience rather 

than practice reliability.

o Lesson: A society governed by counterfeit social capital becomes a society of 

compliance without character.
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Chapter 9: Bowling Alone, Paying Alone
"The moment you step out of the door of your house, you are in the market... The problem is 

that the market is accessible only to those who have the legal rights to enter it."

 — Hernando de Soto, The Other Path (1986)

The modern citizen has learned a curious trick: to live surrounded by people and still inhabit 

a kind of solitude. One can stand in a crowded train, scroll through a crowded feed, and still 

be socially bankrupt—connected by wires, detached by habit. The city hums. The devices 

glow. The calendar fills. Yet the civic life that once made ordinary existence resilient—clubs, 

congregations, neighbourhood ties, mutual aid, informal apprenticeship, the small rituals of 

association—thins to a ghost. People speak about “community” as one speaks about extinct 

wildlife: with concern, with nostalgia, with a faint suspicion that the thing never really 

existed outside documentaries.

This civic decline is usually treated as a cultural sadness. In fact, it is an economic 

vulnerability. The sentimental language misleads because it frames the problem as 

psychological when it is structural. When people “bowl alone,” they also pay alone. They pay 

alone for unemployment shocks, childcare gaps, illness, bad luck, rent spikes, transport 

breakdowns, bureaucratic delays, legal disputes, and the thousand frictions of life that used to 

be softened by networks and reciprocity. In a low-association society, every problem becomes 

a retail problem. Every crisis becomes an invoice. Every transition—school to work, work to 

better work, single to married, renter to owner—requires an interaction not with neighbours 

but with systems, and systems charge for entry.

This chapter connects civic decline to economic fragility. It argues that the erosion of 

associations and local ties produces a society that is more dependent, more atomised, and 

paradoxically less free. The citizen becomes a consumer of services rather than a participant 

in reciprocal institutions. The market becomes the only social structure left standing, and the 

market is not designed to provide belonging. It is designed to price risk. When you replace 

mutual aid with priced services, you do not remove risk. You merely transfer it to those least 

able to pay.
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De Soto’s observation adds an essential dimension. Not everyone can enter the market on 

equal terms. Market access depends on legal rights: enforceable property, recognised 

contracts, the ability to use assets as collateral, the capacity to trade without arbitrary 

confiscation. The result is a double bind: civic decline removes informal supports precisely as 

institutional barriers restrict formal access. People are left with fewer networks and fewer 

rights—bowling alone, paying alone, and, in too many cases, locked outside the gate.37

I. The civic collapse as economic event

A society’s civic life is often treated as optional decoration: something “nice,” something for 

leisure, something for retirees with time. That view is a category error. Civic life is an 

economic asset because it lowers the cost of living through shared norms, informal insurance, 

and opportunity transmission. When civic life is robust, ordinary people do not face the 

market alone. They face it as members of networks.

In practical terms, civic life performs four economic functions.

First, it transmits information. Jobs, apprenticeships, rentals, odd work, training 

opportunities, trustworthy tradesmen, safe landlords, reputable employers—these are 

discovered through local ties far more than through formal channels, especially for people 

without elite credentials.

Second, it enforces norms. A community with reputational accountability can deter petty 

predation: theft, fraud, exploitation. When reputations matter, opportunism becomes costly. 

When reputations do not matter, opportunism becomes rational.

Third, it provides informal insurance. A neighbour watches a child. A friend offers a ride. A 

church raises money after an injury. A club connects someone to a job lead. A local 

association offers a small loan. These are not romantic gestures. They are risk-smoothing 

mechanisms that prevent small shocks from becoming catastrophes.

Fourth, it trains people in cooperation and self-governance. Voluntary associations teach 

responsibility: turning up, organising, managing conflict, dealing with people who are not 

identical to you, contributing without immediate reward. This training is the apprenticeship of 

citizenship and the foundation of social trust.

37 De Soto (1986), The Other Path. Showed that in Lima, Peru, it took 289 days and $1,231 (31 times the 
monthly minimum wage) to legally register a small garment workshop, proving that "informality" is a rational 
response to a legal system that locks the poor out.
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When these functions weaken, economic fragility increases. People become more dependent 

not because they are morally worse but because they are structurally exposed. The civic net 

that once caught them is gone. The state then expands to catch them, and the market expands 

to price them.

The paradox is harsh: atomisation is sold as freedom. It often produces dependence.

II. Bowling Alone: the civic erosion and what it changes

Robert Putnam’s central claim in Bowling Alone is not merely that fewer people join clubs, 

attend meetings, or participate in civic organisations; it is that the decline of social 

participation reduces social capital and therefore undermines collective capacity. Whether one 

accepts every detail of his causal account, the underlying phenomenon is observable: fewer 

durable associations, fewer multi-generational ties, fewer thick local networks that tie 

strangers into something like a common life (Putnam, 2000).38

The economic significance is that these associations used to function as what one might call 

“low-cost institutions.” They provided coordination without bureaucracy. They provided 

discipline without police. They provided help without formal eligibility processes. They made 

daily life less brittle.

As association declines, the burden shifts in three directions.

It shifts to the market: services replace reciprocity. Paid childcare replaces neighbour help. 

Paid eldercare replaces family integration. Paid counselling replaces community support. 

Paid security replaces neighbourly watchfulness. Every substitution increases costs and often 

reduces quality, because purchased services are rarely as flexible or as personally invested as 

reciprocal relationships.

It shifts to the state: programmes replace associations. Welfare replaces mutual aid. Formal 

training replaces apprenticeship networks. Regulatory enforcement replaces norms. These 

programmes can prevent destitution, and they are often necessary. Yet they are not free. They 

require administration, eligibility tests, paperwork, and discretion. They turn support into a 

bureaucratic transaction rather than a social relationship.

And it shifts to the individual: self-reliance replaces shared resilience. People must 

individually manage risks that were once distributed. They must individually navigate 

38 Putnam (2000), Bowling Alone. Documented the collapse of American community life (e.g., league bowling 
down 40%, club meetings down 60% since 1970s) and its correlation with lower social trust.
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complex systems. They must individually bear the cost of life shocks. Those with high human 

capital—education, stable family, money, and time—can often manage. Those without are 

crushed.

Hence the title: bowling alone becomes paying alone.

III. Paying alone: how atomisation increases the cost of living

The market is efficient at many things. It is efficient at allocating goods under price signals. It 

is not efficient at providing the lived human support that reduces vulnerability. When civic 

life decays and the market becomes the default support structure, risk is priced rather than 

shared.

Consider the ordinary shocks that strike households.

A child becomes ill. A car breaks down. A parent needs care. A job is lost. A landlord raises 

rent. A neighbour becomes dangerous. A health problem emerges. A bureaucratic delay 

freezes income. In a high-association environment, these shocks are softened. People borrow 

time, help, and information from networks. The shock may still hurt, but it is less likely to 

become cascading failure.

In an atomised environment, each shock triggers market transactions: paid childcare, paid 

repair, paid legal advice, paid transport, paid storage, paid security. The household faces not 

merely the shock but the invoice. Because these transactions occur under urgency, the 

household also faces adverse bargaining conditions. It is a retail buyer in distress.

Atomisation thus creates a hidden inflation: the inflation of life’s ordinary frictions.

This is one reason why certain societies can feel “expensive” even when nominal incomes 

rise. The costs people face are not only rents and groceries. They are the costs of living 

without informal insurance.

And those costs compound. Money spent on managing crises cannot be saved. Lack of 

savings makes the next shock worse. The household becomes financially brittle. Brittleness 

becomes dependence. Dependence becomes resentment. Resentment becomes political 

volatility. The society then wonders why politics becomes hysterical. The answer is often 

economic fragility caused by civic decay.

IV. Job networks and the disappearance of the informal ladder
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Employment is often described as a function of skills and formal hiring processes. In reality, 

much employment is mediated by networks. Networks provide information about openings, 

endorsements of character, and informal screening. They reduce risk for employers and 

increase opportunity for workers.39

When civic life declines, job networks thin. People without strong family or professional ties 

struggle to find entry points. Employers respond by relying more heavily on credentials, 

formal experience, and algorithmic filters. These mechanisms are not meritocratic; they are 

defensive. They replace trust in character and training with trust in paper and proxy signals.

The result is a labour market with a cruel structure: those inside accumulate more 

opportunities; those outside are excluded not because they are incapable but because they are 

unverified.

The ladder becomes steeper, not because the rungs are higher, but because the first rung is 

missing.

This is why civic decline produces economic stagnation at the bottom. People cannot climb 

because they cannot enter. A society that wishes to reduce poverty must therefore care about 

social capital. A cheque can support survival. A network can provide entry. Survival without 

entry is a holding pattern.

V. De Soto and the gate: legal entry to the market

De Soto’s point is not sentimental at all. It is juridical and economic. The market is accessible 

only to those who can legally enter it. Legal entry requires recognised property rights, 

enforceable contracts, and the ability to use assets as collateral (de Soto, 1986). Without 

these, economic life becomes informal and insecure. People may work. They may trade. They 

may build. But they cannot reliably scale, invest, or leverage assets, because the legal system 

does not fully recognise or protect them.

This matters because civic decline often coincides with bureaucratic thickening. The state 

grows, rules proliferate, compliance burdens increase, and legal complexity becomes a 

barrier. Those with resources—education, time, legal counsel—can navigate. Those without 

cannot. The result is exclusion from formal market advantages: credit access, business 

formation, property development, stable contracts.

39 Burks et al. (2015), "The Value of Hiring through Employee Referrals," Quarterly Journal of Economics. 
Found that referred candidates are more likely to be hired, stay longer, and be more productive, confirming that 
networks are efficient information channels, not just nepotism.
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People are then told to “participate in the economy,” as if participation were merely a moral 

choice. But participation is also a legal condition. One can be willing and still be locked out.

The tragedy is that civic decline removes informal supports at the same time that legal 

complexity restricts formal entry. The citizen is isolated and constrained. Their world 

becomes a corridor of gatekeepers.

Under such conditions, populism is not surprising. It is predictable.

VI. Dependency: when the intermediate institutions vanish

The phrase “dependency” is often used as an insult. It should be used as a description of 

institutional structure. People depend on something. The question is what.

In high-social-capital societies, dependence is distributed across many intermediate 

institutions: family, associations, networks, local norms, local support structures. This 

dependence is not humiliating because it is reciprocal. People both receive and give. 

Dependence is balanced by obligation.

In low-social-capital societies, dependence collapses into two poles: the market and the state. 

The market provides services at a price. The state provides support through eligibility and 

administration. The citizen becomes either a consumer or a client. Reciprocity diminishes. 

Agency diminishes. The social skills of cooperation are replaced by the bureaucratic skills of 

application.

This is why civic decline is not merely loneliness. It is a change in the architecture of 

dependence.

And this change has political implications. A citizen who is a client is easier to manage. A 

citizen who is embedded in associations is harder to manage because they have local power, 

local loyalty, and local identity. Civic decline therefore subtly increases state capacity while 

reducing civic resistance. The citizen becomes legible. Legibility invites control.

This is not conspiracy. It is structure.

VII. Atomisation and the rise of “insurance society”

When informal insurance declines, formal insurance grows. This seems sensible. But formal 

insurance is costly, and it is not always available to those who need it.
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The modern household is increasingly an “insurance household.” It must insure against health 

shocks, job loss, disability, legal disputes, property damage, cyber fraud, and more. Some 

insurance is necessary. Yet the expansion reflects not merely increased risk but decreased 

resilience.

Resilience is the capacity to absorb shocks without formal mechanisms. A network can 

absorb shocks. A family can absorb shocks. A community can absorb shocks. When these 

weaken, households purchase resilience through products. Those who cannot purchase 

become exposed.

This produces a stratified society. The wealthy live in a high-resilience environment because 

they can buy it. The poor live in low resilience because they cannot. The middle class 

becomes anxious because it can purchase some resilience but fears losing it. Anxiety becomes 

the prevailing mood. Anxiety is politically combustible.40

A society that wishes to stabilise politics must stabilise households. Stabilising households is 

not only a matter of income; it is a matter of social capital.

VIII. Civic decline and the costs of mistrust

Chapter 8 explained distrust as a tax. Chapter 9 explains how the tax is collected.

Mistrust increases:

 legal costs, because contracts become more defensive;

 compliance costs, because institutions assume defection;

 security costs, because predation rises;

 administrative costs, because programmes must monitor eligibility;

 opportunity costs, because collaboration declines;

 entry costs, because gatekeeping becomes the default.

Each cost is a second effect. Each cost is invisible in the rhetoric of “progress.” Each cost 

falls hardest on those least able to pay.

40 Hacker (2006), The Great Risk Shift. Analyzed how economic risk (job instability, health costs, retirement) 
has shifted from government and corporate balance sheets onto individual households, increasing anxiety even 
amidst aggregate growth.
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This is why civic decline is a poverty multiplier. It does not merely reduce happiness. It 

increases frictions that trap people at the bottom.

IX. The civic path back: rebuilding without romanticism

The temptation is to treat civic renewal as nostalgia: a desire to return to some imagined past 

where everyone knew their neighbours and joined clubs. That is not required. Social capital 

can be built in modern forms. But it requires two things the modern political culture often 

resists: shared norms and local autonomy.

First, shared norms. A society cannot build trust if it refuses to define expectations. If 

everything is “valid,” nothing is reliable. Trust requires predictability. Predictability requires 

norms.

Second, local autonomy. Associations thrive when they have room. Overregulation suffocates 

them. Politicisation polarises them. A society that turns every association into a battlefield 

will destroy them.

Civic renewal therefore requires restraint: fewer rules where norms can function, less 

politicisation of voluntary life, more space for local problem-solving, and more respect for 

ordinary responsibility.

It also requires legal simplicity where possible, aligning with de Soto’s insight: if the market 

is accessible only to those with legal rights, then rights must be clear, enforceable, and not 

trapped behind administrative labyrinths. People cannot build stable economic lives in a fog 

of discretion.

The ladder is not built by sermons. It is built by entry.

X. The lesson: a society can be rich and still be fragile

One of the most deceptive features of modern life is that material abundance can coexist with 

civic weakness. People can have devices and still lack networks. They can have entertainment 

and still lack belonging. They can have formal rights and still lack practical entry. They can 

have welfare and still lack ladders. They can be “connected” and still be alone.

The cost of this condition is not only psychological. It is economic: higher costs, weaker 

mobility, greater dependency, and greater political volatility.

Put differently: civic decline is an economic recession in disguise.
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If the goal is prosperity and stability, then social capital cannot be treated as an optional 

cultural garnish. It must be treated as infrastructure—because it is the infrastructure that 

makes all other infrastructure usable.

The Lesson Line

When citizens stop joining, they start paying—because what community once provided 

freely, the market sells dearly and the state rations reluctantly.
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Chapter 9 Notes:

[1] Bowling Alone: The Collapse of Community Putnam, Bowling Alone: The Collapse 

and Revival of American Community (2000). Documented the sharp decline in American 

civic engagement (e.g., club meetings down ~60% since the 1970s) and its correlation with 

lower generalized trust, effectively measuring the evaporation of "social glue."

[2] De Soto: The Cost of Legality De Soto, The Other Path (1986). In a famous experiment 

in Lima, Peru, De Soto's team tried to legally register a small garment workshop. It took 289 

days of full-time bureaucratic work and cost 31 times the monthly minimum wage, proving 

that "informality" is a rational survival strategy in the face of exclusionary law.

[3] Job Networks: The Value of Referrals Burks et al., "The Value of Hiring through 

Employee Referrals," Quarterly Journal of Economics (2015). Using data from three large 

firms, this study found that referred candidates are more likely to be hired, stay longer, and be 

more productive, confirming that networks are efficient information channels, not just 

nepotism.

[4] The Risk Shift Hacker, The Great Risk Shift (2006). Analyzed how economic risk 

(income volatility, health costs, retirement) has shifted from government and corporate 

balance sheets onto individual households, increasing anxiety and fragility even during 

periods of aggregate economic growth.
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Governing Claim Civic decline is not merely a cultural sadness; it is an economic 

vulnerability. When associations and informal networks fade, households must replace 

reciprocal support with paid services ("paying alone"), transferring risk to those least able to 

afford it.

The "Hazlitt" Examples (Primary)

1. Job Networks (The Invisible Ladder):

o Claim: Hiring should be purely based on formal applications to be fair.

o Hidden Assumption: Formal processes can perfectly capture character and 

reliability.

o Mechanism: Networks (referrals) solve the information asymmetry problem 

for employers (who is reliable?) and the access problem for workers (where 

are the jobs?). When networks thin, employers rely on credential filtering, 

locking out those without paper qualifications.

o Lesson: The ladder becomes steeper not because rungs are higher, but because 

the first rung (the network) is missing.

2. The Insurance Society (Privatised Risk):

o Claim: Modern markets provide products for every risk.

o Hidden Assumption: Everyone has the liquidity to purchase these products.

o Mechanism: As mutual aid dissolves, households must insure against every 

life shock (health, care, legal). This "retail" risk management is expensive. The 

wealthy buy resilience; the poor stay exposed.

o Lesson: Atomisation creates a "hidden inflation" of life's frictions—resilience 

becomes a luxury good.

3. De Soto and the Gate (Legal Exclusion):

o Claim: The poor should "participate in the economy."

o Hidden Assumption: Participation is a choice, not a legal privilege.
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o Mechanism: If property rights are weak and registration is expensive 

(bureaucracy), the poor are locked into the informal economy. They cannot 

leverage assets or enforce contracts, meaning they cannot scale.

o Lesson: You cannot tell people to climb a ladder that is locked behind a legal 

gate.
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Chapter 10: The Meritocracy Problem 
That Isn’t Meritocracy

"To be attached to the subdivision, to love the little platoon we belong to in society, is the first 

principle (the germ as it were) of public affections."

— Edmund Burke, Reflections on the Revolution in France (1790)

Few words have fallen so quickly from promise to accusation as meritocracy. Once a term of 

aspiration, it now circulates as a synonym for hypocrisy, cruelty, and exclusion. It is blamed 

for inequality, alienation, resentment, and the moral exhaustion of modern life. The charge 

sheet is long: meritocracy humiliates the unsuccessful, flatters the fortunate, sanctifies 

privilege, and disguises inherited advantage as earned desert.

And yet this indictment contains a profound misidentification of the culprit.

The problem is not merit. The problem is not the belief that effort, competence, and 

contribution should matter. The problem is not that societies attempt—imperfectly, unevenly, 

and often clumsily—to reward skill and responsibility. The problem is that the institutions 

claiming to reward merit have increasingly ceased to do so. The ladder still bears the sign 

“meritocracy,” but the rungs have been quietly removed, the entry gates locked, and the 

ascent reserved for those already inside the walls.41

Meritocracy becomes hated not when it functions, but when it is falsified. When access is 

rigged, when credentials replace competence, when networks close, when regulation becomes 

protection, when scarcity is engineered, and when privilege is laundered through procedure, 

people do not rebel against excellence. They rebel against fraud.

This chapter argues that the contemporary crisis attributed to meritocracy is, in fact, a crisis 

of access. The rage directed at merit is misdirected anger at closure. The moral language of 

equality has been deployed to obscure the mechanical reality of capture. And the result is a 

41 Chetty et al. (2014/2017), The Fading American Dream. Raj Chetty’s defining work on absolute income 
mobility. It shows that the probability of a child earning more than their parents (at age 30) fell from ~90% for 
children born in 1940 to ~50% for children born in the 1980s. This empirical collapse of the "ladder" fuels the 
meritocracy backlash.
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politics that attacks ladders rather than rebuilding them—flattening outcomes while leaving 

entry unchanged.

I. What meritocracy was meant to do

At its core, meritocracy is not a moral theory. It is an allocation mechanism. It is an attempt—

always partial, always corrigible—to align rewards with contribution rather than birth, tribe, 

or favour. It is a rejection of aristocracy by blood and a rejection of caste by fiat.

Meritocracy does not promise fairness in outcomes. It promises contestability of position. It 

asserts that status should be earned through some combination of effort, skill, judgment, and 

responsibility, rather than assigned through lineage or political favour.

This promise was never absolute. Every society has frictions, biases, and inherited 

advantages. But the direction mattered. A society that widens access, lowers barriers, and 

rewards competence can tolerate inequality because inequality is seen as provisional, 

contestable, and reversible. People accept that some rise higher if they believe the race is real.

Meritocracy fails not when outcomes differ, but when outcomes become fixed.

II. The psychological bargain of merit

Meritocracy rests on a tacit psychological contract.

For those who succeed, it offers conditional legitimacy: your success is tolerated because it is 

presumed earned and replicable. For those who fail or fall behind, it offers dignity in effort: 

even if you did not win, the rules were not stacked, and improvement remains possible.

Break this contract, and the entire structure collapses.

When people see that effort does not lead to advancement, they do not become humble. They 

become resentful. When people see that credentials substitute for competence, they do not 

respect expertise. They suspect it. When people see that networks are closed, they do not 

aspire. They disengage or radicalise.

This is why the legitimacy crisis attributed to “meritocracy” is in fact a legitimacy crisis of 

institutions that claim to be meritocratic while functioning as protection rackets.

III. Credential inflation: when signals replace substance

Credential inflation is one of the most corrosive forces undermining merit-based systems.
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Originally, credentials served as signals: imperfect proxies for competence when direct 

evaluation was costly. Over time, as risk aversion increased and trust declined, credentials 

became substitutes for judgment rather than aids to it. Employers, institutions, and regulators 

outsourced evaluation to certificates, degrees, and formalised markers that could be audited 

rather than assessed.

The result is perverse.

Jobs that once required training now require degrees. Degrees that once indicated mastery 

now indicate endurance. Educational institutions respond by expanding administrative 

structures, diluting standards, and selling prestige rather than skill. Students accumulate debt 

not to gain competence, but to purchase eligibility.42

This does not reward merit. It rewards compliance, resources, and time. It filters out the 

talented poor, the late bloomers, the unconventional, and the practically skilled. It narrows the 

pipeline while pretending to professionalise it.

Credential inflation does not make society smarter. It makes it more exclusionary—and more 

cynical.

IV. Closed networks and inherited advantage

Meritocracy assumes open competition. Closed networks destroy it.

In theory, networks transmit opportunity. In practice, when they harden into exclusive circles, 

they become gatekeeping mechanisms. Internships circulate through family ties. Jobs are 

filled through referrals that never reach the open market. Cultural fluency substitutes for 

capability. Accent, habit, and familiarity become sorting devices.43

This is not new. What is new is the hypocrisy: the insistence that such systems represent merit 

rather than inherited advantage. Aristocracy at least acknowledged itself. The modern elite 

denies its own reproduction while perfecting it.

When access is closed, meritocracy becomes a performance staged after the casting is 

complete.

42 Fuller et al. (2017), Dismissed by Degrees. Investigated "degree inflation" in 26 million job postings. Found 
that 67% of postings for production supervisors required a college degree, while only 16% of current 
supervisors had one. This proves the "gatekeeping" thesis: the job hasn't changed, the barrier has.
43 Rivera (2015), Pedigree: How Elite Students Get Elite Jobs. An ethnographic study of hiring in top-tier law 
and consulting firms. It found that hiring decisions were heavily biased toward "cultural fit" (hobbies, sports, 
shared background) and university prestige, effectively closing the network to high-competence candidates from 
lower-status backgrounds.
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V. Regulatory capture and protected scarcity

Merit also depends on contestability at the level of enterprise.

Regulatory capture—the process by which industries shape rules to exclude competitors—

undermines merit far more effectively than any philosophical critique. Zoning laws that 

inflate housing costs, licensing regimes that restrict entry, compliance burdens that crush 

small firms, and subsidies that entrench incumbents all function to freeze advantage.

These mechanisms are defended in the language of safety, quality, and stability. Sometimes 

these concerns are real. Often they are exaggerated. Almost always they are asymmetrically 

enforced.

Protected scarcity rewards those already positioned. It punishes innovation, experimentation, 

and entry. It converts markets into clubs.44

A society that blocks enterprise while preaching merit invites contempt.

VI. Monopoly privilege and the illusion of competition

Monopoly privilege further erodes merit-based allocation.

When markets concentrate, rewards detach from contribution. Rent extraction replaces value 

creation. Political influence replaces entrepreneurial risk. The path to success runs through 

regulation rather than innovation.

People sense this instinctively. They may not articulate it in economic terms, but they 

recognise when the game is rigged. Their anger is not at wealth per se, but at wealth divorced 

from service.

The mistake of contemporary populism is to confuse this diagnosis with a condemnation of 

merit itself. The remedy is not to abandon merit, but to restore competition.

VII. Zoning, housing, and the geography of exclusion

Housing policy illustrates the meritocracy collapse with brutal clarity.

In many advanced societies, housing scarcity is not a natural condition but a regulatory one. 

Zoning restrictions, planning delays, and veto politics artificially limit supply in high-

44 Lindsey & Teles (2017), The Captured Economy. Argues that rising inequality is driven largely by "regressive 
regulation"—specifically occupational licensing, zoning, and IP laws—that protects high-income incumbents 
from competition, effectively creating a "moat" around the upper middle class.
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opportunity areas. Prices rise. Entry becomes impossible for newcomers without capital or 

inheritance.

This has cascading effects.

Talented individuals cannot move to opportunity. Labour markets freeze. Families delay 

formation. Wealth inequality hardens across generations. The ladder is not merely missing 

rungs; it is geographically fenced.

When young people see that work will not buy proximity to opportunity, faith in merit 

erodes. They do not reject effort. They reject a system that converts effort into rent payments.

VIII. Meritocracy and dignity

One of the most potent critiques of meritocracy is that it humiliates those who do not 

succeed. This critique is only partially correct.

Meritocracy humiliates only when it lies.

A functioning merit system allows failure without disgrace because it preserves the 

possibility of improvement. A rigged system humiliates because it presents exclusion as 

personal inadequacy.

People can tolerate losing a fair contest. They cannot tolerate being told they lost a contest 

that never existed.

This is why the attack on merit often comes from those who sense—accurately—that the 

system is dishonest. Their anger is moral, not lazy.

IX. Burke’s “little platoons” and real merit

Burke’s insight about the “little platoon” reminds us that merit does not emerge in 

abstraction. It is cultivated in small, concrete institutions: families, workshops, congregations, 

associations, neighbourhoods. These are where habits are formed, skills learned, and 

character tested.

When these platoons weaken, merit becomes abstract and bureaucratic. It is measured by 

distant authorities rather than observed in lived cooperation. People are sorted by paper rather 

than reputation.
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Restoring merit therefore requires strengthening the institutions that produce it. Education 

that teaches competence rather than credentialism. Workplaces that train rather than filter. 

Communities that transmit norms rather than outsource discipline.

Merit is not born in spreadsheets. It is grown in practice.

X. Why meritocracy becomes the scapegoat

Meritocracy becomes hated when it is asked to justify outcomes it did not produce.

Inequality generated by capture, scarcity, monopoly, and inheritance is rhetorically laundered 

through meritocratic language. When people see the mismatch, they attack the language 

rather than the mechanisms.

This is a mistake—but an understandable one.

The political danger is that attacking merit clears the path for systems that do not widen 

access but eliminate standards. Equality of outcome becomes the substitute for equality of 

opportunity. Levelling replaces mobility. The ladder is not rebuilt; it is denounced.

The result is not justice, but stagnation.

XI. The real alternative: widening entry

The genuine alternative to a corrupted meritocracy is not anti-merit. It is open merit.

Open merit requires:

 lowering artificial barriers to entry,

 dismantling credential inflation,

 restoring competition,

 simplifying legal access to enterprise,

 expanding housing supply near opportunity,

 rewarding demonstrated competence over symbolic status,

 protecting voluntary institutions that cultivate skill and character.

These reforms are harder than slogans. They threaten incumbents. They lack theatrical 

villains. But they address the real problem.
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A society does not become fair by denying excellence. It becomes fair by making excellence 

attainable.

XII. The lesson

Merit is not the enemy of justice. Fraud is.

When access is open, merit legitimises inequality. When access is closed, merit becomes a lie

—and lies breed revolt. The task is not to abolish ladders, but to put them back where they 

belong.

The Lesson Line

Meritocracy fails not because merit matters, but because access does—and when access is 

rigged, merit becomes the mask of privilege rather than its remedy.
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Chapter 10 Notes:

[1] The Crisis of Access (Mobility Collapse) Chetty et al., "The Fading American Dream: 

Trends in Absolute Income Mobility Since 1940," Science (2017). Raj Chetty’s defining work 

on absolute income mobility. It shows that the probability of a child earning more than their 

parents (at age 30) fell from ~90% for children born in 1940 to ~50% for children born in the 

1980s. This empirical collapse of the "ladder" fuels the meritocracy backlash.

[2] Credential Inflation (The Gatekeeper) Fuller et al., "Dismissed by Degrees," Harvard 

Business School Publishing (2017). Investigated "degree inflation" in 26 million job postings. 

Found that 67% of postings for production supervisors required a college degree, while only 

16% of current supervisors had one. This proves the "gatekeeping" thesis: the job hasn't 

changed, the barrier has.

[3] Closed Networks (Elite Reproduction) Rivera, Pedigree: How Elite Students Get Elite 

Jobs (2015). An ethnographic study of hiring in top-tier law and consulting firms. It found 

that hiring decisions were heavily biased toward "cultural fit" (hobbies, sports, shared 

background) and university prestige, effectively closing the network to high-competence 

candidates from lower-status backgrounds.

[4] Regulatory Capture (The Merit Trap) Lindsey & Teles, The Captured Economy (2017). 

Argues that rising inequality is driven largely by "regressive regulation"—specifically 

occupational licensing, zoning, and intellectual property laws—that protects high-income 

incumbents from competition, effectively creating a "moat" around the upper middle class.
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Governing Claim The "crisis of meritocracy" is not a crisis of the ideal itself, but a crisis of 

access. When institutions are rigged by credentialism, closed networks, and regulatory 

capture, meritocracy ceases to be an allocation mechanism and becomes a mask for privilege

—provoking a rage that attacks the ladder rather than the locked gate.

The "Hazlitt" Examples (Primary)

1. Credential Inflation (The Paper Ceiling):

o Claim: Raising degree requirements professionalises the workforce and 

ensures quality.

o Hidden Assumption: A degree is a perfect proxy for competence and skill.

o Mechanism: Employers use degrees as lazy filters for jobs that do not require 

them. This locks out the talented poor who have the skill but not the paper, 

turning education into an expensive toll booth rather than a training ground.

o Lesson: Credentialism does not make society smarter; it makes it more 

exclusionary by replacing competence with eligibility.

2. Regulatory Capture (Protected Scarcity):

o Claim: Complex regulations ensure fairness and safety in the market.

o Hidden Assumption: Regulators are neutral arbiters who cannot be influenced 

by incumbents.

o Mechanism: Incumbents help write rules that are expensive to comply with, 

creating a "moat" that protects them from new competitors. Success becomes a 

function of political influence rather than customer service.

o Lesson: Protected scarcity rewards those already positioned and punishes 

innovation; it converts markets into clubs.

3. Zoning and Housing (The Geography of Exclusion):

o Claim: Planning laws protect community character and property values.

o Hidden Assumption: The cost of exclusion is zero or borne only by "outsiders" 

who don't matter.
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o Mechanism: Artificial scarcity drives up prices in high-opportunity areas, 

preventing talented people from moving to where their skills are most 

valuable. The ladder is geographically fenced.

o Lesson: When young people see that work cannot buy proximity to 

opportunity, faith in merit collapses not because they hate effort, but because 

the system blocks it.
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Part IV — Taxation, Capital, and the 
Wealth-Tax Illusion

"The government can only take to give if it first takes from the creators of wealth. But when 

the taking becomes confiscatory, the creators stop creating."

 — Ludwig von Mises, Human Action (1949)
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Chapter 11: Tax Incidence: Who Really 
Pays

"I agree perfectly... that we should tax the rich. But the trouble is that when we try to do it, 

the rich don't pay it. The poor pay it. We can't tax the rich because the rich can quit." — 

Attributed to Calvin Coolidge (summarising Andrew Mellon's tax philosophy, 1924)

The tax debate is conducted in the language of morality and settled, if at all, by the arithmetic 

of headlines. A levy is proposed. A villain is named. A sum is announced. And then, with the 

satisfied air of having performed justice, the public is invited to imagine that the person who 

writes the cheque is the person who bears the cost.

This is a child’s understanding of taxation.

Taxation is not merely the act of collecting money. It is the act of changing incentives. 

Incentives change behaviour. Behaviour changes prices, wages, investment, location, and 

production. Those changes determine who actually pays. The bearer of the burden is not 

necessarily the party whose name appears on the assessment notice. The cheque writer is a 

visible target. The true payer is often an invisible one.

This is what economists mean by tax incidence: the distribution of a tax’s real economic 

burden across people who may never receive a bill. Incidence is the question that turns 

political theatre into analysis. It is also the question most political arguments are designed to 

avoid, because it dissolves the comforting idea that one can punish a disliked group without 

consequences for everyone else.

Tax incidence is the discipline of second effects applied to revenue.

It insists on four inconvenient facts. First, taxes on firms can become taxes on workers 

through lower wages or slower wage growth. Second, taxes on transactions can become taxes 

on consumers through higher prices. Third, taxes on capital can become taxes on savers 

through lower asset values and lower future returns. Fourth, taxes on “the rich” often become 

taxes on the mobile—meaning taxes on the immobile, because mobile capital and high-skill 

labour do not sit politely while governments experiment.
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In what follows, the aim is not to argue that taxes should never be raised, or that governments 

should never spend, or that social obligations do not exist. The aim is to show that the moral 

language of taxation is usually detached from the mechanics of taxation, and that this 

detachment reliably produces policies that hurt the very people they claim to help.

If you do not understand incidence, you do not understand taxation. You understand slogans.

I. The first error: confusing the payer with the payee

The first error is conceptual. It is the belief that a tax is “paid” by the entity that remits it.

A business remits corporate tax. Therefore the business “pays.”

A landlord remits property tax. Therefore the landlord “pays.”

A shareholder remits capital gains tax. Therefore the shareholder “pays.”

A firm remits payroll taxes. Therefore the firm “pays.”

This is not analysis. It is accounting.

In each case, the remitter is merely the point of collection. The question is whether the 

remitter can adjust behaviour—prices, wages, investment, location—to shift the burden 

elsewhere. If it can, incidence moves.

The deeper point is that tax incidence is determined not by law but by market conditions. The 

legal incidence is who must send the money. The economic incidence is who must bear the 

reduced purchasing power.

The distinction is as old as serious political economy and as ignored as ever.

II. Incidence is governed by elasticity: who can move, who cannot

The central driver of incidence is elasticity—how responsive buyers and sellers are to 

changes in price.

If consumers are highly sensitive to price (elastic demand), firms cannot raise prices much 

without losing customers. In that case, a tax on the firm may be borne more by the firm’s 

owners (lower profits) or by workers (lower wages), because price pass-through is limited.

If consumers are not very sensitive to price (inelastic demand), firms can raise prices without 

losing much business. In that case, a tax on the firm may be borne mostly by consumers.
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On the supply side, if producers can easily relocate or reduce production (elastic supply), 

taxes drive activity elsewhere, and those who cannot move bear the burden.45

A simple rule emerges: the side of the market that is least able to adjust bears more of the tax.

The political significance is brutal. Wealth and high-skill labour are often more mobile than 

low-skill labour and local consumers. Therefore a large share of the burden of “taxing the 

rich” can fall on those who cannot relocate: ordinary workers, renters, and local consumers.

Coolidge’s attributed line captures this in vernacular form: the rich can quit. The poor cannot.

III. Four channels of tax pass-through

Taxes can be shifted through multiple mechanisms. The public debate tends to recognise only 

one: price increases. But incidence can also show up as wage suppression, reduced 

investment, and asset repricing. These channels interact.

A. Price effects: the consumer pays

If a firm faces a new tax and can raise prices, it will attempt to do so. The extent depends on 

demand elasticity and competitive conditions.

This is the most visible form of pass-through. People notice higher prices. Yet they often 

misattribute them: “greed,” “price gouging,” “corporate malice.” Sometimes opportunism 

exists. But price increases after taxes are often simply arithmetic: a cost has been imposed; it 

is passed on where possible.

A tax on fuel raises transport costs. Transport costs raise the delivered price of everything. A 

tax on energy raises the cost of production and heating. A tax on imports raises consumer 

prices directly.

This is incidence as inflation-by-policy: a price-level increase driven not by monetary 

expansion but by imposed costs. For households, the distinction is academic. The grocery bill 

rises either way.

B. Wage effects: the worker pays

When prices cannot rise enough, businesses seek other adjustments. The most common is 

labour cost adjustment—often not through nominal wage cuts (which are politically and 

45 Marion & Muehlegger (2011), "Fuel Tax Incidence and Supply Conditions," Journal of Public Economics. 
Empirically demonstrated that fuel taxes are almost entirely passed through to consumers when supply is elastic 
(refineries can adjust) and demand is inelastic (drivers need fuel).
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psychologically difficult) but through slower wage growth, reduced hours, fewer hires, 

weaker benefits, or postponed promotions.

This is why taxes on employers can fall on employees even if the legal obligation is on the 

firm. Over time, wages adjust to productivity and to the demand for labour. A tax that reduces 

the after-tax return to operating a business reduces investment and expansion. Less expansion 

reduces demand for labour. Reduced demand weakens bargaining power. Wages are lower 

than they otherwise would have been.

The worker does not receive a bill. The worker simply receives a smaller future.

The cruelty is that this burden is invisible. It shows up as the job that was never created, the 

raise that never came, the training budget that was cut, the expansion that was postponed.

The public rarely riots over “the raise that didn’t happen.” It riots over visible cuts. This is 

why wage incidence is politically convenient and economically devastating.

C. Asset-value effects: the saver pays

Taxes on capital—corporate taxes, wealth taxes, capital gains taxes, transaction taxes—often 

reduce asset values.

This seems counterintuitive to those who imagine assets as fixed piles of wealth. But asset 

values are present values of expected future cash flows. If taxes reduce future cash flows, 

expected returns, or growth prospects, valuations adjust downward.

A corporate tax reduces net profits. Lower net profits reduce dividends or reinvestment. 

Reduced reinvestment reduces growth. Reduced growth reduces expected future cash flows. 

Prices fall.

A transaction tax reduces liquidity. Reduced liquidity raises the required return to compensate 

for trading frictions. Higher required return lowers present value. Prices fall.

A wealth tax forces periodic liquidation or leverage, increasing sell pressure and reducing the 

attractiveness of holding concentrated equity. Prices fall.

When prices fall, the burden is not borne only by “billionaires.” Public equities are held by 

pension funds, retirement accounts, endowments, and insurance pools. Asset repricing hits 

the middle class through retirement balances and institutional funding. The incidence spreads 

through the financial system.
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This is why capital taxation is never as neatly targeted as political rhetoric suggests. The 

wealthy may have larger exposures, but they also have more diversification and more access 

to planning. Those with retirement accounts bear real losses and cannot easily restructure.

D. Location effects: the immobile pays

Some taxes do not merely shift prices or wages. They shift geography.

When a jurisdiction raises taxes on mobile factors—capital and high-skill labour—it can 

change where investment occurs, where businesses expand, where innovators locate, where 

headquarters sit, where production is placed. The effect may be slow, but it is real.

As mobile activity moves, the tax base shrinks. The jurisdiction then responds by raising rates 

further or broadening the base to less mobile factors. The burden shifts toward land, 

consumption, and labour—things that cannot quit.

This is how tax policy can become a machine for punishing the local. The rich who can leave 

do leave, or at least adjust. The community remains and pays in weaker job growth and 

higher local taxes.

IV. Corporate tax: the moral favourite, the economic mirage

Corporate tax is politically popular because it appears to target “corporations,” a term that 

functions as a moral category in popular debate. But a corporation is not a person. It is a legal 

structure linking owners, workers, customers, and suppliers.

Therefore corporate tax must fall on people.

The incidence question is: which people? Owners, workers, or customers?

In competitive markets with mobile capital, a substantial portion can fall on workers over 

time. If after-tax returns fall, investment declines. Lower investment reduces productivity 

growth. Lower productivity growth lowers wages. The effect is gradual, diffuse, and difficult 

to attribute. Which makes it politically safe.46

This does not mean owners bear nothing. They can bear part through lower profits. But the 

popular belief that corporate tax is “paid by corporations” is incoherent. It is paid by human 

beings through some combination of lower wages, higher prices, and lower returns.

46 Fuest et al. (2018), "Higher Corporate Taxes Reduce Wages of Low-Skilled Workers," American Economic 
Review. Using data from German municipalities, this study found that workers bear about 51% of the total tax 
burden from corporate tax increases, with low-skilled workers and women bearing a disproportionate share.
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The corporate tax debate is often a morality play staged over a mechanism.

V. Wealth taxes and “paper wealth”: incidence through forced liquidity

A wealth tax is often defended with a slogan: “it’s only a small percentage; it won’t affect 

lifestyles.” This is not the point.

The point is liquidity.

Most large fortunes are not piles of cash. They are illiquid claims on productive assets: 

founder equity, private holdings, control blocks, real estate, intellectual property. A recurring 

tax bill requires cash. If cash flows are insufficient, the taxpayer must sell assets or borrow 

against them. Both actions have incidence effects beyond the taxpayer.

Forced sales create persistent sell pressure, especially in concentrated positions. Markets 

clear at the margin. Price is set by the next buyer and seller, not by the average holder’s 

comfort. Price-insensitive selling widens spreads and can depress valuations. Depressed 

valuations reduce wealth across all holders, including pension funds and index investors.

Borrowing against assets to pay wealth taxes increases leverage. Increased leverage increases 

fragility. Fragility increases systemic risk. Systemic risk raises risk premia. Higher risk 

premia lower valuations. Again, the incidence spreads.

A wealth tax can therefore operate as a valuation tax, not merely a revenue tax. It reduces the 

capital base from which future production and wages arise. The burden appears as lower 

future output and lower future returns, not merely as a redistribution of current consumption.

This is why “tax the rich” rhetoric often misfires. It targets symbols, not mechanisms.

VI. Property taxes, rents, and the myth of landlord-only incidence

Property taxes are legally levied on property owners. Yet in many contexts, especially 

housing markets with constrained supply, the burden can be shifted onto renters through 

higher rents.

The mechanism is simple. If housing supply is inelastic—because zoning and planning 

restrict building—landlords face relatively stable demand. They can raise rents. The tax 

becomes part of the rental price. Renters pay.
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Where supply is more elastic and competition stronger, landlords may bear more of the 

burden through lower net returns or lower property values. Again, incidence depends on 

market conditions, not moral intention.

This is why housing policy and tax policy cannot be separated. A city that restricts supply and 

raises property taxes often ends up taxing renters while claiming to tax owners.

The renter becomes the hidden payer.

VII. Payroll taxes: incidence hidden in the labour contract

Payroll taxes are often split between employer and employee on paper. Economically, much 

of the burden can fall on workers through lower wages over time, especially when labour 

supply is relatively inelastic.

The worker sees the deduction and believes it is the worker paying. The employer sees its 

portion and believes it is the employer paying. In practice, the total cost affects the wage 

bargain. If the cost of employing a worker rises, the firm offers a lower wage than it 

otherwise would. The incidence is shared depending on labour market conditions.47

Payroll taxes therefore function as a wedge between what the employer pays and what the 

employee receives. The wedge can reduce employment, especially for low-skill workers 

whose productivity is closer to the minimum wage floor. This can trap people at the bottom: 

the tax intended to fund social support can reduce entry-level opportunities.

Incidence here shows up as exclusion.

VIII. Sin taxes and moral taxation: punishing demand, punishing the poor

“Sin taxes” are often defended as public health tools: taxes on tobacco, alcohol, sugary 

drinks, gambling. Their incidence is often regressive because consumption of these goods is 

disproportionately concentrated among lower-income groups, and because demand can be 

relatively inelastic for addictive products.

The moral theatre is intense: the tax is framed as discouraging vice. The fiscal reality is also 

intense: governments become dependent on the revenue from the very behaviour they claim 

to discourage.

47 Gruber (1997), "The Incidence of Payroll Taxation: Evidence from Chile," Journal of Labor Economics. 
Found that when payroll taxes were privatized (reduced for firms), wages rose almost dollar-for-dollar, 
confirming that firms view payroll taxes as part of the total compensation package; reducing the tax benefits the 
worker, raising it hurts the worker.
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The poor pay both ways: through the higher prices and through the social costs that persist.

This does not mean such taxes are never justified. It means they are not morally clean. They 

are behavioural policy disguised as revenue policy.

IX. The politics of visible cheques and invisible burdens

Tax debates are designed to emphasise visibility: who receives the bill. Visibility produces 

moral satisfaction. The trouble is that visibility is a political variable, not an economic one.

The greatest political advantage of incidence shifting is that it creates plausible deniability. 

Legislators can claim to punish a disliked group while the costs disperse through prices, 

wages, and asset values. The public sees the bill sent to “them” and does not see the smaller 

pay packets, higher prices, and weaker pension returns.

This is why incidence analysis is politically unwelcome. It ruins the story.

But the story is not what people eat. The second effects are.

X. A simple framework for readers: four questions to ask of any tax

To cut through rhetoric, ask four questions.

1. Who can change behaviour?

The more mobile party shifts burden.

2. How elastic is demand and supply?

The less elastic party bears more cost.

3. Where will the adjustment occur: prices, wages, or investment?

If prices cannot rise, wages or investment will often fall.

4. What assets reprice?

If expected future returns fall, asset values fall—hitting savers.

These questions do not give a slogan. They give a discipline.

XI. The lesson: taxation is incidence, not intention

The moral impulse to tax “the rich” is often sincere. The economic result is often different 

from the intention. This is not because the rich are magically immune. It is because 

economies are systems of adjustment. The rich have more adjustment options. The poor have 

fewer.
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If you want to tax a thing, you must first ask whether that thing can move. If it can, you will 

tax what cannot.

This is not cynicism. It is mechanics.

The Lesson Line

The cheque writer is easy to name; the bearer is harder to see—so politics targets the visible 

and bills the invisible.
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Chapter 11 Notes:

[1] Corporate Tax Incidence (Workers Pay) Fuest et al., "Higher Corporate Taxes Reduce 
Wages of Low-Skilled Workers," American Economic Review (2018). Using high-quality 
administrative data from Germany, this study found that workers bear approximately 51% of 
the total tax burden from corporate tax increases, with low-skilled workers bearing a 
disproportionate share through suppressed wages.

[2] Elasticity and Pass-Through Marion & Muehlegger, "Fuel Tax Incidence and Supply 
Conditions," Journal of Public Economics (2011). Empirically demonstrated that taxes are 
passed through to consumers almost entirely when supply is elastic (producers can adjust) 
and demand is inelastic (consumers need the product), confirming the standard incidence 
model.

[3] Migration of the "Rich" Kleven et al., "Taxation and Migration of Superstars," 
American Economic Review (2013). Showed that high-income "superstars" (top athletes, 
inventors) are highly responsive to top marginal tax rates and will migrate to jurisdictions 
where they can keep more of their income, shrinking the tax base of high-tax states.

[4] Payroll Taxes and Wages Gruber, "The Incidence of Payroll Taxation: Evidence from 
Chile," Journal of Labor Economics (1997). Analyzed the privatization of social security in 
Chile (which lowered payroll taxes for firms). Found that the cost reduction was passed 
through to workers as higher wages almost dollar-for-dollar, confirming that firms view 
payroll taxes as a direct deduction from potential wages.
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Governing Claim Taxation is not merely the collection of revenue; it is the alteration of 

incentives. The person who writes the cheque (statutory incidence) is rarely the person who 

bears the cost (economic incidence). Because capital and high-skill labour are mobile 

("elastic"), taxes aimed at them often shift burdens onto those who cannot move: workers 

(lower wages), consumers (higher prices), and savers (lower returns).

The "Hazlitt" Examples (Primary)

1. Corporate Tax (The Wage Illusion):

o Claim: Taxing corporations is a painless way to fund the state because 

"companies" pay, not people.

o Hidden Assumption: Corporations are wealth hoards that cannot adjust wages, 

prices, or investment.

o Mechanism: Corporations respond to lower after-tax returns by reducing 

investment. Lower investment slows productivity growth. Lower productivity 

growth depresses wages.

o Lesson: The worker doesn’t receive a tax bill; they simply receive a smaller 

future.

2. Payroll Taxes (The Shared Wedge):

o Claim: Splitting the tax between employer and employee makes it fair.

o Hidden Assumption: The employer's contribution comes from profits, not the 

total compensation budget.

o Mechanism: Employers view the tax as part of the cost of labor. If the tax 

rises, the cash wage offered falls (or grows slower) to keep the total cost 

constant.

o Lesson: A tax on the job is a wedge that lowers the take-home pay, regardless 

of who legally remits it.

3. Property Taxes & Renters (The Pass-Through):

o Claim: Property taxes target landlords and asset owners.
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o Hidden Assumption: Housing supply is perfectly elastic and landlords cannot 

pass costs on.

o Mechanism: In supply-constrained cities (inelastic supply), landlords can pass 

tax increases almost entirely to renters.

o Lesson: A city that restricts building while raising property taxes ends up 

taxing its poorest residents while claiming to tax assets.

4. Capital Flight (The Exit Option):

o Claim: "Tax the rich because they have the money."

o Hidden Assumption: The tax base is a fixed pie that will sit still while being 

sliced.

o Mechanism: Mobile capital and talent relocate to lower-tax jurisdictions. The 

tax base shrinks, forcing the state to raise taxes on immobile factors (land, 

consumption, labour) to make up the shortfall.

o Lesson: If you try to tax what can move, you end up taxing what cannot.
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Chapter 12: The Wealth Tax: The 
Liquidity Trap

"I contend that for a nation to try to tax itself into prosperity is like a man standing in a 

bucket and trying to lift himself up by the handle." — Winston Churchill, Speech to the 

House of Commons (1903)

The wealth tax arrives in politics wearing the costume of simplicity. Its advocates speak as 

though the world were a tidy ledger: a number beside a name, a percentage beside a promise. 

Two per cent, three per cent—small, almost polite. The phrase just one year is employed like 

a sedative. And the public is invited to believe that prosperity is a matter of reaching into the 

pocket of the very rich and extracting a fraction of the coins that sit there doing nothing.

This is not economics. It is arithmetic theatre.

A wealth tax is not principally a question of compassion or cruelty. It is a question of 

liquidity, valuation, incentives, and the nature of assets. The central error behind wealth-tax 

rhetoric is the assumption that “wealth” is cash. It is not. It is a claim on future cash flows, 

embodied in assets that are often illiquid, often concentrated, and often inseparable from 

control. The state demands payment in money. The taxpayer holds property. The difference 

between those two facts is where the entire policy lives—or dies.

If the state imposes an annual tax on asset values, it forces conversion. Conversion is not free. 

Conversion has prices, spreads, market impact, and legal constraints. Conversion alters 

ownership. Conversion changes incentives. Conversion, repeated, transforms how capital is 

held, built, and deployed.

And that, in the end, is why the wealth tax is so rarely the clean instrument it pretends to be. 

It does not neatly “take from indulgence.” It often takes from investment. It does not neatly 

punish yachts. It often punishes enterprises. It does not neatly fund the future. It can, if 

misdesigned or aggressively scaled, consume the seed corn and then marvel that harvests 

shrink.
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Churchill’s metaphor remains cruelly apt. A nation cannot tax itself into prosperity any more 

than a man in a bucket can lift himself by the handle. The effort looks strenuous. The result is 

still gravity.

This chapter translates the wealth tax into mechanisms—without patronising, and without 

hiding the inconvenience in jargon. The question is not whether the rich can “afford it.” The 

question is what it does to the structure of capital, the pricing of assets, the stability of 

ownership, and the prospects of the people who depend on investment for wages, pensions, 

and innovation.

I. What “wealth” is: a household analogy that does not insult the reader

Begin with a household, because the household is where intuition lives.

Imagine a family whose “wealth” is mostly its home. The home is valuable on paper. The 

family is not sitting on a vault of cash equal to the home’s value. The home is where they 

live. It is not a checking account.

Now imagine the government imposes a yearly tax of two per cent on the value of the home, 

payable in cash. The family’s income may cover it. Or it may not. If it does not, they must 

either borrow against the home or sell part of their assets. But the home is the asset. They 

cannot sell “two per cent of a kitchen.” They either sell the home, take on debt, or cut 

consumption elsewhere.

The family is not being taxed on what it spends; it is being taxed on what it owns. The tax 

compels liquidity even if the asset is not liquid. That compulsion is the trap.

Now scale this up. Replace the home with a business—a founder’s equity stake. Replace the 

mortgage lender with capital markets. Replace “sell the home” with “sell shares.” Replace 

“borrow against the home” with “borrow against the stake.” The same mechanism applies, 

but the consequences are larger and spread outward into the economy.

A wealth tax is a forced-liquidity policy imposed on illiquid wealth.

The rhetoric focuses on lifestyle. The mechanics focus on ownership.

II. The fundamental mismatch: the state wants cash, wealth often is not cash

Wealth, in the modern economy, is often held in forms that are not cash and cannot be turned 

into cash without cost.
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Typical examples include:

 equity in public companies, often concentrated and subject to market impact when 

sold in size;

 ownership stakes in private companies, which have no daily market and can be 

difficult to sell at all;

 real estate, which is expensive to transact and often held for long-term yield;

 venture stakes, which may be locked up for years with no secondary market;

 control blocks, whose value is tied not merely to price but to governance and strategic 

direction;

 intellectual property and business goodwill, whose valuation is complex and 

contested.

A wealth tax does not ask whether an asset yields income. It taxes the asset’s notional value. 

But the tax must be paid in money. Therefore the taxpayer must find money each year. If they 

lack sufficient cash flow, they must liquidate or borrow.

This is why the claim “it won’t affect how they live” is irrelevant. The question is not 

whether a billionaire must fly commercial. The question is whether the tax forces asset sales 

that alter control, depress valuations, reduce investment, or increase leverage.

A wealth tax is not primarily a consumption restraint. It is an ownership intervention.

III. The first mechanism: forced sales and the price-at-the-margin reality

Asset markets clear at the margin. This is a basic but often ignored fact. The price of a stock 

is not set by the average holder who would never sell. It is set by the next buyer and the next 

seller. When a policy forces large, recurring sales, it changes marginal conditions.

A. The “paper wealth” illusion

Political rhetoric treats stock wealth as “paper” in a comforting way: it exists only as a 

number; therefore, taking a percentage of it is painless. But the number is a market price, and 

market prices respond to flows.
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If a large cohort of high-wealth individuals must sell each year to pay wealth taxes—

especially those with concentrated equity positions—selling pressure becomes persistent. 

Persistent selling pressure can depress prices, widen spreads, and increase volatility.

The effect is not always dramatic in a single year. But wealth taxes, by design, are recurring. 

The mechanism compounds. It does not need a crash to do damage. It needs only a systematic 

bias toward net selling.

B. The spillover to ordinary savers

The fantasy is that forced selling harms only the wealthy. The reality is that public equities 

are widely held indirectly through pension funds, index funds, retirement accounts, insurance 

pools, and endowments.48

A policy that depresses valuations does not merely “take from billionaires.” It also reduces 

the asset base that underwrites pensions and institutional stability. It shrinks returns. It 

changes the expected future incomes of millions whose wealth is not theatrical but necessary.

The wealth tax thus risks becoming an involuntary tax on retirement returns.

C. The “liquidate the founder” problem

Many fortunes are concentrated in founder stakes. These stakes are often tied to company 

identity and long-term strategy. Forced sales dilute founder control. Dilution can change 

governance outcomes and strategic direction, potentially reducing long-term value. 49

The irony is that founders often create wealth precisely by holding long-term, resisting short-

term market pressures, and investing in growth. A policy that forces annual liquidation pushes 

behaviour toward short-termism and diversification away from productive concentration.

It taxes patience.50

IV. The second mechanism: borrowing to pay the tax — a permanent leverage ratchet

48 OECD (2021), Pension Markets in Focus. Reports that in major economies (US, UK, Canada, Netherlands), 
pension funds allocate between 40% and 60% of their assets to equities (public and private). In the US alone, 
pension funds hold over $10 trillion in assets, meaning the "middle class" is heavily exposed to asset repricing.
49 Saez & Zucman (2019) vs. Summers (2019). While Saez/Zucman advocate for the tax, Larry Summers 
(former Treasury Secretary) argued that because so much wealth is illiquid (private business), a wealth tax 
would require massive, distortive liquidation or government valuation regimes that are administratively 
impossible. The debate highlights the liquidity trap as the central operational flaw.
50 Jakobsen et al. (2020), "Wealth Taxation and Wealth Accumulation: Theory and Evidence from Denmark," 
Quarterly Journal of Economics. Used administrative data from Denmark’s wealth tax (abolished in 1997). 
Found that the tax significantly reduced wealth accumulation by reducing savings and investment incentives, 
particularly among the "productive" wealthy (entrepreneurs), leading to a smaller capital stock over time.



149

If selling assets is costly or undesirable, the taxpayer may borrow against assets to pay the 

tax.

This produces a second mechanism of harm.

Borrowing has interest costs. Those costs turn the wealth tax into a recurring carrying burden. 

If the tax is two per cent and borrowing costs are five per cent, the effective drag is not two 

per cent; it is the tax plus the financing cost.

Borrowing also increases leverage. Increased leverage increases fragility. Fragility matters 

not because one sympathises with the wealthy but because leverage transmits risk through 

financial systems. Leverage creates forced selling in downturns. Forced selling amplifies 

volatility. Volatility raises risk premiums. Risk premiums lower valuations. Again, the burden 

spreads.

Borrowing to pay wealth taxes can therefore function as a systemic risk generator, not merely 

a revenue tool.

The policy creates a ratchet: each year, more borrowing or more selling is required.

V. The third mechanism: control dilution and the end of concentrated stewardship

A wealth tax does not merely transfer money to the state. It can transfer control away from 

founders and long-term owners toward dispersed holdings and institutional managers.

This has implications.

Concentrated ownership can align governance with long-term strategy. Dispersed ownership 

often increases reliance on managerial incentives, short-term performance metrics, and 

institutional investor pressures. A wealth tax that forces the gradual unwinding of control 

blocks can therefore change the character of corporate governance.

This is not a defence of every billionaire’s stewardship. Some are poor stewards. Some are 

excellent. The point is that the wealth tax makes concentrated stewardship structurally harder. 

It creates a bias toward financialisation: the owner becomes a portfolio manager rather than a 

builder.

In an economy that already suffers from short-termism, this is not a neutral change.

VI. Administration: valuation is not a footnote, it is the engine room
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A wealth tax requires valuation. Valuation is straightforward only for liquid public assets. For 

private assets, it is a battlefield.51

A. Private business valuation

Private businesses do not have daily market prices. Their value is estimated based on models: 

discounted cash flows, comparable transactions, revenue multiples, and assumptions. These 

assumptions can be contested. Honest experts disagree. Small changes in discount rates 

produce large changes in valuations.

A wealth tax regime must either:

 impose strict valuation methods, creating constant disputes and litigation; or

 allow flexibility, creating porousness, unfairness, and avoidance; or

 outsource valuation to authorities, creating discretionary power and corruption risk.

There is no magical fourth option where valuation is accurate, cheap, non-intrusive, and 

ungameable.

B. Real estate and complex assets

Real estate valuations fluctuate, and appraisals are not precise instruments. Intellectual 

property is even worse. Art, collectibles, and complex partnership interests are worse still.

A wealth tax that is “small” in percentage can still produce enormous administrative 

machinery because the difficulty is not the rate but the base.

And administration is not neutral. It consumes resources. It creates incentives for avoidance 

industries. It rewards those who can afford expert planning. It punishes those who cannot. It 

expands state discretion over private holdings.

Wealth taxes therefore tend to generate a political economy of valuation games.

The taxpayer pays not only the tax but the compliance.

VII. Behavioural response: the “annuity” illusion and the reality of avoidance

51 Duff (2019), "The Wealth Tax: Efficiency, Equity, and Administration". Detailed the administrative nightmare 
of valuing private assets annually. Noted that in countries with wealth taxes, valuation disputes consumed 
disproportionate legal resources and often led to "formulaic" valuations that bore little resemblance to market 
reality, creating new inequities.
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Wealth tax advocates often cite a one-year revenue estimate and treat it as a stable annuity. 

This assumes that behaviour does not change.

But behaviour changes.

High-net-worth individuals restructure holdings, shift residence, diversify into harder-to-tax 

assets, use trusts and vehicles, litigate valuations, and alter investment strategy. The more 

aggressive the regime, the more energy is directed toward avoiding it. The society shifts 

talent from production to planning.

This is not a moral condemnation. It is predictable behaviour under incentives.

The result is that a wealth tax can produce declining yield over time, increasing complexity, 

and increasing distortions, while failing to achieve the rhetorical promise of effortless 

funding.

The policy becomes a machine that produces paperwork and resentment, not stable revenue.52

VIII. The incidence question: who really bears the wealth tax?

The wealth tax is proposed as a tax on the ultra-wealthy. The incidence can spread more 

broadly.

A. Through asset repricing

If valuations fall due to persistent forced sales, the burden hits pension funds and savers.

B. Through reduced investment

If entrepreneurs and investors shift away from long-term illiquid investment—because 

holding such assets becomes fiscally punitive—the society receives less innovation, less 

business formation, and less capital deepening. Wages grow more slowly. Employment 

opportunities weaken. The burden hits workers.

C. Through increased short-termism

If ownership shifts from founders to institutions, governance may become more short-term. 

That can reduce long-term productive capacity. Again, the burden spreads.

The rich may pay the cheque. The society may pay the growth.

52 OECD (2018), "The Role and Design of Net Wealth Taxes". Reported that in 1990, twelve OECD countries 
had wealth taxes; by 2017, only four remained. The primary reasons for repeal were high administrative costs, 
capital flight, and failure to raise significant revenue (often <1% of GDP).
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IX. The emotional argument and the mechanical rebuttal

Wealth tax proposals often rest on a moral intuition: that concentrated wealth is offensive, 

and that taking a portion is justice.

Even if one accepts the intuition, the mechanism matters.

One can desire redistribution and still reject mechanisms that destroy the capital base. One 

can desire fairness and still care about how fairness is funded. One can be morally serious 

and still refuse policies that collapse into administration and coercion.

This is why Churchill’s metaphor endures. A wealth tax can be rhetorically satisfying and 

mechanically self-defeating. It can feel like lifting oneself while producing only strain.

The moral impulse does not exempt the policy from constraint.

X. A clearer way to think: tax flows, not stocks

One recurring critique of wealth taxes is that they tax stocks rather than flows.

Stocks are accumulated claims. Flows are incomes, dividends, realised gains, consumption. 

Taxing flows aligns taxation with liquidity. Taxing stocks does not.

This does not mean all stock-based taxation is impossible. It means it is distortionary and 

requires coercive mechanisms to enforce because it compels liquidation. A system that taxes 

flows can still be progressive without forcing annual sales of illiquid assets.

The debate is often framed as “do you want to tax the rich?” The more serious question is: 

“do you want to force liquidation of productive capital?”

Those are not identical questions. They are frequently treated as though they were, because 

the rhetoric prefers moral clarity over mechanical clarity.

XI. What a wealth tax tends to become: coercion disguised as arithmetic

A wealth tax begins as a percentage. It ends as a set of compulsion tools.

To collect it, the state must:

 value assets annually, including private holdings;

 compel disclosure of complex ownership structures;

 enforce payment through penalties, liens, forced sale powers, or legal coercion;
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 police avoidance through expanding rules;

 litigate valuation disputes.

This is not an argument that the state should never compel anything. It is an argument that a 

wealth tax has a built-in tendency toward intrusive control because its tax base is hard to 

measure and harder to liquidate.

The rhetoric says “small.” The machinery says “large.”

XII. The core lesson: prosperity is built, not seized

The wealth tax is often marketed as a painless seizure: take a fraction of a dormant pile and 

fund the future. But wealth, in most cases, is not dormant. It is invested. It is embodied in 

businesses, projects, and long-term plans. A policy that treats it as inert cash misunderstands 

its function.

Prosperity is not a hoard. It is a productive system.

If a society wants more prosperity, it must protect the incentives and structures that produce 

it: investment, entrepreneurship, capital formation, stable rules, and credible institutions. It 

can still tax. It can still fund obligations. But it should not pretend that taxing stocks of 

illiquid wealth is an act without consequence.

The consequences exist. They are merely easier to hide than the bill.

The Lesson Line

When you tax what cannot easily be sold, you force selling—and the policy stops targeting 

indulgence and starts dismantling the capital that pays everyone’s future.
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Chapter 12 Notes:

[1] The Liquidity & Liquidation Problem Saez & Zucman vs. Summers (2019). While 

advocates argue for the tax's fairness, critics like Larry Summers (former US Treasury 

Secretary) highlight the "liquidity trap": because most wealth is illiquid (private business), a 

wealth tax compels massive, distortive liquidation or impossible government valuation 

regimes.

[2] The Failure of Implementation OECD, "The Role and Design of Net Wealth Taxes" 

(2018). Reported that in 1990, twelve OECD countries had wealth taxes; by 2017, only four 

remained. The primary reasons for repeal were high administrative costs, capital flight, and 

failure to raise significant revenue (often <1% of GDP).

[3] Valuation as Administrative Nightmare Duff, "The Wealth Tax: Efficiency, Equity, and 

Administration" (2019). Detailed the administrative impossibility of valuing private assets 

annually. Noted that in countries with wealth taxes, valuation disputes consumed 

disproportionate legal resources and often led to "formulaic" valuations that created new 

inequities between asset classes.

[4] Impact on Capital Accumulation Jakobsen et al., "Wealth Taxation and Wealth 

Accumulation: Theory and Evidence from Denmark," Quarterly Journal of Economics 

(2020). Using administrative data from Denmark’s wealth tax (abolished in 1997), this study 

found that the tax significantly reduced wealth accumulation by reducing savings and 

investment incentives, particularly among "productive" entrepreneurs, leading to a smaller 

national capital stock over time.
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Governing Claim A wealth tax is not merely a tax on the rich; it is a forced-liquidity policy 

imposed on illiquid assets. Because "wealth" is often control over productive capital 

(factories, shares, IP) rather than cash, taxing it annually compels forced selling, borrowing, 

and the dilution of stewardship—transforming a tax on indulgence into a tax on the capital 

base itself.

The "Hazlitt" Examples (Primary)

1. Forced Liquidation (The Price-at-the-Margin Problem):

o Claim: "It’s only 2%; they can afford it."

o Hidden Assumption: Wealth is a pile of cash, or assets can be sold in slices 

without affecting their price or control.

o Mechanism: Paying cash taxes on illiquid assets forces annual sales. Persistent 

selling pressure depresses asset prices. Since markets clear at the margin, this 

reprices the entire asset class, hurting pension funds and ordinary savers who 

hold similar assets.

o Lesson: You cannot liquidate the rich without repricing everyone else’s 

savings.

2. Valuation Bureaucracy (The Engine Room):

o Claim: "We can tax net worth easily."

o Hidden Assumption: All assets have a clear daily market price like Apple 

stock.

o Mechanism: Most wealth is private business, real estate, or complex 

partnerships. Valuing these annually creates a massive administrative 

apparatus of disputes, litigation, and "formulaic" errors. The tax becomes a 

subsidy for lawyers and appraisers.

o Lesson: The rhetoric says "simple fairness"; the reality delivers "complex 

bureaucracy."

3. Capital Flight (The Shrinking Base):

o Claim: "They won’t leave; they live here."
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o Hidden Assumption: Capital is physically anchored and cannot be restructured 

or moved.

o Mechanism: Wealthy individuals restructure holdings, borrow against assets 

(increasing systemic leverage), or physically relocate. The tax base shrinks, 

and the revenue often falls far short of projections (the "annuity illusion").

o Lesson: A tax designed to fund the state often ends up shrinking the economy 

it feeds upon.
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Chapter 13: The Valuation State
"The problem of economic calculation is the fundamental problem of socialism... Everything 

brought about by a complex society based on the division of labour can be realised only 

through the aid of market prices."

— Ludwig von Mises, Socialism: An Economic and Sociological Analysis (1922)

A wealth tax is sold as a percentage. In practice it is sold as a civilisation: a standing 

apparatus of appraisal, disclosure, dispute, and coercive collection. The rate is the decoration. 

The base is the battlefield.

The public is invited to imagine a clean transfer: a small fraction of “wealth” gliding from 

private hands to public purpose, without friction, without distortion, without the bureaucratic 

grotesque. This fantasy survives only because the central problem is never stared at directly. 

The central problem is valuation.

To tax wealth annually is to require annual valuation. Annual valuation is straightforward 

only where assets are liquid, simple, and continuously priced. Yet the wealth at issue in any 

serious wealth-tax proposal is overwhelmingly concentrated in assets that are not liquid, not 

simple, and not continuously priced. Private companies, control blocks, partnership interests, 

carried interests, venture stakes, real estate portfolios, intellectual property, art, trusts with 

contingent rights, structured products, and the endless zoology of modern finance do not 

politely present themselves for easy appraisal.

Thus the wealth tax does not create a “tax system.” It creates a valuation state: a permanent 

machinery of assessment and contestation. And this machinery has only two stable equilibria.

Either it becomes intrusive and litigious—precise enough to be contested, strict enough to be 

coercive.

Or it becomes porous and unfair—flexible enough to be gamed, discretionary enough to be 

captured.

There is no third equilibrium where it is accurate, cheap, unintrusive, and fair. That imagined 

state is the rhetorical heaven of policy advocates: a place where the administrative angels do 
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the paperwork, the valuation is unquestionable, and coercion is unnecessary because 

everyone agrees.

Economies are not run in heaven.

I. Valuation is not a technical detail; it is the policy

The phrase “a 2% wealth tax” pretends that the hard part is choosing a rate.

In reality, the hard part is establishing a tax base that can be measured consistently, verified 

credibly, and enforced without turning the state into a universal auditor of private life. This is 

not an ideological claim. It is a descriptive one.

A tax on income largely rides on flows already recorded by firms and financial institutions. A 

tax on consumption rides on transactions. A tax on payroll rides on employment records. But 

a tax on wealth rides on assets—and many assets do not have a transparent market price. 

Even when they do, their value depends on control, liquidity, and marginal pricing.

Annual wealth taxation therefore demands annual asset measurement.

Annual measurement demands a bureaucratic apparatus.

A bureaucratic apparatus demands power.

Power attracts gamesmanship.

Gamesmanship demands enforcement.

This is not cynicism. It is the shape of the system.

II. Public assets are the easy corner case

It is often said, with a reassuring smile, that “we already know what assets are worth.” In a 

narrow sense, for liquid public securities, this is true. A stock has a quoted price. A bond has a 

market. A mutual fund has a net asset value. If all wealth were held in widely traded 

instruments, valuation would be simple.

But this is precisely the kind of truth that misleads by selecting the easy case.

First, even public holdings have complications: concentrated positions cannot be liquidated at 

the quoted price without market impact; control blocks contain premiums that cannot be 

realised without selling control; restricted stock cannot be freely sold; insider trading rules 
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constrain timing; and derivatives create synthetic exposure that can be structured to obscure 

ownership.

Second, the wealth that matters for a wealth tax is not merely the wealth that is easy to count. 

It is the wealth that is large and structurally bound to enterprises and private holdings. The 

more serious the wealth tax, the more it must reach into private assets. Otherwise the base is 

too small or too politically avoidable.

Thus the real policy is valuation of the hard assets.

III. Private businesses: the valuation war begins

Private businesses are the canonical problem. They are often the largest component of high-

net-worth wealth. They also lack daily pricing.

A. The absence of a market price

A private company does not trade on an exchange. There is no continuous price discovery. 

There may be occasional financing rounds, partial secondary sales, or private transactions, 

but these are sporadic and often structured under special terms.

So what is the value?

It must be estimated.

Estimation is not measurement. It is modelling.

B. Modelling is contestable

Private company valuation typically relies on methods such as discounted cash flow (DCF), 

comparables, precedent transactions, or multiples. Each method depends on assumptions:

 projected cash flows, which are forecasts;

 discount rates, which are contestable;

 comparable company selection, which is subjective;

 liquidity discounts, which vary;

 control premiums, which are negotiated;

 growth assumptions, which swing valuations dramatically.
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Small shifts in assumptions can produce large shifts in valuation. This is not fraud; it is 

sensitivity.

A wealth tax turns this sensitivity into fiscal conflict.

C. Valuation becomes a litigation industry

If the state demands an annual number and attaches penalties to under-valuation, taxpayers 

will hire appraisers and lawyers. The state will hire appraisers and lawyers. Disputes will 

proliferate.

Not because all taxpayers are dishonest, but because there is no singular “true value” for 

many assets. Value is an estimate under uncertainty. Litigation becomes the mechanism for 

resolving the uncertainty.

The tax system thus produces a professional ecosystem whose function is not production but 

contestation.

This is not a side-effect. It is a structural consequence.

IV. Complex assets: where valuation becomes metaphysics

Beyond private businesses lies the swamp: complex assets that require valuation methods so 

intricate that only specialists understand them, and even specialists disagree.

A. Partnership interests and carried structures

Many high-wealth holdings sit in partnership vehicles with layered rights: preferred returns, 

waterfalls, contingent performance fees, and restrictions on transfer. The “value” depends on 

future outcomes, fund performance, and contractual terms.

Annual valuation of such interests is not like valuing a house. It is like valuing a contingent 

claim on a set of future states.

B. Venture stakes and illiquid equity

Venture investments can be worth nothing or everything depending on outcomes. Secondary 

markets exist but are thin and often constrained by company approvals. Valuations are often 

derived from last funding rounds, which may include preferences and terms that make the 

headline valuation misleading.
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A wealth tax that uses funding-round valuations can overtax paper values that cannot be 

realised.

A wealth tax that discounts aggressively can be gamed.

Either way, the system invites dispute.

C. Real estate portfolios

Real estate is tangible, which seduces people into thinking it is easy. Yet appraisal is 

notoriously imprecise, especially for commercial property, multi-asset portfolios, and 

income-producing complexes. Cap rates, occupancy assumptions, tenant quality, lease terms, 

and market shifts all change value.

Annual appraisal at scale is expensive and contentious. It also interacts with the broader 

market: aggressive tax-driven appraisal regimes can destabilise valuations and credit 

conditions.

D. Intellectual property and goodwill

How do you value a patent portfolio? A brand? Software IP? Customer lists? Goodwill? 

These valuations rely on future income assumptions and competitive conditions. They are 

deeply model-dependent.

A system that taxes them annually either becomes arbitrary or becomes an endless arena of 

expert conflict.

V. The administrative reality: the state must choose its poison

A valuation state must decide how it will function. But the choices are all forms of loss.

Option 1: Intrusive precision

The state could attempt high accuracy through strict reporting rules, mandatory disclosure, 

audit powers, valuation standards, and punitive enforcement.

This yields:

 intrusive disclosure of private holdings and structures;

 constant audits and information demands;

 high compliance costs;
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 aggressive enforcement powers;

 growing resentment and avoidance;

 a large administrative bureaucracy;

 an adversarial relationship between citizens and state.

Precision does not eliminate disputes. It multiplies them, because the stakes become larger 

and the rules more contested.

Option 2: Flexible approximation

The state could accept rough valuation methods, safe harbours, and broad approximations to 

reduce conflict.

This yields:

 porousness, as sophisticated actors exploit ambiguities;

 unequal enforcement, as some comply and others evade;

 unfairness, as similar assets receive different valuations;

 political capture, as exemptions proliferate;

 erosion of legitimacy, as the public sees the system as rigged.

Approximation reduces litigation but increases inequity.

In either case, the wealth tax becomes not merely a revenue instrument but a generator of 

political conflict and institutional degradation.

VI. The avoidance industry: a predictable response to valuation power

Where valuation is uncertain and enforcement costly, avoidance becomes a rational 

investment.

The wealth tax does not merely “collect revenue.” It creates a private-sector industry whose 

purpose is to reduce the tax base by structuring ownership, shifting residence, and designing 

assets to be hard to value.

This does not require illegality. It requires complexity.
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As the system grows, talent shifts toward planning rather than production. The more 

aggressive the tax, the more intense the planning. Over time, the state and the taxpayer enter 

an arms race, where the primary output is not goods or services but paperwork, structures, 

and litigation.

A society can call this “progressive taxation.” The economy experiences it as transaction cost.

VII. Discretion and power: why valuation states invite corruption and capture

Valuation states concentrate discretionary power. Someone must decide whether your 

appraisal is acceptable, whether your discount is reasonable, whether your structure is 

legitimate, whether your asset is “really worth” what you say it is.

Discretion creates vulnerability.

It creates vulnerability to:

 lobbying for favourable rules and exemptions;

 selective enforcement against political enemies;

 bureaucratic rent-seeking;

 informal settlements and negotiated compliance;

 the gradual politicisation of tax administration.

Even if the administrators are honest, discretion creates suspicion, and suspicion corrodes 

legitimacy. Taxation is not merely extraction. It is social consent. Systems that appear 

arbitrary lose consent.

A wealth tax regime that depends on discretionary valuation therefore risks degrading trust in 

the state itself.

VIII. Why the public doesn’t see it: the invisibility of administrative costs

Advocates often frame wealth taxes as “making the rich pay their fair share.” The public sees 

the fairness narrative. It does not see:

 the teams of appraisers;

 the audit hours;

 the litigation;
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 the compliance burden;

 the administrative budgets;

 the distortions in investment;

 the incentives toward complexity.

Administrative costs are second effects. Second effects are not staged on television.

But they are the real costs.

And those costs are ultimately borne not only by the wealthy but by everyone, through lower 

growth, lower wages, and weakened institutions.

IX. A final household translation: the annual appraisal of your life

To grasp the valuation state, imagine an annual regime in which your household must file a 

detailed appraisal of everything you own, including items for which no market exists: your 

skills, your reputation, your future prospects, the likelihood of promotion, the value of your 

friendships, the “expected cash flows” of your education.

It sounds absurd because it is absurd. Yet wealth taxation of illiquid and complex assets is a 

version of this absurdity scaled up: turning uncertain future claims into annual taxable 

certainties.

The state demands a number. The number must be defended. Defence requires professionals. 

Professionals require money. The tax becomes a system of contestation.

Even if one believes redistribution is morally required, one should still ask whether this is the 

mechanism to achieve it.

The valuation state is not a tax. It is a regime.

The lesson line

A wealth tax is sold as a clean percentage, but it becomes a permanent valuation state—either 

intrusive and litigious or porous and unfair, with no stable middle.
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Chapter 14: The “One-Year” Fallacy
"The more the state plans, the more difficult planning becomes for the individual."

— F.A. Hayek, The Road to Serfdom (1944)

There is a particular species of modern political argument that begins with a calculator and 

ends with a hymn. It takes a single-year estimate—usually of some new tax targeted at an 

enviable minority—multiplies it by a list of cherished programmes, and declares the moral 

case closed. The people are told that the solution is obvious, the money is sitting there, and 

only malice or cowardice prevents its retrieval.

This is what might be called the one-year fallacy: the treatment of a point-in-time revenue 

estimate as though it were a stable annuity, repeatable at the same level year after year, 

immune to behaviour, immune to substitution, immune to exit, immune to political feedback.

It is a fallacy because taxation is not levied on statues. It is levied on agents. Agents respond.

To deny behavioural response is to deny incentives. To deny incentives is to deny economics. 

To deny economics is to write policy as moral fiction.

Hayek’s warning cuts deeper than the usual caricature. He was not merely complaining about 

bureaucrats. He was describing the structural consequence of expanding state control: as the 

state extends its planning and extraction, individuals are compelled to redirect effort toward 

avoidance, compliance, and defensive strategy. The more the state plans, the more individuals 

must plan around the state. The result is not a clean transfer from private indulgence to public 

virtue. It is an arms race of adaptation.

This chapter dismantles the one-year fallacy. It shows why “just one year of a 2% tax” is 

rarely “just one year,” rarely stable, and never free of second effects. Revenue is not a rock. It 

is a river, and rivers change course when you build dams.

I. What the one-year estimate actually is

A one-year revenue estimate is not a prediction of a permanent stream. It is, at best, a 

snapshot under assumptions.

Those assumptions often include:
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 a fixed tax base (wealth, income, profits, transactions) that does not shrink;

 no change in reporting or legal structure;

 no relocation of people or capital;

 no change in market prices;

 no change in labour supply or investment;

 no change in enforcement costs or compliance burden;

 no political reaction affecting the tax itself.

These assumptions are not merely optimistic. They are structurally implausible when a tax is 

large enough to matter.

The more meaningful the tax, the more intense the response. A trivial tax may generate little 

avoidance because it is not worth the effort. A major tax creates an industry.53

Thus the one-year fallacy is not a minor accounting error. It is the core rhetorical trick by 

which coercive policies are made to look painless.

II. The behavioural response principle: people do not sit still while being taxed

The basic behavioural response is not ideological. It is universal. If you tax a behaviour, you 

will see less of it. If you subsidise a behaviour, you will see more of it. If you tax a base, the 

base will move, shrink, disguise itself, or restructure.54

The relevant responses for high-base taxes—especially wealth and capital taxation—are 

predictable:

 avoidance: legal minimisation through structuring;

 migration: exit of persons or entities;

 restructuring: shifting asset composition toward harder-to-tax forms;

53 US General Accounting Office (1992). The 1990 Luxury Tax on yachts projected $31 million in revenue. It 
collected $16.6 million. However, the cost in lost jobs and income tax from the devastated boat-building 
industry was estimated at >$20 million, meaning the net revenue was arguably negative. A classic "One-Year 
Fallacy" failure.
54 Gruber & Saez (2002), "The Elasticity of Taxable Income," Journal of Public Economics. Establishing the 
ETI (Elasticity of Taxable Income) as a central parameter. They found that high-income earners are highly 
responsive to tax rates, not by working less, but by shifting income forms, increasing deductions, and engaging 
in avoidance.
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 leverage: borrowing to meet obligations or shift tax treatment;

 valuation games: contesting, discounting, and obscuring asset values;

 timing shifts: accelerating or delaying realisations;

 compliance substitution: paying experts instead of investing in production.

None of these require fraud. They require choice. Tax policy changes choice architecture. 

People respond by choosing differently.

This is why revenue is not a constant. It is an equilibrium outcome.

III. Avoidance: the predictable growth industry

The one-year estimate imagines a tax base that politely submits.

In reality, the base hires counsel.

Avoidance in high-value taxation tends to grow along three channels.

A. Structural engineering

Assets and income streams can be structured to change tax treatment. Ownership can be 

layered through trusts, holding companies, partnerships, foundations, and vehicles designed 

to exploit legal distinctions. Jurisdictions differ. Domicile can be shifted. Entities can be 

relocated. Intellectual property can be housed elsewhere. Funds can be structured for different 

recognition and reporting.

This is not a moral claim. It is the normal behaviour of people with large exposures. The state 

makes the rules; the state also creates the incentive to game them.

B. Complexity as camouflage

Complexity has a tax advantage. Simple assets are easy to measure and tax. Complex assets 

are difficult to value and audit. As tax regimes become aggressive, holding structures often 

become more complex, not less. Complexity increases administrative cost for the state and 

increases the value of expert services for the taxpayer.

The society ends up employing more people to shuffle paper and fewer to build things.

C. Administrative arbitrage
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Enforcement resources are finite. If a tax system is complex and the base is sophisticated, 

enforcement becomes selective. Selectivity invites arbitrage: taxpayers learn which areas are 

lightly enforced and migrate toward them. The law becomes less a rule and more a 

negotiation.

Revenue falls. Legitimacy falls faster.

IV. Migration: the understated exit option

The one-year estimate assumes geography does not matter.

But capital and high-skill labour are more mobile than the public likes to admit. Some people 

can relocate. Some businesses can relocate. Many can shift marginal investment elsewhere 

even if they do not fully exit. 55

Migration occurs on several levels:

 personal domicile and tax residence;

 corporate headquarters and incorporation;

 investment allocation and capital deployment;

 intellectual property location;

 timing and realisation of gains;

 choice of jurisdiction for new ventures.

Even when only a small fraction exits, the marginal effects can be large because the tax base 

is often concentrated. A small number of high-base taxpayers can represent a disproportionate 

share of potential revenue.56

This is why “tax the rich” is not merely moral rhetoric; it is a game of strategic interaction. 

The taxed party has moves. The state has moves. The one-year estimate pretends the taxed 

party has no agency.

55 Pichet (2016), "The Economic Consequences of the French Wealth Tax." Analyzed the ISF (Impôt de 
Solidarité sur la Fortune). Found that the tax caused a net outflow of ~€143 billion in capital over 30 years as 
42,000 millionaires left the country. The lost revenue from their exit (income tax, VAT) likely exceeded the 
revenue raised by the wealth tax itself.
56 Young et al. (2016), "Millionaire Migration and State Taxation," American Sociological Review. While 
generally skeptical of mass migration, they found a "tipping point." When New Jersey raised its top rate in 2004, 
it lost $2.4 billion in adjusted gross income over five years due to the exit of ultra-high earners, destabilizing the 
state budget.
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It is not merely wrong. It is childish.

V. Restructuring: the base becomes something else

Taxing “wealth” encourages wealth to become less legible.

Taxing transactions encourages transactions to become fewer, bundled, offshore, or informal.

Taxing corporate profits encourages profit shifting, changes in financing structure, and 

changes in investment timing.

Taxing high incomes encourages compensation to shift form: deferred compensation, equity-

based compensation, benefits, and structures.

Tax systems do not merely collect revenue. They shape the form of economic life. When a tax 

is designed around a particular definition, economic activity migrates toward the edges of that 

definition.

The one-year fallacy assumes the definition is stable and behaviour is inert.

Behaviour is not inert. Definitions are contested.

VI. Leverage: the silent transformation of a tax into fragility

One of the most pernicious adaptations to wealth-based taxation is leverage.

If an asset-holder faces recurring obligations but does not wish to sell, borrowing becomes 

attractive. Borrowing against assets is common. Yet policy-induced borrowing changes risk 

profiles. It increases fragility. It can create forced sales in downturns. It can amplify volatility.

A recurring tax can therefore operate as a recurring pressure toward leverage, especially for 

those whose wealth is illiquid.

This adaptation does not show up in a one-year revenue estimate. It shows up later, in 

systemic fragility and market stress.

The state collects revenue in the short term, while increasing tail risk in the long term.

The one-year fallacy is thus also a time-horizon fallacy. It values immediate intake over 

future stability.

VII. Valuation games: when the tax base becomes a legal argument

Chapter 13 described the valuation state. Here the point is narrower: valuation games are not 

an exception; they are a predictable response to annual wealth assessment.
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If assets do not have clear market prices, valuations become contestable. Contestability 

becomes strategy. Strategy becomes a recurring dispute mechanism. This yields:

 persistent under-valuation incentives;

 aggressive discounting (liquidity discounts, minority discounts, control premiums);

 asset packaging to justify lower valuations;

 litigation and settlement as a normal part of tax life;

 administrative overload.

Revenue falls. Compliance costs rise. Trust decays.

The one-year estimate treats valuation as a solved problem. Real regimes treat valuation as a 

war.

VIII. The “annuity” illusion: why revenue estimates do not repeat

Why do one-year estimates not repeat? Because the base changes.

In year one, people are caught in the existing structure. They cannot instantly move 

everything. Some tax is collected. This first-year yield is then used rhetorically as proof of 

feasibility.

But by year two and three, adaptations accumulate:

 assets are restructured;

 residency changes;

 income streams shift;

 transactions are avoided;

 enforcement resources are strained;

 political exemptions are negotiated;

 industries build avoidance tools.

The tax base shrinks. The effective yield declines. Meanwhile, the administrative apparatus 

grows because the state attempts to close loopholes, which creates new complexity, which 

creates new loopholes.
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Thus the wealth tax debate often becomes a spiral: shrinking yields lead to higher rates or 

broader bases, which intensify avoidance, which shrinks yields further, which intensifies 

enforcement and resentment.

The one-year estimate hides the spiral because it freezes time.

Politics prefers frozen time because time reveals consequences.

IX. The political feedback loop: policy does not remain static

The one-year fallacy also assumes political stability: that the tax will remain unchanged and 

the economy will remain undisturbed.

In reality, taxes generate political feedback:

 interest groups lobby for exemptions;

 enforcement priorities become politicised;

 public backlash grows if the tax is perceived as arbitrary;

 courts constrain or reshape implementation;

 capital markets respond through valuations and risk premiums;

 business investment adjusts;

 employment and wage growth respond.

These feedbacks alter the economy that generates the revenue.

A tax is not just a rule. It is a shock to a system.

Systems adapt.

X. The moral temptation: one-year estimates as permission to stop thinking

The one-year fallacy is seductive because it allows moral certainty without technical 

humility. It allows the advocate to say: “We can fund everything; we simply refuse.” It turns 

politics into a morality play with villains and easy numbers.

But economics is not impressed by virtue-signalling arithmetic.

If you want to take money from a group, you must explain how you will keep the base from 

moving, shrinking, or disguising itself. If you cannot explain this, you are not proposing a 

policy. You are proposing a wish.
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Hayek’s line is relevant here because it captures the deeper consequence: as the state expands 

planning and extraction, individuals must plan defensively. The society becomes less 

productive because mental energy is redirected from creation to survival in the administrative 

jungle.

You can call this “closing loopholes.” The economy experiences it as a tax on initiative.

XI. A plain-language summary: why “just one year” is never “just one year”

If a politician says, “Just one year of a small tax,” translate it into reality:

 “Just one year” means “we are using the first-year snapshot before people adapt.”

 “Small” means “we are ignoring the difficulty of liquidating illiquid assets.”

 “Won’t change behaviour” means “we are assuming away incentives.”

 “Won’t hurt growth” means “we are ignoring investment response.”

 “Won’t hurt the poor” means “we are ignoring incidence and market repricing.”

 “Won’t be complex” means “we are ignoring valuation and compliance.”

The one-year estimate is not proof. It is an advertisement.

The Lesson Line

A one-year estimate is not a revenue stream; it is a frozen snapshot taken before avoidance, 

exit, and valuation games begin.
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Chapter 14 Notes:

[1] The French Exodus Pichet, "The Economic Consequences of the French Wealth Tax" 

(2016). Analyzed the long-term impact of the ISF. Estimated a net capital outflow of ~€143 

billion over 30 years as 42,000 millionaires emigrated. Concluded that the fiscal cost of their 

departure (lost income tax, VAT, etc.) was likely twice the revenue the wealth tax generated.

[2] Behavioral Elasticity Gruber & Saez, "The Elasticity of Taxable Income," Journal of 

Public Economics (2002). Established the "Elasticity of Taxable Income" (ETI) as a key 

metric. Found that high-income earners are highly sensitive to marginal tax rates—not 

necessarily by working less, but by shifting income forms, increasing deductions, and 

engaging in structural avoidance.

[3] Domestic Migration (The Tipping Point) Young et al., "Millionaire Migration and State 

Taxation," American Sociological Review (2016). While generally skeptical of mass 

migration, the study found a "tipping point" effect. When New Jersey raised its top rate in 

2004, the state lost $2.4 billion in adjusted gross income over five years due to the exit of 

ultra-high earners, destabilizing the budget.

[4] The Luxury Tax Failure US General Accounting Office (1992). The 1990 Luxury Tax 

on yachts projected $31 million in revenue but collected only $16.6 million. The devastation 

of the domestic boat-building industry cost the government >$20 million in unemployment 

benefits and lost income tax, resulting in a likely net fiscal loss.
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Governing Claim A one-year revenue estimate is not a prediction of a stable future stream; it 

is a "frozen snapshot" that ignores behavioural responses. Because taxes change incentives, 

agents respond by avoiding, migrating, restructuring, or leveraging assets—meaning the tax 

base shrinks or moves, often turning a projected windfall into a fiscal disappointment.

The "Hazlitt" Examples (Primary)

1. The French Exodus (Migration):

o Claim: A wealth tax will raise revenue from the rich without broader economic 

damage.

o Hidden Assumption: Capital and high-net-worth individuals are immobile 

fixtures.

o Mechanism: The Impôt de Solidarité sur la Fortune (ISF) caused 42,000 

millionaires to leave France. The loss of their income tax, VAT, and 

investment activity likely exceeded the revenue raised by the wealth tax itself.

o Lesson: When you target a mobile base, the exit door is the ultimate check on 

extraction.

2. The Luxury Tax (Substitution):

o Claim: Taxing yachts and private planes targets only the indulgences of the 

wealthy.

o Hidden Assumption: Demand for luxury goods is inelastic and production 

creates no jobs.

o Mechanism: The rich stopped buying yachts in the US (buying elsewhere or 

not at all). The tax raised little revenue, but the boat-building industry 

collapsed, destroying blue-collar jobs and reducing aggregate tax revenue.

o Lesson: A tax on a "rich person's toy" is often a tax on a "poor person's job."

3. Static Scoring (The Calculator Illusion):

o Claim: "We can fund this programme with a 2% tax on X."

o Hidden Assumption: The tax base (X) will remain the same size after the tax is 

imposed.
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o Mechanism: High-value taxation creates an "avoidance industry." Taxpayers 

restructure assets, increase leverage, or shift timing. The base shrinks or 

becomes less legible, causing revenue to fall short of the "calculator" estimate.

o Lesson: Revenue is not a rock; it is a river that changes course when you build 

a dam.
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Chapter 15: Collateral Damage—
Pensions, Endowments, the Middle

“There is only one difference between a bad economist and a good one: the bad economist 

confines himself to the visible effect; the good economist takes into account both the effect 

that can be seen and those effects that must be foreseen.”

 — Frédéric Bastiat, That Which Is Seen and That Which Is Not Seen (1850)

“Tax the rich” is among the most rhetorically efficient slogans ever minted. It has the 
advantage of a villain, the charm of simplicity, and the narcotic comfort of moral asymmetry: 
they have more, so they should pay. The phrase implies a scalpel. The economic reality is 
closer to a dye released upstream: it spreads through the watercourse, colouring everything it 
touches.

The visible target is the wealthy household. The invisible payers include pensioners, savers, 
universities, charities, hospitals, insurers, municipal funds, and any middle-income worker 
whose future depends on the returns of capital markets. The mechanism is not conspiratorial. 
It is mechanical. It is the repricing of equity and other capital assets caused by policies that 
force liquidation, reduce expected after-tax returns, increase risk premia, or reduce liquidity.

Bastiat’s warning remains the only reliable antidote to political intoxication: do not stop at the 
visible effect. The visible effect is the bill sent to the rich. The foreseen effect is the reduction 
in asset values and returns that quietly taxes everyone whose balance sheet is tethered—
directly or indirectly—to the same markets.

This chapter explains how collateral damage works. It does not rely on melodrama. It relies 
on a simple fact: capital markets are shared plumbing. You cannot poison one section of the 
pipe and expect clean water elsewhere.

I. The first misunderstanding: “the rich hold stocks; ordinary people do not”

This claim is half-true and therefore fully misleading.

Yes, high-net-worth households hold more equities in absolute terms and often in 
concentrated forms (founder stakes, control blocks, large positions). But ordinary households
—especially in developed economies—hold equities indirectly through:

 pension funds and defined contribution plans;

 employer-sponsored retirement schemes;

 mutual funds and index funds;

 insurance company general accounts backing annuities and policies;
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 endowments that fund scholarships and services;

 sovereign and municipal funds;

 bank balance sheets and capital buffers.

Even households without explicit equity portfolios often have exposure through their 
employment (firms’ investment decisions depend on cost of capital) and through public 
institutions whose funding depends on investment returns.

The relevant question is not “who holds equities?” but “who bears the effects of equity 
repricing?”

When markets reprice, they do not check moral categories before moving.

II. How equity repricing happens: the four levers policy pulls

Equity values are not mere reflections of present wealth. They are present values of expected 
future cash flows discounted by required returns. Policy affects both components.

There are four principal channels by which “tax the rich” policy proposals—especially wealth 
taxes, transaction taxes, and higher taxes on capital income—can reprice equities.

A. Lower expected after-tax cash flows

If policy reduces net profits through higher corporate taxation or higher effective taxation on 
distributions, the expected future cash flows to shareholders fall. Lower expected cash flows 
reduce present value. Prices decline.

This is not ideology. It is arithmetic.

B. Higher required returns (risk premia)

If policy increases uncertainty, reduces institutional predictability, or increases perceived risk 
to property rights, investors demand higher returns to compensate. Higher required returns 
mean higher discount rates. Higher discount rates mean lower present values. Prices decline.

A society can choose to increase this risk. It cannot choose to avoid the repricing that follows.

C. Reduced liquidity

Transaction taxes, turnover taxes, or policies that discourage trading reduce liquidity. 
Reduced liquidity increases trading costs and widens spreads. Assets become harder to trade 
without moving the price. Investors respond by demanding higher returns for holding less 
liquid assets. Higher required returns lower valuations.

Liquidity is not a luxury. It is a component of price formation.

D. Forced sales and market-impact pressure

Wealth taxes create a unique repricing channel: they compel periodic liquidation or periodic 
leverage. If a cohort of large holders must sell each year to raise cash, the market experiences 
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persistent sell pressure. Prices are set at the margin. Persistent forced selling can depress 
valuations even if the selling is gradual and “orderly.”57

The point is not that markets collapse overnight. The point is that a systematic policy bias 
toward net selling pushes down valuations over time.

And when valuations move, the collateral damage begins.

III. The pension channel: the quiet taxation of retirement

Pensions are not merely accounting constructs. They are claims on future purchasing power. 
Their viability depends heavily on returns. When valuations fall or expected returns decline, 
pension systems must adjust. They adjust in ways that are politically ugly, which is why the 
adjustment is often delayed—until it becomes unavoidable.58

A. Defined contribution plans: the individual takes the hit

In a defined contribution system, the individual’s retirement security depends on the 
accumulated value of contributions and returns. If policies depress equity valuations or future 
returns, the individual retires with less.

This loss is rarely framed as a tax, but it functions like one: it reduces future consumption. It 
increases dependency. It reduces dignity.

A policy that is marketed as “taxing billionaires” can, through equity repricing, reduce 
millions of retirement balances. The billionaire pays the cheque; the middle pays the future.

B. Defined benefit plans: the institution takes the hit—then passes it on

Defined benefit plans promise a payout. The plan’s funding depends on assets and expected 
returns. If valuations fall or return assumptions weaken, funding gaps widen. To close the 
gap, plans can:

 require higher contributions from workers;

 require higher contributions from employers (which can reduce wage growth);

 reduce benefits;

 increase retirement age;

 shift into riskier assets to chase returns (increasing fragility).59

57 American Investment Council (2020). Public pension funds are the largest investors in private equity, 
accounting for nearly 30% of all capital in US private equity funds. This confirms that a tax war on "private 
equity billionaires" is directly a war on the returns of public employees.
58 Coval & Stafford (2007), "Asset Fire Sales (and Purchases) in Equity Markets," Journal of Financial 
Economics. Empirically demonstrated that forced selling by mutual funds (due to outflows) depresses stock 
prices significantly below their fundamental value, and these price depressions can last for months. A wealth tax 
would institutionalize this "fire sale" effect annually.
59 Pew Charitable Trusts (2022), "The State Pension Funding Gap." Found that US state pension funds face a 
shortfall of over $1 trillion. These funds rely on high investment return assumptions (~7%). A structural drop in 
equity valuations caused by capital taxation would make these targets impossible to hit, necessitating tax hikes 
or benefit cuts for public workers.
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Each adjustment has incidence. Workers pay through contributions, reduced wage growth, or 
reduced future benefits. Employers pay and may respond by hiring less or investing less. 
Taxpayers pay when public pensions demand bailouts.

Thus equity repricing becomes a diffuse but real transfer from households to the costs created 
by policy.

IV. The endowment channel: universities, hospitals, charities

Endowments are pools of capital whose returns fund operations: scholarships, research, 
medical services, community programmes. Their spending policies depend on long-run 
expected returns.

When equity valuations fall, endowments face choices:

 reduce spending and programmes;

 draw down principal (reducing future capacity);

 increase fundraising pressure;

 shift toward riskier allocations.

The public often imagines endowments as hoards. In reality, they are funding mechanisms for 
ongoing services. A repricing of equities can therefore translate into fewer scholarships, fewer 
grants, fewer funded positions, fewer services for the vulnerable.

This is not sentimental pleading. It is incidence.

A policy that compresses expected returns forces institutions to cut—quietly and over time—
precisely in the areas the public claims to value.

V. The insurance channel: annuities, premiums, and solvency

Insurance companies hold large portfolios of bonds and equities to back future liabilities. 
Their pricing and solvency depend on returns and valuation stability. When expected returns 
decline, insurers must:

 raise premiums;

 reduce guaranteed returns;

 tighten coverage terms;

 adjust asset allocation, sometimes increasing risk;

 hold more capital for solvency under regulatory frameworks.

Thus the repricing of capital can raise the cost of insurance for ordinary households—life 
insurance, health-related coverage, annuities, long-term care. It can also pressure insurers to 
seek yield, increasing systemic fragility.

The public does not connect “tax the rich” rhetoric to higher insurance premiums. But the 
system connects them.

VI. The middle-class balance sheet: when “wealth taxes” leak into home life
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The middle class may not be rich, but it is asset-dependent.

Its wealth, to the extent it exists, is often concentrated in:

 retirement accounts;

 home equity;

 small business value;

 claims on institutional stability (pensions, public services).

If policy-induced repricing reduces retirement values and institutional returns, households 
respond by:

 saving more (reducing consumption);

 delaying retirement;

 increasing reliance on public support;

 reducing family formation and long-term commitments;

 becoming politically unstable as expectations collapse.

These second effects are politically explosive because they are slow and cumulative, arriving 
as disappointment rather than as an identifiable bill.

Bastiat’s point is that foresight is the moral duty of serious policy. A policy that produces 
widespread disappointment is not compassionate merely because it was announced with 
virtuous intention.

VII. “But the rich still have more”: the moral evasion

At this point, a common rhetorical defence appears: even if pensions are affected, the rich 
remain richer, therefore the policy is still justified.

This is a moral evasion, not an argument.

The question is not whether inequality exists. The question is whether a policy designed to 
punish a subset of asset holders is worth the collateral damage imposed on savers, pensioners, 
and institutions. If the burden is diffuse and the benefit is symbolic, the policy may be a 
moral performance rather than a welfare improvement.

The most dishonest move in public debate is to treat any criticism of incidence as sympathy 
for the wealthy. It is not sympathy. It is competence.

A serious society does not confuse analysis with allegiance.

VIII. A plain household analogy: the shared reservoir

Imagine a town with a shared reservoir. A politician announces: “We will punish the largest 
household in town by adding a chemical that harms their water.” The crowd cheers. The 
household is disliked. The politician assures everyone else: “Do not worry. Only the rich 
household will be harmed.”

But the reservoir is shared. The chemical disperses.
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This is equity repricing.

Public markets are shared reservoirs. Pension funds drink from them. Endowments drink 
from them. Insurance pools drink from them. The middle class drinks from them in 
retirement.

If you contaminate returns, you cannot isolate the effects.

IX. What a responsible policy discussion would require

If a government wishes to raise revenue from high-wealth households without collateral 
repricing, it must design taxes that minimise forced liquidation, minimise uncertainty, 
minimise damage to after-tax returns on productive capital, and minimise liquidity distortion.

That requires:

 clarity about the tax base;

 awareness of valuation effects;

 attention to mobility and avoidance;

 careful incidence modelling;

 an honest accounting of second effects on pensions and institutions.

Most of the slogan-driven proposals do not do this because doing it would make them less 
rhetorically pleasurable. They survive precisely because their costs are invisible.

Bastiat would have recognised the trick instantly.

The Lesson Line

When policy forces capital repricing, it does not merely “tax the rich”; it quietly taxes every 
pension, endowment, and retirement plan that must live on returns.
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Chapter 15 Notes:

[1] Pension Fund Exposure OECD, Pension Markets in Focus (2021). Reports that pension 

funds in major economies (US, UK, Canada, Netherlands) allocate 40–60% of assets to 

equities. In the US alone, pension funds hold over $10 trillion in assets, meaning the "middle 

class" is heavily exposed to any policy that reprices capital.

[2] The Funding Gap Pew Charitable Trusts, "The State Pension Funding Gap" (2022). 

Found that US state pension funds face a shortfall of over $1 trillion. These funds rely on 

high return assumptions (~7%). A structural drop in equity valuations caused by capital 

taxation would make these targets impossible to hit, necessitating tax hikes or benefit cuts for 

public workers.

[3] Private Equity and Public Pensions American Investment Council (2020). Public 

pension funds are the largest investors in private equity, accounting for nearly 30% of all 

capital in US private equity funds. This confirms that a tax war on "private equity 

billionaires" is directly a war on the returns of public employees.

[4] Fire Sales and Repricing Coval & Stafford, "Asset Fire Sales (and Purchases) in Equity 

Markets," Journal of Financial Economics (2007). Empirically demonstrated that forced 

selling by mutual funds depresses stock prices significantly below their fundamental value, 

and these price depressions can last for months. A wealth tax would institutionalize this "fire 

sale" effect annually.
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Governing Claim The economy is a shared ledger; you cannot "tax the rich" by depressing 

asset values without hitting the middle class, who are the ultimate creditors of the economy 

through pensions, insurance policies, and endowments.

The "Hazlitt" Examples (Primary)

1. Pension Fund Exposure (The Shared Reservoir):

o Claim: "Taxing billionaires' stocks doesn't hurt the worker."

o Hidden Assumption: The stock market is owned solely by the rich.

o Mechanism: Pension funds (e.g., CalPERS) own billions in public and private 

equity to pay retirees. If a wealth tax forces liquidation or depresses 

valuations, the funding gap widens, leading to higher contributions (a tax on 

workers) or reduced benefits.

o Lesson: The billionaire pays the cheque; the retiree pays the future.

2. University Endowments (The Mission Tax):

o Claim: Endowments are hoards that can be taxed without consequence.

o Hidden Assumption: Endowments are static piles of money, not funding 

sources for operations.

o Mechanism: Endowments rely on compound returns to fund scholarships and 

research. A policy that compresses after-tax returns forces cuts to grants and 

services.

o Lesson: A tax on the endowment often becomes a tax on the scholarship 

student.

3. The Liquidity Cascade (Systemic Risk):

o Claim: Forced sales by the rich will be absorbed easily by the market.

o Hidden Assumption: Liquidity is infinite and markets are always stable.

o Mechanism: If a wealth tax forces simultaneous selling by large holders, it 

creates a structural "fire sale" environment. Predators front-run these sales, 

driving prices down further, triggering margin calls that hit retail investors and 

pension funds.
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o Lesson: You cannot introduce structural instability at the top without causing 

tremors at the bottom.
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Part V — The Real Reforms: Ladders, 
Not Levelling

 
"I don't believe in a law to prevent a man from getting rich; it would do more harm than 

good. So while we do not propose any war upon capital, we do wish to allow the humblest 

man an equal chance to get rich with everybody else."

 — Abraham Lincoln, Speech at New Haven (1860)
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Chapter 16: The Path Up Is Mostly 
Boring

"The poor are not the problem. They are the solution. But they are trapped outside the legal 

system... They have houses but not titles; crops but not deeds; businesses but not statutes of 

incorporation."

— Hernando de Soto, The Mystery of Capital (2000)

The modern debate about poverty is conducted like a stage play written by people who 

dislike stagecraft. It demands drama, villains, catharsis, and a final scene in which suffering is 

abolished by proclamation. It is thick with moral costume and thin on mechanics. It treats 

deprivation as a mood that can be improved by language, and it treats uplift as a kind of 

public apology paid in cash.

The truth is less flattering and far more hopeful.

The path up is mostly boring. It is not boring because it is trivial. It is boring because it 

consists of the same unglamorous preconditions repeated across time and geography: secure 

property rights, predictable rules, simple systems, enforceable contracts, low corruption, 

credible courts, stable money, and institutions that reward effort rather than access.60

These things do not satisfy the appetite for political romance. They do not provide the thrill 

of righteous confiscation. They do not permit the speaker to feel heroic while doing little. 

They are incremental. They are technical. They demand competence. They create no 

glittering villains. And they are, almost without exception, what separates societies in which 

the poor become property owners and entrepreneurs from societies in which the poor remain 

wards, clients, or ghosts.

Hernando de Soto’s observation is not sentimental. It is structural. Poverty persists not merely 

because people lack resources, but because they lack legal instruments that make resources 

usable. They can build houses, but without title the house cannot become collateral. They can 

run informal enterprises, but without legal incorporation the enterprise cannot scale, contract, 

60 Acemoglu, Johnson, & Robinson (2001), "The Colonial Origins of Comparative Development," American 
Economic Review. The seminal paper establishing that "institutions" (property rights, rule of law) are the 
primary determinant of long-run economic growth, far outweighing geography or culture.
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insure, or attract capital. They can work, but without enforceable rights the output can be 

seized by predation—criminal or bureaucratic.61

Dignity comes from agency. Agency requires stability. And stability is a legal and 

institutional achievement, not a rhetorical one.

This chapter defends the unromantic foundations of mobility and dignity. It argues that the 

most reliable way to improve the lives of the poor is not to moralise inequality, but to build 

the boring machinery that makes effort pay.

I. Poverty as a systems problem, not a personality defect

A serious analysis begins by refusing the two lazy extremes.

The first extreme blames the poor as morally deficient: lazy, imprudent, undisciplined. This 

view is convenient for the comfortable. It is also empirically shallow. Human beings respond 

to incentives and constraints. If a person lives in a regime where effort yields little and 

predation is common, prudent risk-taking is not rewarded. If courts are unreliable, contracts 

are dangerous. If property is insecure, long-term planning is irrational. If taxes are arbitrary, 

visibility is punished.

The second extreme treats the poor as helpless victims whose salvation must be delivered 

from above. This view is convenient for politicians. It converts citizens into dependents and 

policy into theatre. It also misses what de Soto emphasises: the poor are not inert. They build, 

trade, improvise, and persist. The obstacle is not their absence of initiative. The obstacle is 

that their initiative is trapped outside systems that convert effort into accumulable capital.

The truth is structural: poverty is sustained by institutional failure. Mobility emerges when 

institutions allow ordinary people to convert labour into secure assets, secure assets into 

capital, and capital into expansion.

That conversion is the ladder.

II. Property rights: the first rung that makes every other rung possible

Property rights sound like a lawyer’s fetish until one notices what happens when they are 

absent.

Property rights are not merely about owning things. They are about the ability to:

61 De Soto (2000), The Mystery of Capital. Argues that the global poor hold trillions in "dead capital" (informal 
housing, unregistered businesses). The problem is not lack of assets, but the lack of formal property systems to 
leverage those assets into credit and capital.
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 exclude others from taking what you have built;

 use assets as collateral for credit;

 transfer ownership reliably;

 invest in improvement knowing you will not be arbitrarily dispossessed;

 insure, bequeath, and contract using the asset as a stable reference.

When property is insecure, individuals have weak incentives to improve assets. Why build a 

better roof if a bureaucrat can seize the land? Why plant an orchard if a local strongman can 

claim it? Why formalise a business if visibility attracts extortion?

Informality is often misread as cultural preference. It is frequently rational adaptation to 

predation. People remain informal because formal entry makes them legible, and legibility is 

dangerous in corrupt systems.

Thus property rights are not a philosophical luxury. They are a defensive technology.

De Soto’s point about “houses but not titles” captures a crucial mechanism: without formal 

title, an asset cannot easily become capital. It remains “dead”—useful for shelter, but limited 

as a lever for expansion.

The economic effect is immense. A titled house can be collateral. Collateral can finance 

equipment, education, a shop, a truck. A shop can produce income beyond subsistence. 

Income can be saved and reinvested. That chain is the boring miracle.

III. Predictable courts and enforceable contracts: the oxygen of honest trade

Trade is not barter alone. Trade is trust made enforceable.

Contracts allow strangers to cooperate. Courts allow contracts to matter. If courts are 

unreliable, trade shrinks into kin networks, tribes, and favours. The economy becomes a 

series of small, low-trust circles. Capital cannot scale. Credit becomes personal. Innovation is 

constrained by the need for protection.

Predictable courts provide:

 dispute resolution without violence;

 reliable interpretation of agreements;

 enforcement that does not require personal power;
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 stable expectations about future outcomes.

The phrase “predictable courts” sounds bureaucratic because it is bureaucratic. Yet it is the 

difference between a society where a shopkeeper dares to extend credit and a society where 

credit means vulnerability to theft.

Predictability is a form of freedom. It allows planning.

And planning is what turns effort into progress.

IV. Low corruption: the tax that kills initiative

Corruption is not merely theft. It is uncertainty and discouragement.

Where corruption is high, the entrepreneur faces a grim calculus. Growth attracts attention. 

Attention attracts demands. Demands are arbitrary. The entrepreneur cannot plan costs 

because the “fee” depends on the mood and appetite of officials. The result is the 

strangulation of expansion.

This is why many informal businesses remain intentionally small. They are not content with 

subsistence; they are avoiding predation. The system trains them to stay invisible.

Corruption therefore functions as an anti-merit system: it rewards access and punishes 

competence. It converts success into liability.

In such environments, redistributive policy often becomes farce. Transfers leak. Programmes 

become patronage. The poor remain poor while the connected grow fat on administrative 

rents.

The remedy is not a new sermon. It is institutional discipline: transparent procedures, limited 

discretion, accountability, and a tax system that does not invite negotiation.

V. Simple tax bases: when the state becomes a partner rather than an ambush

Complex tax systems are not merely inconvenient. They are barriers to entry.

If compliance requires accountants and lawyers, small firms cannot compete. If enforcement 

is arbitrary, visibility becomes a risk. If the tax base is hard to measure, valuation disputes 

proliferate. If the system is filled with exemptions and targeted credits, the economy becomes 

a lobbying contest.

For the poor and the aspiring, complexity is exclusion. It is the difference between a market 

and a maze.



190

A simple tax base—low rates, broad base, few exemptions, clear rules—reduces compliance 

costs and reduces the payoff to corruption. It also allows the state to collect revenue without 

turning every business into a negotiation.

This is not an argument for starvation of the state. It is an argument for intelligibility. The 

state should be a predictable rule-maker, not a predatory riddle.

When taxes are predictable, people can plan. When people can plan, they can invest. When 

they can invest, they can rise.

Again: boring.

Again: decisive.

VI. Stable rules: the moral importance of not changing the game mid-climb

One of the quiet cruelties of unstable governance is that it destroys the meaning of effort.

If rules change arbitrarily, success becomes luck. If regulations shift every year, investment 

becomes gambling. If property can be redefined by decree, long-term planning becomes 

foolish.

People may endure poverty with courage if they believe effort has a path. But if the path is 

erased mid-stride—by sudden confiscation, sudden regulation, sudden retroactive penalties—

then effort becomes an insult.

Stability is therefore not merely economic. It is ethical. It respects the dignity of those who 

plan, save, build, and defer gratification. It says: the future is not a trap.

Without stable rules, agency collapses into improvisation.62

And improvisation does not scale.

VII. Agency, dignity, and the difference between help and replacement

Welfare debates often confuse two distinct aims.

One aim is to prevent starvation and despair. This is humane and, in many cases, necessary.

62 World Bank, Doing Business Reports (various years). Consistently showed that nations with simpler, more 
predictable regulatory environments (e.g., fewer days to enforce a contract, clearer title transfers) have higher 
rates of new business formation and higher GDP per capita.
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The other aim is to replace agency with provision. This is seductive because it allows the 

provider to feel benevolent. It is also corrosive because it can detach survival from 

competence-building, and competence-building is the path up.

Dignity is not merely being fed. Dignity is being needed, being capable, being able to shape 

one’s own life, and being able to keep the fruit of effort. The poor do not primarily need 

moral lectures. They need systems that stop punishing initiative.

De Soto’s central thesis is precisely this: the poor already have initiative. They already build. 

They already trade. What they lack is integration into a legal system that turns their work into 

durable capital.

That integration is not glamorous. It is paperwork, courts, registries, and predictable 

enforcement.

But it is the machinery by which the poor become the solution.

VIII. The geography of opportunity: why titles and courts are not enough without 
access

Even with property rights and courts, mobility can be blocked by engineered scarcity—

especially housing scarcity and licensing scarcity.

If zoning laws prevent building near jobs, then property rights exist but entry is fenced. If 

occupational licensing restricts trades unnecessarily, then competence is barred by 

paperwork. If credential inflation substitutes for skill, then talent is forced into debt.

Thus “the boring path up” requires not only formal institutions but open access to them.

The ladder must exist, and it must be reachable.

IX. The anti-boring temptation: why politics prefers spectacle to foundations

Why is this not the centre of public debate?

Because institutional reform lacks spectacle. It lacks villains. It cannot be solved in a single 

bill. It requires sustained competence across administrations. It produces benefits slowly. It is, 

therefore, unattractive to political systems that reward short-term performance and visible 

drama.

Redistribution offers immediate visibility. It provides a cheque, a headline, a ceremony. 

Institutional reform offers years of administrative labour.
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This is why societies drift toward theatre.

Yet theatre does not build ladders. It builds dependency on theatre.

A society that wants mobility must resist this temptation. It must choose boring competence 

over moral exhibitionism.

X. The plain conclusion: the poor rise when the rules stop punishing them

A poor person cannot rise in a system where:

 property is insecure;

 contracts are unenforceable;

 courts are arbitrary;

 taxes are negotiated;

 corruption is routine;

 rules change unpredictably;

 entry is blocked by scarcity and licensing;

 success attracts predation.

A poor person can rise when:

 title exists and is protected;

 contracts are enforceable;

 courts are predictable;

 taxes are simple and transparent;

 corruption is punished;

 rules are stable;

 entry is open;

 effort is allowed to compound.



193

This is not utopian. It is the record of development. It is also the record of decline: when 

societies abandon boring foundations, they do not merely become less fair. They become less 

functional.

Dignity comes from agency. Agency requires stability. Stability is built, not announced.

The Lesson Line

The path up is rarely heroic; it is secure titles, predictable courts, low corruption, and stable 

rules that let ordinary effort compound into freedom.
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Chapter 16 Notes:

[1] The Mystery of Capital Hernando de Soto, The Mystery of Capital (2000). Argues that 

the global poor hold trillions in "dead capital" (informal housing, unregistered businesses). 

The problem is not a lack of assets, but the lack of formal property systems to leverage those 

assets into credit and capital.

[2] Institutions and Growth Acemoglu, Johnson, & Robinson, "The Colonial Origins of 

Comparative Development," American Economic Review (2001). The seminal paper 

establishing that "institutions" (property rights, rule of law) are the primary determinant of 

long-run economic growth, far outweighing geography or culture.

[3] Corruption vs. Taxation Fisman & Svensson, "Are Corruption and Taxation Really 

Harmful to Growth?" Journal of Development Economics (2007). Found that a 1% increase 

in bribery rates reduces firm growth by 3%—three times the negative impact of taxation—

because bribery is arbitrary and unplannable, whereas taxes are predictable.

[4] Regulatory Simplicity World Bank, Doing Business Reports. Consistently showed that 

nations with simpler, more predictable regulatory environments (e.g., fewer days to enforce a 

contract, clearer title transfers) have higher rates of new business formation and higher GDP 

per capita.
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Governing Claim The path out of poverty is not paved with dramatic interventions or moral 

costume; it is built on "boring" institutions—secure property rights, predictable courts, and 

stable rules—that allow ordinary people to convert effort into capital without fear of 

predation.

The "Hazlitt" Examples (Primary)

1. Property Rights (The First Rung):

o Claim: "The poor lack resources."

o Hidden Assumption: The poor have no assets, rather than assets they cannot 

legally use.

o Mechanism: Without formal title (De Soto’s "dead capital"), a house cannot be 

collateral for a loan, and a business cannot scale. Effort remains trapped in the 

informal economy, unable to compound.

o Lesson: Titles turn dead assets into live capital; without them, the ladder has 

no bottom rung.

2. Corruption as Uncertainty (The Tax on Initiative):

o Claim: "Corruption is just a cost of doing business."

o Hidden Assumption: Bribery is a predictable tax that can be planned for.

o Mechanism: Corruption is arbitrary. Because the "fee" depends on the 

official's mood, entrepreneurs cannot plan costs. They remain small and 

invisible to avoid attention.

o Lesson: Corruption functions as an anti-merit system that punishes 

competence and rewards access.63

3. Predictable Courts (The Oxygen of Trade):

o Claim: "Courts are for lawyers."

o Hidden Assumption: Trade can scale through personal trust alone.

63 Fisman & Svensson (2007), "Are Corruption and Taxation Really Harmful to Growth?" Journal of 
Development Economics. Found that a 1-percentage point increase in bribery rates reduces firm growth by 3 
percentage points—three times the negative impact of taxation. Why? Because bribery is uncertain and arbitrary 
(you can't plan for it), whereas taxes are predictable.
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o Mechanism: Without enforceable contracts, trade shrinks to small circles of 

kin and friends. Capital cannot back strangers. Innovation is constrained by 

the need for protection rather than production.

o Lesson: Predictability is a form of freedom; it allows the planning that turns 

effort into progress.
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Chapter 17: Education That Educates
"The society which scorns excellence in plumbing as a humble activity and tolerates 

shoddiness in philosophy because it is an exalted activity will have neither good plumbing 

nor good philosophy: neither its pipes nor its theories will hold water."

 — John W. Gardner, Excellence: Can We Be Equal and Excellent Too? (1961)

The modern view of education is less a philosophy than a superstition. It holds that the 

classroom is the only forge of competence; that the university degree is the only valid 

certificate of character; and that the remedy for any economic dislocation is to compel more 

people to spend more years sitting in rows, listening to lectures, and accumulating debt.

This superstition has consequences. It has turned the university from a sanctuary of 

scholarship into a bottleneck of social entry. It has converted the natural dignity of skilled 

trade into a cultural consolation prize. It has created a labour market where the ability to 

perform a task is often less important than the paper proving one is eligible to attempt it. And 

it has produced a peculiar economic paradox: a society that is simultaneously over-

credentialed and under-skilled, teeming with graduates who cannot find work and employers 

who cannot find competence.

The error lies in a fundamental confusion between the symbol and the substance. We have 

confused schooling (the bureaucratic process of attendance and certification) with education 

(the acquisition of mastery and judgment). The former is a product that can be sold, 

subsidised, and inflated. The latter is a capacity that must be built. By subsidising the symbol, 

we have not necessarily expanded the substance. We have simply inflated the price of the 

ticket.

This chapter argues that the ladder of opportunity has been broken by the very institution 

claiming to be its guardian. By mandating the academic route as the sole thoroughfare to the 

middle class, we have erected a toll booth on the road to dignity. We have stigmatised the 

practical arts that build civilisation in favour of the abstract certifications that merely licence 

one to manage it.
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Gardner’s warning was prophetic. We now possess a surplus of shoddy philosophy—in the 

form of degrees that signal little but endurance—and a shortage of excellent plumbing. The 

pipes are leaking, and the theorists are bewildered. To repair the ladder, we must first stop 

confusing it with the ivory tower.

I. The Credential as a Barrier to Entry

In a simpler economy, if you wanted to work, you demonstrated you could do the job. If you 

wanted to learn a trade, you apprenticed with a master. The friction was low. The test was 

reality.

In the modern credentialised economy, the test is the certificate. The degree has become the 

universal screening heuristic for the HR department. It functions less as proof of specific 

training—since few liberal arts degrees teach the mechanics of modern logistics or sales—

and more as a costly signal of conformity. It proves that the candidate can sit still, follow 

instructions, delay gratification, and navigate a bureaucracy for four years.

Economists call this the "signalling model" of education. If the primary value of a degree 

were the skills learned, then the final year would not be worth significantly more than the 

first three. Yet the "sheepskin effect" is real: the boost in earnings comes from the diploma 

itself, not just the years attended.64 The paper is the key.

This transforms the university from a provider of human capital into a gatekeeper of the 

labour market. It effectively privatises the right to work. To enter the corporate economy, one 

must pay a tuition tax to an accredited institution. This tax has risen faster than inflation, 

faster than wages, and faster than the value of the education delivered.

The tragedy is that this barrier falls hardest on those with the least capital. The bright 

working-class teenager who is practically gifted but academically restless is told that their 

only path is a university loan. If they take it, they risk debt without completion. If they refuse 

it, they face a ceiling. The credential does not create the job; it merely rations it.

II. The Subsidy Trap: Why the Cost Never Stops Rising

Why has the cost of this "ticket" exploded? The standard answer is a lack of public funding. 

The economic answer is the Bennet Hypothesis: when you subsidise demand, producers raise 

prices.

64 Caplan (2018), The Case Against Education. Aggregates decades of labour economics to argue that 50–80% 
of the education wage premium is "signalling" (proving you are smart/conformist) rather than "human capital" 
(learning useful skills). He uses the "Sheepskin Effect" (the wage spike upon graduation) as the smoking gun.
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Governments, acting on the superstition that "more university is better," have flooded the 

market with subsidised loans and grants. The intention was to make college affordable. The 

result was to make it expensive. Universities, knowing that students have access to a virtually 

unlimited tap of credit, have no incentive to control costs. They compete on amenities, 

administration, and prestige, passing the bill to the student, who passes it to the loan book, 

which often passes it back to the taxpayer.

This is a classic Hazlitt "secondary consequence." The visible effect is the student getting a 

loan. The invisible effect is the tuition hike that absorbs the loan. We have not made 

education cheaper; we have merely capitalised the future earnings of a generation and 

transferred that capital to university administrators.

The bloat in higher education is not in the faculty who teach (whose wages have often 

stagnated) but in the administrative layer that manages.4 This layer exists to service the 

compliance, the lifestyle, and the therapeutic needs of the campus—needs that expand as the 

cost expands. It is a perfect closed loop of inflation.

III. The Stigma on the Practical Arts

While we inflated the academic route, we dismantled the vocational one.

For decades, the cultural signal sent to young people—and arguably more damagingly, to 

their parents—was that vocational and technical education (VTE) was a "Plan B" for those 

who failed the academic track. To become a welder, a machinist, a precision technician, a 

builder, or an electrician was framed as a lesser destiny than becoming a mid-level marketing 

coordinator with a BA in Sociology.

This is a profound moral and economic error.

Economically, it ignores supply and demand. As the supply of graduates swells, the wage 

premium for generic degrees softens. Meanwhile, as the supply of skilled tradespeople 

shrinks (the "grey ceiling" of retiring boomers), the price of trade skills rises.5 We are 

approaching a moment where a good elevator technician commands more market power than 

a generic lawyer. The market is trying to tell us something, but our status anxiety refuses to 

listen.

Morally, it is corrosive. It suggests that work done with the hands is inherently less noble than 

work done with a screen. This alienates a massive segment of the population—often young 

men—who possess mechanical intelligence and a desire for tangible agency. By forcing them 
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into academic structures that do not suit their aptitudes, we label them "failures" before they 

have even started. We take potential master craftsmen and turn them into resentful dropouts.

A society that honours the pipe-fitter as much as the professor is not just being "nice." It is 

being realistic about what keeps the lights on.

IV. Signalling vs. Human Capital: The Expensive Sorting Hat

If universities are not teaching vocational skills, what are they doing?

The optimistic view is "Human Capital Theory": education builds general skills (critical 

thinking, writing) that make workers more productive.

The cynical (and increasingly empirical) view is "Signalling Theory": education sorts people. 

It separates the high-IQ/high-conscientiousness workers from the rest, saving employers the 

cost of testing.

If the signalling component is high—and Bryan Caplan’s work suggests it is substantial—

then education is a zero-sum game. If everyone has a degree, the degree no longer signals 

excellence; it signals "baseline." So, to signal excellence, one needs a Master’s. Then a PhD. 

The bar rises, not because the job requires more skill, but because the signal is diluted.65

This is "credential inflation." Jobs that used to require a high school diploma (executive 

assistant, sales rep, construction manager) now require a Bachelor’s. The job has not 

changed. The secretary is not performing calculus. But the filter has tightened.

This is a massive deadweight loss for society. We are forcing millions of people to spend four 

years out of the workforce, accumulating debt, merely to jump a hurdle that keeps getting 

higher. We are burning time—the scarcest resource of youth—on a signal that could be sent 

more cheaply.

V. The Mismatch: The Over-Educated and Under-Employed

The result of this system is the "mismatch." We see it in the phenomenon of the "over-

educated barista"—the graduate with a degree in a low-demand field working in a non-

graduate role.

This is not a failure of the student’s character. It is a failure of the price signal.

65 Lucca, Nadauld, & Shen (2015), "Credit Supply and the Rise in College Tuition," Federal Reserve Bank of 
New York Staff Reports. Empirically confirmed the "Hazlitt" argument that government subsidies (the visible 
help) caused tuition inflation (the invisible harm), enriching administrators rather than students.
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The university system creates a disconnect between the cost of the degree and the market 

value of the skill. A degree in a field with zero market demand costs the same to acquire (in 

tuition) as a degree in engineering. The loan system treats them as equivalent assets. The 

labour market does not.

When the graduate enters the market and finds that their credential has no currency, they feel 

cheated. And they have been. They were sold a ticket to the middle class that turned out to be 

a lottery ticket.

Meanwhile, manufacturers, logistics firms, and construction companies are desperate for 

talent. They cannot find people who can read a blueprint, troubleshoot a circuit, or manage a 

complex logistical flow.

We have engineered a shortage of what we need by subsidising a surplus of what we don't.

VI. The Loss of the Apprenticeship

The tragedy is that we destroyed a system that worked: the apprenticeship.

The apprenticeship is superior to the classroom for many forms of learning because it 

integrates training with reality.

1. It is paid: The learner earns while learning, avoiding the debt trap.

2. It is relevant: You learn the tools actually used, not the theory of the tools.

3. It is networked: You are socialised into a profession, not isolated in a dorm.

4. It is efficient: If you aren't suited for it, you find out in three months, not four years.

Germany and Switzerland maintained their apprenticeship tracks. They afforded them 

dignity. As a result, they have lower youth unemployment and a robust manufacturing base. 

The Anglo-American world dismantled them in the name of "academic equality."

We are now trying to rebuild them, but it is hard to rebuild a culture of training once it has 

been replaced by a culture of credentialing.66

VII. The "Lost Boys" and the Gender Gap

66 Fuller et al. (2017), Dismissed by Degrees. Investigated "degree inflation" in 26 million job postings. Found 
that degree requirements function as lazy filters for jobs that have not changed in complexity, creating a 
structural mismatch between the over-educated and the under-employed.
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We must also speak plainly about who is falling off this ladder. The academic-credential 

model demands a specific set of traits: verbal fluency, stillness, compliance with abstract 

rules, and long-term focus on distant rewards. These traits are statistically more common in 

young women than young men.

Boys often thrive in environments of competition, agency, physical risk, and tangible output. 

The classroom suffocates these instincts; the workshop channels them.

By making the classroom the only path, we have created a structural headwind for millions of 

young men. They drop out. They disengage. They drift into the "NEET" category (Not in 

Education, Employment, or Training).

This is not just an economic loss; it is a social catastrophe. A generation of unmoored men is 

a recipe for volatility. Revaluing vocational competence is not just about plumbing; it is about 

providing a path to masculine maturity that does not require a thesis.

VIII. The Solution: Decoupling and Diversifying

How do we fix this? We cannot abolish universities, nor should we. Scholarship is vital. But 

we must dethrone the university from its monopoly on social entry.

1. Decouple Hiring from Degrees

Employers must stop using the degree as a lazy filter. Governments should lead by example 

(as some have started to do) by removing degree requirements for jobs where the degree is 

irrelevant. Hiring should be based on skills tests, portfolios, and experience. If you can code, 

it shouldn't matter if you learned it at MIT or in your basement.

2. Make Loans Risk-Aware

If universities had to underwrite a portion of the student loans, they would rapidly stop 

offering degrees that do not lead to employment. They would have skin in the game. 

Currently, they privatise the tuition and socialise the default. Aligning incentives would 

discipline costs.

3. Revive the Guilds (Modern Apprenticeships)

We need to expand the legal definition of "education" to include work-based training. Public 

funding that currently goes to universities should follow the student to accredited 

apprenticeships, coding bootcamps, and trade schools. The plumber’s license should be 

celebrated with the same graduation pomp as the sociologist’s diploma.
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4. Transparency in Outcomes

Every university letter of acceptance should come with a mandatory disclosure: the average 

debt, repayment rate, and starting salary of graduates in that specific major. The "One-Year 

Fallacy" applies here too: students look at the average graduate salary (boosted by doctors 

and engineers) and assume it applies to them. We need truth in advertising.

IX. Conclusion: The Return to Reality

The purpose of education is not to certify a class structure. It is to equip citizens with the 

agency to solve problems and the wisdom to live well.

We have built a system that does the opposite. It delays agency. It creates debt without 

solvency. And it creates a class structure based on paper rather than contribution.67

John Gardner was right. A society that tolerates shoddiness in philosophy because it is 

"exalted" will eventually find that its philosophy is as broken as its plumbing.8 The way back 

is to respect the pipe as much as the poem, and to recognize that the ladder of opportunity is 

built of many different rungs.

The "boring" path of learning a hard skill, serving an apprenticeship, and producing value for 

a neighbour is not a failure. It is the foundation of a free life.

Real education educates. It does not just certify.

The Lesson Line

A degree is a receipt for time spent, not proof of value added; real opportunity requires 

decoupling competence from the credential that claims to own it.

67 Lucca, Nadauld, & Shen (2015), "Credit Supply and the Rise in College Tuition," Federal Reserve Bank of 
New York Staff Reports. Empirically confirmed the "Hazlitt" argument that government subsidies (the visible 
help) caused tuition inflation (the invisible harm), enriching administrators rather than students.
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Chapter 17 Notes:

[1] The Philosophy of Excellence Gardner, Excellence: Can We Be Equal and Excellent 

Too? (1961). The foundational text for the chapter’s core metaphor. Gardner argued that a 

democracy must honour both the philosopher and the plumber, or "neither its pipes nor its 

theories will hold water."

[2] Signalling Theory (The Sheepskin Effect) Caplan, The Case Against Education (2018). 

Aggregates decades of labour economics to argue that 50–80% of the education wage 

premium is "signalling" (proving you are smart/conformist) rather than "human capital" 

(learning useful skills). He uses the "Sheepskin Effect" (the wage spike upon graduation) as 

the smoking gun.

[3] The Bennett Hypothesis (Tuition Inflation) Lucca, Nadauld, & Shen, "Credit Supply 

and the Rise in College Tuition," Federal Reserve Bank of New York Staff Reports (2015). 

Found that for every dollar of subsidised federal student loans, tuition rose by about 60 cents, 

empirically confirming that subsidies pass through to university administrators rather than 

benefitting students.

[4] The Mismatch Fuller et al., Dismissed by Degrees (2017). (Also referenced in Chapter 

10). Shows that degree inflation has created a structural mismatch where employers demand 

degrees for jobs that don't need them, while simultaneously facing shortages in skilled trades 

that do not require degrees.
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Governing Claim The modern university has shifted from a provider of skills to a gatekeeper 

of the labour market. By confusing schooling (the credential) with education (competence), 

society has erected a costly toll booth on the road to the middle class, stigmatising the 

practical arts and subsidising a surplus of generic degrees that do not map to economic 

reality.

The "Hazlitt" Examples (Primary)

1. The Sheepskin Effect (Signalling):

o Claim: "University builds human capital; that’s why graduates earn more."

o Hidden Assumption: The earnings boost comes from the skills learned, not the 

diploma itself.

o Mechanism: If skills were the driver, three years of university would yield 

75% of the wage premium of four years. In reality, the final year (the diploma) 

yields a disproportionate jump. This proves the degree is primarily a signal of 

conformity and endurance, not just skill.

o Lesson: We are forcing youth to spend four years and a fortune just to buy a 

sorting label for HR departments.

2. The Bennett Hypothesis (The Subsidy Trap):

o Claim: "Student loans make college affordable."

o Hidden Assumption: Universities will not raise prices when their customers 

are given more credit.

o Mechanism: When the government subsidises demand through easy credit, 

universities respond by raising tuition and expanding administration. The 

student takes on more debt to pay for the same product.

o Lesson: You cannot lower the cost of a service by subsidising the vendor; you 

only inflate the price.

3. The Mismatch (The Over-Educated Barista):

o Claim: "More education is always better for the economy."

o Hidden Assumption: All degrees have equal economic utility.
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o Mechanism: Subsidies encourage the overproduction of low-demand degrees 

while the stigma on vocational training creates a shortage of high-skill trades. 

The result is graduates with debt working in non-graduate roles, while 

infrastructure crumbles for lack of skilled technicians.

o Lesson: A society that scorns excellence in plumbing will find that neither its 

pipes nor its theories hold water.
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Chapter 18: Competition, Not Capture
"People of the same trade seldom meet together, even for merriment and diversion, but the 

conversation ends in a conspiracy against the public, or in some contrivance to raise prices." 

— Adam Smith, The Wealth of Nations (1776)

In the political taxonomy of our time, there is a presumed conflict between "the government" 

and "business." The left demands more regulation to tame corporate power; the right 

demands less to unleash it. The public watches this wrestling match and assumes that if the 

government is fighting business, the public interest is being served.68

This is a dangerous illusion. It ignores the oldest and most sophisticated strategy in the 

history of commerce: the use of state power to outlaw competition.

The greatest enemy of a wealthy incumbent is not a regulator. Regulators can be lobbied, 

hired, or waited out. The greatest enemy of a wealthy incumbent is a hungry challenger. The 

challenger ignores the "way things are done." The challenger undercuts prices. The challenger 

innovates the product until the old version looks obsolete. The challenger destroys the steady, 

predictable profits of the status quo.

Therefore, the smartest play for a dominant corporation is not to fight the government, but to 

capture it. It is to welcome regulation—provided that the regulation is complex enough, 

expensive enough, and specific enough to make life impossible for the challenger.69

This chapter argues that we have confused being "pro-business" with being "pro-market." 

They are opposites.

To be pro-business is to support the profitability of existing firms. This often leads to 

subsidies, protectionism, bailouts, and barriers to entry.

68 Smith (1776), The Wealth of Nations. The epigraph and foundational insight. Smith warned that business 
owners naturally seek to cartelize and raise prices, and that the role of the state is to prevent these 
"conspiracies," not to facilitate them through guild protections.
69 Stigler (1971), "The Theory of Economic Regulation." The Nobel Prize-winning paper establishing that 
regulation is often "acquired" by the industry and is designed and operated for its benefit. Stigler showed that 
firms lobby for regulation (subsidies, control of entry) to protect themselves from competition.
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To be pro-market is to support the mechanism of competition. This often leads to the 

bankruptcy of existing firms, the disruption of profits, and the terrifying insecurity of having 

to earn one's customer every single day.

A society that protects its businesses from the market is a society that has chosen stagnation. 

And a politics that claims to be "anti-rich" while multiplying the regulations that only the rich 

can afford is not fighting inequality. It is cementing it.

I. The Rent-Seeking Reflex

In economics, "rent-seeking" does not mean collecting rent on a building. It means expending 

resources to gain wealth without creating wealth—usually by manipulating the political 

environment to transfer money from others to oneself.

If a company invents a better mousetrap and gets rich, that is profit. The society has better 

pest control; the company has money.

If a company lobbies the government to ban all foreign mousetraps, and then raises its prices, 

that is rent-seeking. The society has worse pest control and higher prices; the company has 

money.

The modern economy is riddled with rent-seeking. It hides in the dull language of 

"standards," "licensing," "compliance," and "zoning."

Every time a trade group argues that a new competitor is "unsafe," "unfair," or "unregulated," 

you are likely witnessing a rent-seeking reflex. They are not asking for a referee. They are 

asking the referee to trip the other runner.

II. The Guilds Return: Occupational Licensing

The most visible barrier to the poor is not the tax rate. It is the license.

In the 1950s, about 5% of the US workforce required a license to work. Today, it is nearly 

30%.70

We are told this is for safety. We do not want unlicensed brain surgeons or airline pilots. But 

the licensing regime has expanded into trades where "public safety" is a transparent fiction 

used to enforce a cartel.

70 Kleiner (2015), Reforming Occupational Licensing Policies. Documented the explosion of licensing 
requirements in the US. Found that licensing acts as a barrier to entry that raises wages for incumbents by ~15% 
while reducing employment and increasing prices for consumers, effectively functioning as a regressive tax on 
the poor who want to work.
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In many jurisdictions, one needs a state license to be a florist, a hair braider, an interior 

designer, a casket seller, or a tree trimmer.

Consider the hair braider. In some states, a woman who wishes to braid hair for money must 

attend cosmetology school for 1,500 hours, costing thousands of dollars, to learn how to 

handle chemicals she will never use. Why? Because the cosmetology lobby wrote the rules. 

They do not want competition from independent braiders. They want to force them into the 

cartel or drive them underground.

This is a war on the ladder. The poor possess labour and skill but lack capital. Licensing 

demands capital (tuition, fees, time out of the workforce) before one is allowed to sell labour.

When we set up these barriers, we are not protecting the consumer. We are protecting the 

incumbent practitioner from the threat of a new entrant. We are rigging the game against the 

outsider.

III. Regulatory Capture: The Moat of Complexity

At the corporate level, rent-seeking takes the form of complexity.

There is a widespread belief that big corporations hate regulation. In public, they might 

complain. In private, they often help write it.

Why? Because regulation is a fixed cost.

If the government mandates a complex compliance regime—say, a requirement to track every 

component in a supply chain, or to employ a dedicated data-privacy officer, or to undergo 

annual environmental audits—the cost is substantial.

For a giant corporation with $100 billion in revenue, a $1 million compliance cost is a 

rounding error. They have a department for that.71

For a startup with $5 million in revenue, a $1 million compliance cost is death.

By demanding ever-stricter and more complex rules, incumbents build a "regulatory moat." 

They raise the floor of doing business so high that two guys in a garage cannot possibly climb 

over it.

71 Crain & Crain (2014), The Cost of Federal Regulation to the U.S. Economy. Estimated that the cost of 
federal regulation per employee is significantly higher for small firms than large firms. This confirms that 
complex compliance regimes function as a "regressive tax" on new entrants, protecting large incumbents from 
disruption.
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This explains the paradox of the modern "woke corporation" that eagerly embraces every new 

government mandate. They are not being virtuous. They are being strategic. They know that 

complexity is a filter that catches the minnows while the whales swim through.

The result is an economy of giants, protected not by their excellence, but by their overhead.

IV. The "Anti-Rich" Policies That Protect the Rich

This dynamic reveals the hollowness of much populist "anti-rich" rhetoric.

When politicians threaten to "crack down" on an industry with heavy regulation, the stock 

price of the market leader often rises. The market knows that the crackdown will wipe out the 

smaller, messier competitors, leaving the giant with a monopoly.

Similarly, high taxes on income and transactions often protect "Old Money" against "New 

Money."

If you have already accumulated $100 million, you don't need a high income. You need asset 

preservation. You can live on low-interest loans against your portfolio (avoiding income tax) 

and pay capital gains only when you sell.

But the person trying to become rich—the doctor, the engineer, the small business owner—

relies on high income to build wealth. When you tax income at punitive rates, you are not 

hurting the established dynast. You are hurting the climber. You are pulling up the ladder after 

the elite have already climbed it.

A ossified class structure is often the result of a tax and regulatory code that makes it hard to 

keep what you earn, but easy to keep what you inherited.

V. Intellectual Property as a Forever Monopoly

Patents and copyrights were designed as a bargain: the state grants a temporary monopoly to 

incentivise creation, after which the idea enters the public domain.

That bargain has been broken.

Through lobbying, the terms of copyright have been extended repeatedly (often jokingly 

called the "Mickey Mouse Protection Act") to ensure that lucrative assets never enter the 

public domain.
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In the pharmaceutical and tech sectors, "patent thickets"—clusters of overlapping patents 

designed to confuse and deter competitors—are used to extend monopolies long after the core 

invention should be generic.

This is not property rights. This is using the state to prevent the natural deflationary pressure 

of the market. It forces the public to pay monopoly prices forever, transferring wealth from 

the consumer to the holder of the 50-year-old IP.

VI. The Solution: Open Access

The alternative to capture is not "deregulation" in the sense of anarchy. It is "open access."

Open access means:

 Permissionless Innovation: The default rule is that you do not need a permit to try a 

new idea.

 Sunset Clauses: Regulations should expire unless re-authorised, preventing the 

accumulation of obsolete rules.

 License Portability and Reduction: Breaking the guild power by recognising that 

most service jobs do not require state permission.

 Simple Rules: Regulations should be simple enough that a business can comply 

without hiring a lobbyist or a specialised law firm.

The goal is to lower the cost of entry. When entry is cheap, incumbents must behave. If they 

gouge customers, a competitor appears. If they become lazy, a disruptor appears.

Competition does the work that regulators claim to do, but it does it faster, cheaper, and 

without the risk of capture.

VII. Conclusion: The Dangerous Life of the Open Market

Adam Smith was right. The conspiracy against the public is real. But it is not a conspiracy of 

shadowy figures in a back room. It is a conspiracy of mundane hearings, zoning boards, 

licensing committees, and compliance officers. It is the conspiracy of the status quo against 

the disruption of the new.

To support the poor, the outsider, and the climber, one must be willing to tolerate the 

destruction of the established. We must stop protecting "jobs" (which often means protecting 

obsolete firms) and start protecting "work" (the right of anyone to offer value).
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A pro-market system is hard on the rich because it forces them to compete. A pro-business 

system is kind to the rich because it lets them rest.

We have to choose which one we want.

The Lesson Line

A system that confuses "pro-business" with "pro-market" ends up building moats for 

incumbents rather than ladders for the poor.
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Chapter 18 Notes:
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Chapter 19: Community Renewal 
Without Central Fantasy

"The best way to destroy the capitalist system is to blur the distinction between being pro-

market and being pro-business."

— Luigi Zingales, A Capitalism for the People (2012)

The modern citizen is caught in a pincer movement. From one side, the market offers them 

the identity of the consumer: sovereign, entitled, and perpetually dissatisfied. From the other 

side, the state offers them the identity of the client: protected, managed, and perpetually 

dependent.

Both identities are lonely.

The consumer has transactions but no obligations. The client has rights but no 

responsibilities. Neither has a community.

This chapter addresses the final and perhaps most difficult challenge of the "unseen" 

economy: the collapse of the social infrastructure that lies between the individual and the 

state. We have spent this book discussing prices, incentives, institutions, and laws. But an 

economy does not float in a vacuum. It is embedded in a society. And a society cannot 

function if its only two mechanisms are the "buy button" and the "ballot box."

The "Central Fantasy" is the belief that the state can fill the void left by the erosion of 

community. It presumes that if neighbours no longer trust each other, a government bureau 

can harmonise them. It assumes that if the "little platoons" of civil society—families, 

churches, unions, clubs, mutual aid societies—wither away, the Department of Health and 

Human Services can effectively replace them.

This is false. The state can provide services. It cannot provide care. It can provide police. It 

cannot provide peace. It can provide checks. It cannot provide belonging.

To renew community, we must abandon the fantasy that it can be procured from the centre. 

We must return to the difficult, unglamorous, and essential work of rebuilding local 

institutions. And to do that, we must understand the economic toxicity of cronyism—the 
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confusion between being "pro-market" and "pro-business"—which has convinced millions 

that the game is rigged and that civic participation is a fool’s errand.

I. The Hollow Middle: Where Civilisation Actually Happens

Political debate today is obsessed with the size of the state versus the freedom of the 

individual. This binary misses the most important layer: the middle.

Civil society is the zone of voluntary association. It is where we learn the habits of 

cooperation that make markets and democracy possible.

 In a market, we deal with customers.

 In a state, we deal with officials.

 In a community, we deal with neighbours.

The "middle institutions"—the bowling leagues Putnam lamented, the friendly societies, the 

rotary clubs, the local chapters—were not merely leisure activities. They were schools of self-

governance. They taught people how to disagree without suing, how to pool resources 

without coercion, and how to solve problems without calling the police.

When these institutions collapse, the cost of living rises. As we explored in Chapter 9, trust 

functions as a lubricant. When it dries up, every interaction creates friction.

The Central Fantasy tries to grease this friction with bureaucracy. If parents cannot raise 

children, the state expands childcare. If neighbours won't watch the street, the state expands 

policing. If communities won't hire the young, the state expands training schemes.

The result is a crowding-out effect. The more the state does, the less the community needs to 

do—and the less it can do. The muscle of civic action atrophies from disuse. We end up with 

a society of atomised individuals connected only by the wires of the state utility.

II. The "Care" vs. "Service" Distinction

Why can’t the state replace the community? Because the nature of the transaction is different.

The state provides services. Services are standardised, eligible, and procedural. If you meet 

the criteria, you get the check. The interaction is anonymous.

The community provides care. Care is particular, reciprocal, and relational. It knows who you 

are, not just what you are eligible for.
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A government social worker can check on an elderly person to ensure they are alive. Only a 

neighbour can check on them to ensure they are not lonely.

This distinction matters economically. "Service" is expensive. It requires overhead, 

administration, compliance, and professional salaries. "Care" is often non-monetary or low-

cost because it is built on reciprocity.

When we try to replace reciprocal care with professional service, we explode the cost of 

social maintenance. We try to purchase what used to be given. And because the budget is 

never infinite, the service is rationed.

The Central Fantasy promises universal care but delivers rationed bureaucracy.

III. The Zingales Insight: Pro-Market vs. Pro-Business

How does this relate to capitalism?

Luigi Zingales’ distinction is vital here. The enemies of community are not just statists; they 

are often corporatists.

 Pro-Market means supporting the system of free competition, where entry is open, 

rules are fair, and failure is possible. This builds trust because outcomes are seen as 

legitimate.

 Pro-Business means supporting the profitability of existing firms, protecting them 

from competition, bailing them out, and rigging the rules in their favour. This destroys 

trust because outcomes are seen as corrupt.

When a society becomes "pro-business" rather than "pro-market," it creates a culture of 

cronyism. People see that the path to success is not serving the neighbour (the market test) 

but lobbying the official (the capture test).

This acid dissolves civic glue.

Why should I play by the rules if the elites don't? Why should I volunteer for my community 

if the system is rigged for the predators?

Crony capitalism produces a cynical citizenry. A cynical citizenry withdraws from public life. 

They stop joining. They stop trusting. They retreat into private spheres or angry populism.

Therefore, the restoration of community requires a ruthless attack on cronyism. We cannot 

ask the "little guy" to be civic-minded if he watches the "big guy" loot the treasury.
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To be truly pro-community, one must be fiercely pro-competition.

IV. The Architecture of Alienation

We must also look at the physical and legal architecture we have built.

For sixty years, we have designed our cities and suburbs to maximize isolation.

 Zoning laws separated living from working and shopping, forcing every interaction to 

be mediated by a car.

 Public spaces were privatised or policed into sterility.

 The "Third Place"—the pub, the cafe, the park, the hall—was regulated out of 

existence or priced out of reach by real estate inflation.

We built environments that are efficient for moving vehicles but hostile to stopping people. 

You cannot build a community at 40 miles per hour.

The "boring" reforms of Chapter 16 apply here. Community renewal requires:

1. Mixed-use zoning: Allowing the corner shop, the local workshop, and the cafe to 

exist within the neighbourhood.

2. Walkability: Designing streets where accidental meetings can happen.

3. Third Place protection: Tax policies and licensing laws that recognise the social 

value of local gathering spots, not just their commercial revenue.

If we want people to congregate, we must stop making it illegal or prohibitively expensive to 

do so.

V. Subsidiarity: The Anti-Central Principle

The operating principle for renewal is subsidiarity.

This concept, rooted in Catholic social teaching and classical liberalism, holds that matters 

ought to be handled by the smallest, lowest, or least centralised competent authority.

The state should not do what the county can do. The county should not do what the town can 

do. The town should not do what the family can do.

Why?

Because the feedback loops are tighter at the bottom.
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 If a local school board makes a mistake, the parents are there in the room. The 

correction is fast.

 If a national Ministry of Education makes a mistake, the parents are a statistic. The 

correction takes a decade.

Subsidiarity forces agency back onto the community. It says: "This is your problem to solve."

That is frightening. It means we cannot just blame "them" in the capital. But it is also 

empowering. It restores the link between action and consequence.

The Central Fantasy is a war on subsidiarity. It seeks to upload every problem to the highest 

level, where it becomes an abstraction.

VI. Mutual Aid vs. The Welfare State

Before the rise of the modern welfare state, Western societies were thick with "friendly 

societies" and mutual aid associations. Workers pooled money to insure each other against 

sickness, unemployment, and death.

These were not charities. They were reciprocal insurance systems owned by their members.

Because the members owned the fund, they policed it. If someone malingered, their 

neighbours knew. If someone was genuinely sick, their neighbours visited. There was no 

bureaucracy because there was high information and high trust.

The welfare state nationalised these functions. It replaced the "lodge brother" with the 

caseworker.

We cannot simply unwind the 20th century. But we can create space for a 21st-century 

version of mutual aid.

Digital platforms reduce the coordination costs of small groups. We see this in crowdfunding 

for medical bills or local disaster relief. The instinct to help is there.

The policy goal should be to allow these mutual networks to stabilise and grow, rather than 

treating them as "unregulated insurance" to be stamped out. We should offer tax deductibility 

for contributions to local mutual aid funds, just as we do for large 501(c)(3) nonprofits. We 

should treat the "little platoon" as a valid legal entity.

VII. The Moral Hazard of "Too Big to Fail"
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Returning to Zingales: the greatest solvent of community is the perception of a double 

standard.

When a local bank fails, it closes. When a giant bank fails, it gets a bailout.

When a local shop violates a rule, it gets a fine. When a giant conglomerate violates a rule, it 

negotiates a settlement.

This "pro-business" protectionism tells the citizen that responsibility is for the little people.

Community is built on shared vulnerability. If the powerful are immune from consequences, 

the social contract is broken.

Restoring the "risk of failure" to the corporate sector is not just an economic efficiency 

measure; it is a social cohesion measure. We need a capitalism where the rich can lose. Until 

we have that, we will not have a society where the poor feel the system is worth participating 

in.

VIII. Conclusion: The Invitation to Burden

The renewal of community is not a policy the government can implement. It is an invitation 

the government can stop blocking.

It requires a shift in mindset from "rights" to "duties."

A right is something you demand from others. A duty is something you give to others.

The Central Fantasy promised a world of rights without duties—a world where the state does 

the heavy lifting and we are free to amuse ourselves. That world is structurally insolvent and 

spiritually empty.

The alternative is not a utopia. It is a place where we accept the "burden" of our neighbours. 

We attend the meeting. We join the club. We watch the street. We take the risk of trusting.

It is less efficient than the fantasy. But it is real. And unlike the fantasy, it can last.

The Lesson Line

You cannot legislate a neighbour; you can only build a system where neighbours are needed, 

and where the game is fair enough to make showing up worth the risk.
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Chapter 20: The Closing Lesson
"Regulation is acquired by the industry and is designed and operated primarily for its 

benefit." — George Stigler, The Theory of Economic Regulation (1971)

We begin with a broken window.

In that first parable, a hoodlum threw a brick, a baker lost a pane of glass, and a crowd 

foolishly celebrated the "economic stimulus" of the repair. They saw the glazier getting paid. 

They did not see the suit the baker could no longer buy. They saw the activity of the moment. 

They missed the wealth that had been destroyed.72

We end this book not with a window, but with a wall.

The wall is less visible than the window, but it is far more expensive. It is built of licensing 

requirements that block the poor from working. It is mortar-sealed with compliance codes 

that only the wealthy can afford. It is topped with the razor wire of subsidies that protect 

failing giants from hungry challengers.

Like the crowd outside the bakery, modern politics stares at this wall and applauds. It points 

to the "protected jobs" behind it. It points to the "orderly markets" it creates. It points to the 

"safety" it promises.

It does not see the people standing on the other side.

It does not see the immigrant who cannot start a business because the permit costs a year’s 

wages. It does not see the teenager who cannot get a first job because the labour laws have 

priced him out of the market. It does not see the innovation that never happened because the 

regulatory moat frightened the inventor away.

It sees the protection. It does not see the exclusion.

This book has been an exercise in learning to see.

72 Stigler (1971), The Theory of Economic Regulation. The seminal paper that destroyed the "public interest" 
theory of regulation. Stigler proved that industries actively seek regulation to restrict entry and control prices, 
meaning that "deregulation" of entry barriers is often the most pro-consumer policy available.
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We have walked through the wreckage of the "One-Year Fallacy," the "Valuation State," and 

the "Liquidity Cascade." In every chapter, the lesson has been the same: good economics—

and good morality—requires looking beyond the immediate, visible intervention to the long-

run, invisible consequence.

Intentions are not results.

A rent control law is intended to house the poor; its result is to shrink the housing supply.

A wealth tax is intended to punish the billionaire; its result is to bankrupt the pension fund.

A tariff is intended to save the factory; its result is to tax the family.

Now, we must synthesize these lessons into a coherent way of seeing the world. We need a 

"closing lesson" that serves as a compass for the future. That compass is built on four cardinal 

points, drawn from the twenty chapters we have traversed:

1. Count the Secondary Effects (The Hazlitt Rule).

2. Protect the Ladder, Not the Incumbent (The Stigler Rule).

3. Punish Predation, Not Success (The Moral Rule).

4. Build Institutions That Reward Competence (The Boring Rule).

I. The Hazlitt Rule: Count the Secondary Effects

The first discipline of a serious citizen is to ask: "And then what?"

When a politician promises a benefit, they are showing you the first act of the play. The 

benefit is immediate, visible, and concentrated on a specific group. It makes for good 

television.

The cost is usually delayed, invisible, and diffused across the entire population. It makes for 

boring television.

But the cost is real.

 If we print money to pay bills today, we are taxing the savings of the elderly 

tomorrow via inflation.

 If we ban a technology to save a job today, we are taxing the productivity of the entire 

nation tomorrow via stagnation.
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 If we tax capital until it flees, we are enjoying a feast today by eating the seed corn of 

next year’s harvest.

The "Hazlitt Rule" is not an argument against all government action. It is an argument against 

blind government action. It demands that we put the unseen on the scale.

Before we cheer for the glazier, we must mourn the suit. Before we cheer for the subsidy, we 

must mourn the taxpayer. Before we cheer for the crackdown on the "rich," we must ask if 

the shrapnel will hit the middle class.

A society that refuses to count the cost is a society that is slowly going bankrupt—financially 

and morally.73

II. The Stigler Rule: Protect the Ladder, Not the Incumbent

George Stigler won a Nobel Prize for proving a cynical truth: regulation is rarely imposed on 

an industry; it is usually demanded by the industry.

The established giant loves the cage. The cage keeps the wild animal out.

This insight destroys the simplistic narrative of "Government vs. Business."

In the real world, Big Government and Big Business are often partners. They share a dislike 

for the unpredictable, the disruptive, and the new. They collaborate to write rules that are 

complex enough to require a compliance department, effectively outlawing the garage 

entrepreneur.

The true "pro-market" position is to stand with the outsider.

We must protect the ladder. The ladder is the mechanism of mobility. It allows the person 

with nothing but grit to climb into the middle class, and the person with a better idea to climb 

to the top.

 When we require a license to braid hair, we are sawing off the bottom rung.

 When we bail out a failing bank, we are greasing the top rung so the elite cannot fall.

 When we use zoning to ban cheap housing, we are putting a "Members Only" sign on 

the city.

73 Bastiat (1850), That Which Is Seen and That Which Is Not Seen. The spiritual godfather of the book. His final 
admonition remains the core theme: the good economist must foresee the invisible consequences of policy, or 
else society will celebrate the destruction of its own capital.
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The test of any policy is not "does this help business?" The test is "does this allow a poor 

person to compete with a rich person?"74

If the answer is no—if the policy increases the cost of entry, increases the complexity of 

compliance, or guarantees the profits of the existing players—then it is not a market policy. It 

is a capture policy. We must tear it down.

III. The Moral Rule: Punish Predation, Not Success

We have spent much of this book defending the mechanics of wealth creation. But we must 

address the moral legitimacy of wealth.

Populism thrives because people feel the game is rigged. And often, they are right.

But we must distinguish between two types of wealth: Creation and Extraction.

 Wealth by Creation is positive-sum. The entrepreneur invents a smartphone, a 

vaccine, or a logistics network. They get rich, but the world gets richer too. The 

customer voluntarily trades money for value.

 Wealth by Extraction is zero-sum or negative-sum. The monopolist corners a 

market. The lobbyist secures a subsidy. The fraudster cooks the books. The crony gets 

a no-bid contract. They get rich, but the world gets poorer.75

The fatal error of crude populism is to attack "wealth" as a single category.

If we attack creation (via punitive taxes on innovation or investment), we stop the engine of 

progress. We make everyone poorer.

If we fail to attack extraction (via weak antitrust, tolerated corruption, or crony subsidies), we 

destroy the legitimacy of the system. We make everyone angry.

The goal is to punish predation without punishing success.

We should be ruthless with the fraudster, the cartel, and the rent-seeker. We should strip them 

of their ill-gotten gains.

74 Djankov et al. (2002), "The Regulation of Entry," Quarterly Journal of Economics. Found that countries with 
heavier regulation of entry (more procedures, higher costs) have higher corruption and larger informal 
economies, but not better quality goods or less pollution. The regulation serves the incumbents, not the public.
75 Baumol (1990), "Entrepreneurship: Productive, Unproductive, and Destructive." Distinguishes between 
entrepreneurs who innovate (productive) and those who focus on rent-seeking/lobbying (unproductive). Argues 
that the "rules of the game" (institutions) determine where talent flows. If the rules reward lobbying, you get 
lobbyists. If they reward invention, you get inventors.
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But we should celebrate the founder, the builder, and the investor. We should look at the 

honest billionaire not as a policy error, but as a receipt for value delivered to millions of 

people.

A society that cannot tell the difference between a pirate and a merchant will eventually be 

run by pirates, because the merchants will leave.

IV. The Boring Rule: Build Institutions That Reward Competence

Finally, we return to the unglamorous truth of Chapter 16: the path up is mostly boring.

It is not paved with revolutions, grand speeches, or "Great Leaps Forward." It is paved with 

property deeds that don't get lost. Courts that don't take bribes. Currencies that hold their 

value. Schools that teach skills rather than slogans.

These are the "boring institutions." They are the operating system of prosperity.

When the operating system works, we barely notice it. We sign a contract and assume it will 

be honoured. We start a business and assume the police won't demand protection money. We 

save for retirement and assume the government won't inflate it away.

But when the operating system crashes, everything stops.

The "Closing Lesson" is that civilisation is a maintenance project. It is not a natural state. It is 

a garden that must be weeded, watered, and walled against the wilderness.

If we let the institutions rot—if we let the universities become ideological filtering machines, 

if we let the courts become political weapons, if we let the currency become a political slush 

fund—then the garden dies.

We cannot vote ourselves rich. We can only build the institutions that allow us to work 

ourselves rich.

V. The Unseen City

Imagine, for a moment, the "Unseen City."

It is the city that could exist if we stopped throwing bricks through windows.

In this city, the rent is affordable because builders are allowed to build. The wages are high 

because capital is abundant and workers are armed with machines. The schools teach 

plumbing and philosophy with equal pride. The taxes are simple, broad, and visible.
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In this city, there are no billionaires who got rich by lobbying Congress. But there are many 

billionaires who got rich by solving problems, and their neighbours cheer them on, because 

their success did not come at the expense of the community—it contributed to it.

In this city, the ladder is intact. The immigrant on the bottom rung can see the top, and he 

knows that if he climbs, the rungs will hold. He knows that the rules will not change mid-

climb. He knows that the game is hard, but it is not rigged.

This city does not exist yet. It is the "Unseen."

But it is not a utopia. It is a possibility. It is what happens when we stop fighting the laws of 

economics and start using them.

It is what happens when we stop focusing on the visible theatre of politics and start tending to 

the invisible roots of prosperity.

The broken window is a tragedy.

The repaired window is a necessity.

But the window that is never broken—the window that looks out onto a world of honest 

trade, secure rights, and open competition—that is the victory.

That is the lesson.

Now, go build the ladder.

The Final Lesson Line

A prosperous society is not a natural occurrence; it is a fragile achievement built on the 

unseen foundations of trust, law, and the discipline to punish predation while celebrating 

creation.
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[1] Regulation as Capture Stigler, "The Theory of Economic Regulation," Bell Journal of 

Economics (1971). The seminal paper that destroyed the "public interest" theory of 

regulation. Stigler proved that industries actively seek regulation to restrict entry and control 

prices, meaning that "deregulation" of entry barriers is often the most pro-consumer policy 

available.

[2] The Ladder vs. The Moat Djankov et al., "The Regulation of Entry," Quarterly Journal 
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goods. The regulation serves the incumbents, not the public.

[3] Creation vs. Extraction Baumol, "Entrepreneurship: Productive, Unproductive, and 
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Seen (1850). The spiritual godfather of the book. His final admonition remains the core 

theme: the good economist must foresee the invisible consequences of policy, or else society 

will celebrate the destruction of its own capital.
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Governing Claim A prosperous society is not a natural state; it is a fragile achievement built 

on the discipline of looking beyond visible intentions to unseen consequences. To restore the 

"Ladder," we must distinguish between being pro-market (protecting competition) and pro-

business (protecting incumbents), and build institutions that punish predation while 

celebrating creation.

The "Hazlitt" Examples (Primary)

1. The Window vs. The Wall (The Unseen Cost):

o Claim: "Regulations protect jobs and ensure order."

o Hidden Assumption: We see the protected job; we do not see the excluded 

worker.

o Mechanism: The "Wall" of licensing and compliance is invisible to the public 

but impassable to the poor. It does not just protect; it excludes. The cost is the 

innovation that never happened and the business that never started.

o Lesson: The broken window is a tragedy; the window that is never broken 

(honest trade) is the victory.

2. The Stigler Rule (Regulatory Capture):

o Claim: "Government regulation fights corporate power."

o Hidden Assumption: Corporations and government are enemies.

o Mechanism: Incumbents often demand regulation because complexity acts as 

a moat against new competitors. The cage keeps the wild animal out.

o Lesson: The test of policy is not "does it help business?" but "does it allow a 

poor person to compete with a rich person?"

3. Creation vs. Extraction (The Moral Distinction):

o Claim: "Billionaires are a policy error."

o Hidden Assumption: All wealth is generated the same way.

o Mechanism: Wealth by creation (innovation) is positive-sum; wealth by 

extraction (rent-seeking, lobbying) is zero-sum. Populism fails when it attacks 

the former; it succeeds only when it attacks the latter.
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o Lesson: A society that cannot distinguish between a pirate and a merchant will 

eventually be run by pirates.

The Final Lesson Line

"A prosperous society is not a natural occurrence; it is a fragile achievement built on the 

unseen foundations of trust, law, and the discipline to punish predation while celebrating 

creation."
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Postscript — The Habit That Survives the 
Headlines

Books about economics age in an odd way. The props on the stage change, but the stage does 

not.

The early 2020s offered plenty of new scenery: disrupted supply, sudden price rises, louder 

fiscal promises, and an administrative appetite that discovered fresh justifications for itself. 

None of that makes the central lesson obsolete. It makes the lesson easier to see.

The temptation, when conditions shift, is to declare a new era and retire old constraints as 

quaint. That move flatters the speaker, and it misleads the listener. Scarcity does not yield to 

rhetoric, and behaviour does not freeze out of respect for parliamentary language.

Three observations keep returning, even when the vocabulary changes.

First, incentives still work when nobody likes them. When rules subsidise one activity and 

penalise another, people do not respond with moral obedience; they respond with adaptation. 

The adaptation is not a character flaw. It is the mechanism through which policy turns into 

outcomes.

Second, time still separates applause from consequences. Political demand is immediate: a 

visible gesture, a cheque, a promise, a ban. Economic effects arrive on a delay: less 

investment, fewer entrants, higher compliance costs, quieter price pressure, a smaller margin 

of error. This delay is why so many policies look compassionate in the moment and cruel in 

the aggregate. The cruelty is often statistical. That is exactly why it is neglected.

Third, administration is never neutral. When a policy requires valuation, exemptions, 

eligibility tests, or continuous monitoring, it builds a new trade: the trade of avoidance, 

lobbying, and interpretation. That trade does not merely “add complexity”. It reallocates 

energy away from production and towards classification. In the end it also reallocates power, 

because the people who can hire specialists do better than the people who cannot.

None of these points are partisan. They are descriptive.

A useful way to read the news after finishing this book is to treat each proposal as an 

empirical wager rather than a moral ceremony. Every policy has a claim. Every claim rests on 
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an assumption about behaviour and scarcity. Every assumption can be tested, at least in 

principle, by asking what must be true for the promised outcome to occur.

Consider how often the public argument depends on a frozen world. A tax is announced “on 

companies”, as if prices and wages sit politely while accountants do nothing. A subsidy is 

announced “for buyers”, as if supply is a tap that turns on without planning, risk, labour, and 

time. A credential is demanded “for quality”, as if competence is a mood that arrives after a 

ceremony rather than a skill built under pressure.

The book has been blunt about the ladder because the ladder is where economics touches 

dignity without sermonising. Entry matters more than reassurance. The young, the new, and 

the unconnected do not need a society that performs empathy; they need a society that makes 

it cheap to start. That means fewer delays that act as silent taxes. It means fewer rules that 

claim to protect the public while protecting incumbents. It means fewer policies that inflate 

paper claims while starving the practical training that turns people into producers.

It also means respecting the difference between wealth, income, and cash—because 

confusing them is a reliable route to coercion with a smile. When policy treats assets as if 

they were bank balances, it forces liquidation, punishes investment, and invites political 

appraisal. The language of fairness then becomes a cover for a new kind of discretion: who 

gets valued how, who gets carved out, who gets chased, and who is allowed to delay.

Inflation deserves one final remark, because it is the most convenient moral fable in modern 

politics. Calling inflation “greed” is attractive precisely because it offers a villain without a 

mechanism. It also offers a false remedy: if malice causes prices, then controls and scolding 

can cure them. The lived result is predictable: controls ration, and rationing hits those with 

the least spare time and the least access. Monetary disorder, once disguised as moral failure, 

becomes an administrative queue.

None of this implies cynicism about public aims. Most people who support popular measures 

want something defensible: cheaper housing, steadier bills, better opportunities, less 

humiliation for those who fall. The failure mode is not cruelty. It is impatience allied to 

illusion: impatience about time, illusion about incentives, and a theatrical preference for what 

can be announced over what must be built.

That is why the book insists on tests.
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Does a housing policy increase units and quality, or does it increase demand chasing fixed 

stock? Does a labour policy increase entry and training, or does it increase the cost of hiring 

the unproven? Does a tax raise revenue after behaviour changes, or only in the first budget 

table before avoidance becomes an industry? Does a regulation reduce harm per pound spent, 

or does it merely raise fixed costs until only the largest firms can comply?

When those tests feel cold, remember what they replace. They replace the habit of judging 

policy by intention. Intention is cheap. Mechanism is costly. The point of economics, at its 

most humane, is to pay the cost upfront so other people do not pay it later.

A final note on tone. Public debate now rewards indignation because indignation travels 

quickly. The calm mind looks slow by comparison. Yet most genuine improvements in 

prosperity and fairness come from slow virtues: predictable rules, enforceable contracts, swift 

permissioning, honest prices, stable money, and a culture that does not sneer at practical 

excellence. Those are not fashionable topics. They are how societies stop wasting human 

effort.

The slogans will not disappear. They will be replaced by newer slogans. The only defence is a 

habit: count beyond the first effect, and insist on tracing the bill.

Lesson line: If you cannot trace the bill through behaviour, the policy is only applause with 

delayed invoices.
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Glossary of key terms
Administrative burden

The time, paperwork, and procedural friction required to claim a benefit, comply with a rule, 

or obtain permission. Administrative burden is not evenly distributed: people with flexible 

jobs, spare time, and professional help carry it lightly; people with rigid hours, limited 

literacy, or unstable housing carry it heavily. In practice, administrative burden functions as 

an unlegislated filter. It reduces take-up of benefits, delays investment, and quietly 

advantages large firms and organised groups over small firms and isolated people. When a 

policy needs constant forms, audits, renewals, and appeals to “work”, it has built a second 

policy: a tax on attention.

Adverse selection

A selection problem that arises when one side of a transaction knows more than the other, and 

the better-informed side can choose in ways that harm the less-informed side. In insurance, 

for instance, people who know they are higher risk are more likely to buy coverage, raising 

average costs and pushing premiums upward. If premiums rise, lower-risk people exit, 

worsening the pool again. The key point is not morality but sorting. Where information 

differs and choice is voluntary, the mix of participants changes—and the mix often drives the 

result more than the headline rule.

Allocation

The assignment of scarce resources—land, labour, capital, time—across competing uses. 

Allocation is the central, unavoidable problem of economic life, even when it is disguised 

behind moral language. Every subsidy, ban, tax, and licence shifts allocation by changing 

pay-offs. A policy that claims to “help” one group usually reallocates resources from other 

uses and other groups. The hard work is to ask: allocation toward what, away from what, and 

with what long-run effects on entry, innovation, and resilience?

Appraisal bureaucracy

A bureaucracy built to value assets or classify activities so that taxes, benefits, or obligations 

can be applied. It arises whenever the tax base is hard to price, the category boundaries are 

contestable, or exemptions proliferate. Appraisal does not merely measure; it invites 
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argument. People respond by hiring specialists, lobbying for carve-outs, and restructuring 

behaviour so that a favourable classification is obtained. The cost is not only administrative 

spend but misdirected effort: talented people shift from producing value to negotiating labels. 

When appraisal expands, discretion expands with it.

Asset

A resource with expected future benefits: a house, a share, a business, a machine, a patent, a 

trained skill, a reputation, a contract right. An asset is not the same thing as cash. Many assets 

are valuable but illiquid, meaning they cannot be turned into cash quickly without sacrifice. 

Treating assets as if they were cash invites policy errors: it encourages forced sales, 

undervaluation, and “paper” taxes that require real liquidation. A clean habit is to ask of any 

asset: how is it valued, how is it sold, how stable is that value under pressure, and who bears 

the cost when liquidation is forced?

Avoidance

Legal rearrangement of behaviour to reduce tax or regulatory exposure. Avoidance differs 

from evasion: the former uses permitted structure; the latter hides facts. Avoidance is not a 

footnote; it is a behavioural response to incentives. If the rule is complex, avoidance becomes 

more rewarding. If the rule relies on disputed definitions, avoidance becomes an industry. In 

policy debates, avoidance is often treated as a moral inconvenience rather than a predictable 

outcome. The better habit is mechanistic: if a rule creates large gains from reclassification, 

people will pay for reclassification—and the cost of that activity is part of the policy’s bill.

Base erosion

The shrinking of the taxable base as people change behaviour, move activities, or reclassify 

income and assets to reduce liability. Base erosion is why first-year revenue estimates are 

often an illusion: they assume a frozen world. In reality, higher rates and narrower definitions 

increase the reward to avoidance, relocation, and timing games. Base erosion does not require 

villainy; it requires arithmetic. When the base erodes, governments often respond with more 

complexity, which can erode trust and broaden privilege. A robust design asks not only “what 

rate?” but “what base survives after the response?”

Behavioural response
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The change in actions that follows a policy change. It is the missing term in most political 

economics. Raise the price of hiring, and firms hire differently. Subsidise a purchase, and 

sellers price differently. Cap a price, and supply responds. Behavioural response is not a side 

effect; it is the main effect. Ignoring it produces “arithmetic theatre”: a world where people 

continue as before to keep the spreadsheet tidy. The key discipline is to ask: what behaviour 

is rewarded, what behaviour is punished, and what clever substitutes become newly 

attractive?

Bottleneck

A capacity constraint that limits throughput even when money is available. Bottlenecks 

appear in housing (permitting, zoning, labour shortages), energy (grid connection, planning), 

ports (cranes, berths), and healthcare (staffing, facilities). Bottlenecks are why subsidies can 

raise prices instead of raising output: demand can be financed faster than capacity can be 

built. When policy fights bottlenecks with cash alone, it often funds bidding wars rather than 

production. The correct diagnosis is physical and procedural: what is the scarce input, and 

what blocks its expansion?

Burden bearer

The person or group that ultimately carries the cost of a tax, regulation, or policy—often not 

the person who writes the cheque. The burden bearer is identified by incidence analysis: who 

can exit, who can pass through, who has alternatives, and who is constrained. Firms do not 

“pay” in the way people imagine; costs are typically shared among workers, consumers, and 

owners depending on conditions. A serious policy asks: after behaviour changes, where does 

the burden settle? If the burden bearer cannot be described, the policy is still a mood.

Capital

Produced means of production (machines, tools, software), financial claims that fund them 

(shares, bonds), and the accumulated resources that support future output. Capital is not a 

synonym for “rich people”. It is the stock that makes labour more productive and wages 

higher over time. Policies that punish capital formation can look pleasing in the short run 

while reducing future income growth. It is worth keeping the distinction sharp: attacking 

capital as a symbol is easy; maintaining capital as a productive base is hard, and it matters 

most to those with the least savings.

Capital formation
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The process of building and maintaining capital: investment in plant, equipment, skills, 

research, and infrastructure. Capital formation is sensitive to expected returns, stability of 

rules, and the cost of delay. A policy that introduces uncertainty, raises the cost of exits, or 

forces liquidation can reduce capital formation even if it raises revenue initially. The 

consequence is slow and dispersed: fewer new firms, weaker productivity gains, and thinner 

wages over time. Capital formation is where second effects hide. It is also where many 

policies do their quiet damage.

Capital gains

The increase in an asset’s value over time. A capital gain becomes taxable in many systems 

on realisation—when the asset is sold—rather than as it accrues. This creates lock-in: people 

delay selling to avoid the tax, which can trap capital in less productive uses. Taxing capital 

gains is often justified as fairness, but the relevant mechanism is reallocation. If selling is 

punished, the movement of capital toward better uses slows. The question is not whether 

gains “deserve” tax, but what happens to investment decisions and dynamism when exits are 

taxed heavily.

Capture

Rulemaking shaped by incumbents to exclude entrants or protect rents. Capture is not always 

crude bribery. It can occur through consultation processes dominated by the largest firms, 

through complex compliance schemes that small firms cannot afford, or through licensing 

regimes presented as consumer protection. Capture is easiest when the benefits are 

concentrated (incumbents know what they want) and the costs are dispersed (the excluded do 

not even know what they missed). The signature of capture is a rule whose public rationale is 

safety or fairness, but whose practical effect is to raise barriers to entry.

Cash

Liquidity in its pure form: money available for immediate use without conversion. Cash is 

not wealth. Wealth is often held in assets whose value is uncertain and whose sale is costly. 

Confusing cash with wealth is a favourite policy mistake: it produces taxes that require forced 

sales and benefits that assume money can summon supply. In household terms, cash pays rent 

and groceries; assets are long-run security. In state terms, cash flow funds programmes; assets 

are the productive base. The distinction is not pedantic; it determines who can survive shocks.

Compliance fixed costs
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Costs of meeting a rule that do not scale down with size: reporting systems, legal advice, 

audit readiness, privacy compliance, safety certification, licensing paperwork. Fixed costs are 

why rules that sound neutral can crush entrants. A large firm spreads the cost across millions 

of customers; a small firm cannot. The result is fewer competitors, less experimentation, and 

greater market concentration. When someone praises a regulation because “good firms will 

comply”, the question is: comply at what fixed cost, and who is excluded by that cost before 

they begin?

Cost

The resources sacrificed to obtain something: time, money, effort, risk, and foregone 

alternatives. Cost is not price. Price is what you pay in the market; cost includes what is not 

priced, including delay and risk. Cost is also not value: a thing can be costly and worthless, or 

cheap and valuable. Public debate often treats costs as merely budgetary, as if anything not on 

the ledger does not exist. A disciplined approach counts opportunity cost—what else could 

have been done with the resources used here—and counts the cost created by induced 

behaviour, not only the cost written on the government line item.

Credential inflation

A rise in formal requirements for jobs that once relied on apprenticeships, work history, or 

demonstrable competence. Credential inflation shifts selection from skill to signalling. It 

delays entry into work, raises debt burdens, and narrows pathways for people whose talents 

are practical rather than academic. The second effect is a thinning of ladders: fewer entry 

rungs, more waiting years, and a widening gap between “qualified” and “capable”. Credential 

inflation can be driven by risk aversion, regulation, professional gatekeeping, or social status 

competition. The test is simple: does the credential predict competence, or merely endurance 

and conformity?

Credit

Access to purchasing power now in exchange for a promise to repay later. Credit is not a free 

lunch; it prices risk and expects discipline. Policies that forgive debts or cap risk pricing 

change tomorrow’s willingness to lend. The cost then appears as tighter credit standards, 

higher rates, and exclusion of marginal borrowers. This is why debt jubilees are not merely 

transfers; they alter the future credit market. A credit market is a trust market. If policy treats 

promises as optional, lenders respond by making credit scarcer and harsher.
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Deadweight loss

The economic loss created when a tax or regulation reduces mutually beneficial trades that 

would otherwise occur. It is “deadweight” because it does not become revenue or benefit for 

someone else; it simply disappears as activity that never happens. Deadweight loss is often 

invisible: the job not created, the business not started, the investment not made. This is why it 

is politically neglected. It is also why it matters. Policies that appear to “make someone pay” 

can, through deadweight loss, reduce total opportunity—particularly for entrants.

Demand

The willingness and ability to buy goods or services at different prices. Demand is not mere 

desire; it is desire backed by purchasing power. Subsidies increase demand by increasing 

purchasing power. If supply cannot expand, higher demand mostly raises prices. This is the 

central logic behind homebuyer grants and subsidised services without expansion: the 

subsidy becomes seller income. Demand policies are often politically irresistible because they 

are visible and immediate. The better habit is to ask: what happens to quantity supplied, not 

only to spending capacity?

Dispersed costs

Costs that are spread thinly across many people, often appearing as small price rises, lower 

quality, slower growth, or longer waits. Dispersed costs are politically undercounted because 

no single person feels the full weight and no single group has an incentive to organise against 

them. This is the political advantage of many bad policies: concentrated benefits produce 

applause; dispersed costs produce silence. Economic judgement involves tracing dispersed 

costs back to their source. The fact that a cost is hard to notice is not evidence it is harmless.

Elasticity

A measure of responsiveness: how much quantity demanded or supplied changes when price, 

income, or policy changes. High elasticity means people can adjust easily; low elasticity 

means they are stuck. Elasticity matters because it determines incidence. If demand is 

inelastic, consumers bear more of a tax through higher prices. If supply is inelastic, producers 

bear more through lower returns. In housing, short-run supply is often inelastic because 

construction takes time and permission. This is why subsidies raise prices. Elasticity is not a 

mathematical ornament; it is the lever that determines who pays.
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Entry rung

The first step into work, skill, and stable income: the job that trains, the apprenticeship that 

forms habits, the small contract that builds reputation. Entry rungs are easily destroyed by 

well-meant rules that raise the cost of hiring the unproven. Minimum wages, rigid hiring and 

firing rules, and credential requirements can all reduce entry. The damage is quiet: it appears 

as non-employment, delayed adulthood, and lost skill formation. A society that treats entry as 

a luxury produces a permanent outsider class. A society that protects entry produces dignity 

without speeches.

Equity

A word with multiple meanings that should not be used without specification. In finance, 

equity means ownership shares in a firm. In policy debate, it often means fairness. These are 

not the same. When the book uses “equity”, it should either mean ownership shares or it 

should be replaced with the intended concept: fairness of rules, equal treatment, equal 

opportunity, or targeted redistribution. Ambiguity in this term invites sloppy arguments. If a 

sentence can be read as either “shares” or “fairness”, it should be rewritten.

Fiscal illusion

The appearance that benefits can be provided without real costs because the costs are 

delayed, hidden, borrowed, or shifted onto others. Fiscal illusion is easier to maintain when 

the public debate focuses on who is charged rather than who ultimately pays. Borrowing can 

spread cost over time, but it does not erase cost. Money creation can move the burden into 

inflation and risk premia. Complex taxes can shift the burden into prices, wages, and 

compliance. Fiscal illusion is popular because it preserves the pleasant part of policy and 

postpones the unpleasant part to later governments and diffuse groups.

Fixed supply

A condition where supply cannot respond quickly to increased demand. Housing under tight 

zoning and slow permits is a classic case. When supply is fixed, subsidies to buyers largely 

become higher prices paid to sellers. The same logic applies to any capacity-limited market: 

childcare slots under staffing constraints, medical appointments under limited practitioners, 

energy under grid bottlenecks. Fixed supply turns financial help into price pressure. The 

proper remedy is to remove constraints on expansion, not merely to finance more bidding.
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Free at the point of use

A service that charges zero price to the user at the moment of consumption. Zero prices 

change behaviour. They increase demand and often produce queues and rationing unless 

supply expands or triage is introduced. When queues appear, waiting becomes the price. 

Waiting is then paid in time, stress, and lost income—costs that weigh heavily on people with 

little flexibility. “Free” is therefore not a simple virtue. It is a design choice that shifts 

payment from money to time and influence. The test is whether the system can expand supply 

or manage demand honestly.

Human capital

Skills, knowledge, habits, and health that raise a person’s productive capacity. Human capital 

is formed through education, training, work discipline, mentorship, and stable environments. 

It is not formed by certificates alone. Policies that delay entry into work, inflate credentials, 

or weaken family stability can erode human capital even if they raise measured spending on 

education. Human capital is central to the ladder: it determines whether people can convert 

opportunity into competence and competence into income. A society that neglects human 

capital ends up arguing about redistribution because production disappoints.

Illiquidity

The condition of being hard to convert into cash quickly without a substantial loss. Many 

assets are illiquid: private businesses, property, art, stakes in partnerships. Illiquidity matters 

because policy often pretends it does not exist. A tax on illiquid wealth forces sale or 

borrowing. Forced sale depresses prices and can destroy productive arrangements. Forced 

borrowing changes risk and incentives. Illiquidity also affects households: an asset-rich, cash-

poor person cannot pay bills with valuations. A serious tax or benefit design respects liquidity 

constraints rather than treating them as excuses.

Incidence

Who ultimately bears the cost of a tax or policy after behaviour changes. Incidence is not 

assigned by legal responsibility. A tax “on landlords” can be paid by renters through higher 

rents if supply is constrained. A tax “on companies” can be paid by workers through lower 

wages or by consumers through higher prices, depending on competition and elasticities. 

Incidence is where policy stops posturing and starts confessing. It demands mechanism: who 
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can exit, who can substitute, who is stuck. Any tax debate that does not discuss incidence is a 

debate about stationery.

Incentives

The reward and penalty structure embedded in rules, prices, and institutions. Incentives do 

not depend on virtue; they depend on pay-offs. People respond to incentives whether they 

approve of them or not. This is why moral arguments alone cannot design policy. When a 

subsidy increases demand, it incentivises sellers to raise prices if supply is constrained. When 

compliance fixed costs rise, they incentivise consolidation. When debt is forgiven, it changes 

future lending terms. The practical question is always: what behaviour is made easier, what 

behaviour is made harder, and what alternative behaviours become newly profitable?

Indexation

The linking of wages, benefits, or contracts to an inflation measure. Indexation is often 

proposed as protection, but it can also harden inflation into persistence by embedding 

automatic price adjustments. If many contracts are indexed, inflation becomes a loop: prices 

rise, indexed payments rise, demand stays stronger, and price pressure continues. Indexation 

can be sensible in narrow contexts, especially where long contracts would otherwise produce 

unfair surprises. It is not, however, a substitute for restoring monetary stability or addressing 

supply constraints. Indexation manages symptoms; it does not cure the underlying scarcity.

Inflation

A general rise in prices, typically driven by money and credit conditions relative to output, 

though supply shocks can alter prices as well. Inflation is not a personality trait. It is a 

condition produced by policy and circumstance. When inflation is framed as “greed”, the 

proposed remedies tend to be price controls and scolding, which do not address the source 

and often create shortages. Inflation also reallocates: it transfers from savers to debtors and 

punishes those on fixed incomes and stable wages. The best diagnostic question is not “who 

is profiteering?” but “what changed in money, credit, supply capacity, and constraints?”

Investment

The sacrifice of resources now to gain greater output later. Investment includes building 

capacity, training staff, maintaining equipment, and developing new products. Investment is 

sensitive to rule stability, expected after-tax returns, and the cost of delay. Policies that raise 
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uncertainty or force liquidation can reduce investment even when they claim to target idle 

wealth. In the long run, investment is wages. Not literally, but causally: investment raises 

productivity, which raises the ability to pay. A policy that is popular today but reduces 

investment is a policy that taxes tomorrow’s pay packets.

Ladder

The path into competence, ownership, and stable income. The ladder is built from entry-level 

work, apprenticeships, accessible housing, predictable rules, and the social networks that 

connect effort to opportunity. The ladder is not guaranteed by slogans about fairness. It is 

widened by lowering barriers to entry and by increasing supply of the things people need to 

start: jobs that train, homes that can be built, licences that are not protection schemes, and 

education that builds competence rather than gatekeeping. A society can tolerate unequal 

outcomes if the ladder is open. It cannot tolerate a ladder quietly removed.

Levelling

Policies that reduce outcomes without expanding entry. Levelling can look like justice when 

it targets visible wealth or high incomes, but it often harms the ladder if it reduces 

investment, increases bureaucracy, or shifts attention from competence to political 

distribution. Levelling is distinct from enforcing fair rules. Fair rules keep competition 

honest; levelling often seeks to compress results regardless of how they were earned or what 

they fund. The test is practical: does the policy widen entry, or does it merely rearrange the 

ranking while making it harder to climb?

Liquidity

The ability to turn an asset into cash quickly without large loss. Liquidity matters for 

households (paying bills), for firms (meeting payroll and investing), and for markets (keeping 

spreads tight). A tax that forces liquidation is a liquidity policy whether or not it admits it. 

Liquidity also matters for incidence: when people cannot adjust easily, they bear more 

burden. In markets, liquidity supports price discovery; a tax on transactions can reduce 

liquidity and raise the cost of capital. A serious policy respects liquidity constraints rather 

than assuming every asset is a bank account.

Liquidity trap
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In this book’s context, a regime where an annual tax on wealth forces repeated conversion of 

assets into cash, turning ownership into a series of taxable events. The trap is not about 

central banking; it is about compelled liquidity. If valuation is uncertain and the asset is 

illiquid, the owner must sell, borrow, or restructure to pay. Forced sales can depress prices 

and punish long-term investment. Borrowing changes risk. Restructuring invites avoidance 

and lobbying. The mechanism is clear: when tax demands cash from illiquid wealth, the tax 

reaches into the productive base.

Lock-in

The tendency to hold an asset longer than is economically efficient because selling triggers 

tax or loss of benefit. Lock-in is a classic behavioural response to capital gains taxation, but it 

can also appear in housing and benefits programmes. The effect is misallocation: resources 

remain in lower-value uses because the act of moving them is punished. Lock-in reduces 

dynamism and slows reallocation toward new firms and better ideas. It also tends to 

advantage incumbents, who can afford to wait. The test for a policy prone to lock-in is 

whether it taxes movement rather than underlying value creation.

Marginal tax rate

The tax rate applied to the next pound earned. Marginal rates drive behaviour more than 

average rates, because they determine whether extra effort is worth it. High marginal rates 

can encourage substitution toward leisure, relocation, or avoidance strategies, depending on 

options available. This does not mean that high marginal rates are always wrong; it means 

they have mechanisms. In debates, marginal rates are often treated as moral judgments rather 

than incentive structures. The correct question is not whether a rate “sounds fair”, but how it 

changes the choices of people who can adjust and how it affects the base over time.

Misallocation

Resources placed in uses that produce less value than plausible alternatives. Misallocation 

can be created by price controls (goods go to those with time or influence), by subsidies in 

fixed supply markets (money chases scarcity), by capture (resources flow to protected 

incumbents), and by credential inflation (talent is sorted by paper rather than competence). 

Misallocation is often invisible to those receiving the benefit, because they see only their own 

gain. Its cost appears as lower growth, weaker innovation, and frustrated entry. A policy can 

be generous and still create misallocation. Kindness does not repeal arithmetic.



245

Moral hazard

The tendency for people to take more risk when they are protected from the consequences. 

Insurance creates moral hazard; that is why it uses deductibles, monitoring, and pricing. 

Policy can create moral hazard when it repeatedly rescues certain behaviours, industries, or 

borrowers without changing the incentives that produced the risk. The result can be more 

fragile arrangements and louder demands for future rescues. Moral hazard is not an 

accusation; it is a predictable response to altered pay-offs. The test is whether protection is 

designed with discipline or whether it becomes an entitlement to be careless.

Opportunity cost

The value of what is forgone when a choice is made. Opportunity cost is the best antidote to 

“free” talk. Money spent here cannot be spent there. Time used for compliance cannot be 

used for production. Political attention devoted to theatre cannot be devoted to reforming 

bottlenecks. Opportunity cost also matters for individuals: years spent collecting credentials 

can be years not spent building skills and experience. In policy, opportunity cost is often 

ignored because the forgone outcome is hypothetical. Yet it is real. It is the unseen alternative 

that does not occur.

Optics

The surface appearance of a policy or corporate action, often used as a substitute for 

mechanism. Optics are politically potent because they are easy to communicate. They are also 

dangerous because they can reverse causality. Buybacks, for example, are often framed as 

extraction because the cash return is visible, while the firm’s reinvestment opportunities and 

capital structure are less visible. Policies built on optics tend to punish what is seen and 

ignore what matters. The test is whether the argument would still hold if the visible sign were 

removed and the underlying incentives remained.

Pass-through

The shifting of costs from the legally responsible payer to others through prices, wages, or 

returns. Corporate tax pass-through is a central example: firms may raise prices, reduce wage 

growth, or cut investment depending on competition and bargaining. Pass-through is not a 

choice made in a vacuum; it is constrained by market conditions. In some contexts, pass-

through is limited; in others, it is substantial. The point is to analyse rather than assume. A tax 
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intended to fall on one group often spreads. The real question is: through which channel and 

onto whom?

Price

The money amount paid for a good or service. Prices are signals and rationing devices. When 

prices are allowed to move, they coordinate supply and demand by rewarding production and 

discouraging consumption at the margin. When prices are capped, rationing still occurs—

only now it occurs through queues, shortages, and informal markets. Prices are also 

information: they incorporate dispersed knowledge about scarcity, risk, and preference. This 

does not make every price “just”, but it does mean prices do work that policy must replace if 

it suppresses them. Replace the signal, and you must build another signal.

Price cap

A legal maximum price. Price caps are often motivated by a genuine desire to protect 

consumers, especially during shocks. The hidden assumption is that supply will not change. 

The behavioural response is predictable: suppliers reduce quantity, reduce quality, or exit; 

new supply is discouraged; and rationing appears. The second effect is misallocation: goods 

go to those with time, luck, or connections. The burden falls on new entrants and the poor, 

who cannot navigate the informal systems. The better test is availability and quality. A cheap 

price with empty shelves is not affordability.

Price discovery

The process by which markets incorporate information into prices through trading, 

competition, and adjustment. Price discovery is not financial ornamentation. It determines 

how capital is allocated and how risk is priced. When transaction taxes widen spreads and 

reduce liquidity, price discovery deteriorates. The result is a higher cost of capital and more 

fragile markets, which ultimately affect savers and workers. In policy rhetoric, trading is 

often dismissed as “speculation”, but the trading that tightens spreads and corrects mispricing 

is part of the infrastructure of investment. If you tax the mechanism that reveals prices, you 

do not get fewer mistakes; you get slower correction.

Productivity

Output per unit of input—often per worker hour. Productivity is the deep source of wage 

growth over time. Policies that raise the cost of investment, block entry, or misallocate 
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resources tend to reduce productivity growth. The harm is slow and therefore politically easy 

to ignore. It shows up as stagnant wages, higher prices for essentials, and a bitter politics of 

distribution. Productivity is often treated as a technocratic concern. It is not. It is the 

difference between a society that can afford generosity and a society that argues over scraps. 

A practical education system is a productivity system.

Queue as price

When monetary price is held down, demand exceeds supply, and waiting becomes the 

rationing device. The queue is then the real price, paid in time and inconvenience. Because 

time is not evenly held, queues are regressive: people with flexible schedules and spare time 

do better; people on hourly wages do worse. Queues also create secondary markets—favours, 

informal payments, and influence. A queue is not a harmless inconvenience. It is a policy 

choice that shifts payment from money to time and power. If a service must be rationed, the 

honest design question is how and at whose expense.

Rationing

The allocation of scarce goods by a method other than price—often by quotas, queues, 

eligibility rules, or political discretion. Rationing always exists when supply cannot meet 

demand. The question is which rationing method is used and who is advantaged by it. Price 

rationing favours those with money; queue rationing favours those with time and 

connections; discretionary rationing favours those with influence. None is morally pure. A 

serious policy acknowledges rationing and designs it openly rather than pretending it is 

absent. Denying rationing tends to produce the worst version: rationing by chaos.

Real wages

Wages adjusted for the cost of living. Inflation can raise nominal wages while real wages fall. 

Policies that increase demand without increasing supply can produce precisely that outcome: 

more money chasing the same goods, with households feeling poorer despite “higher pay”. 

Real wages are where many policy stories end, because they capture lived constraint without 

drama. When discussing “help for workers”, the question is: does the policy raise 

productivity and supply capacity, or does it merely raise money flows and prices? Real wages 

depend more on production than on proclamations.

Redistribution
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The shifting of resources from some people to others through taxes, transfers, and public 

services. Redistribution can be justified on many grounds, including compassion and social 

stability. The economic point is that redistribution changes incentives and behaviour, and it 

has administrative costs. It also competes with reforms that widen entry, which can reduce the 

need for redistribution by raising competence and opportunity. Redistribution is not a 

substitute for a ladder. It can be a support when the ladder is functioning. When redistribution 

becomes the main tool, it often signals that entry has been blocked and growth has 

disappointed.

Regulation

Rules governing behaviour, production, and exchange. Regulation can prevent fraud, enforce 

contracts, and protect safety. It can also become a barrier to entry when it is written for 

incumbents or when compliance fixed costs are high. The question is not whether regulation 

is good or bad in the abstract, but whether it targets a clear harm with proportional cost and 

minimal exclusion. Good regulation is specific about the failure it addresses—fraud, 

monopoly, information imbalance, safety risk—and it is designed to avoid capture. Bad 

regulation speaks in large virtues and produces small monopolies.

Rent

In economics, rent is income earned beyond what is needed to keep a resource in its current 

use—often produced by monopoly, legal privilege, or scarcity protected by rules. Rent is not 

the same as rent paid for a flat. Rent-seeking is the pursuit of these excess gains through 

lobbying, legal complexity, and restriction of entry. When a profession requires licences 

beyond competence needs, it can create rents. When zoning bans building, it creates land 

rents. When compliance costs rise, incumbents may gain rents by excluding competitors. The 

proper enemy of fairness is often rent protected by law, not wealth earned by meeting 

demand.

Rent control

A cap on rents. The intended benefit is obvious: lower headline prices for current tenants. The 

hidden assumption is that landlords will supply the same quantity and quality of housing. 

Behavioural response follows: less maintenance, fewer new units, conversion to other uses, 

and selection of tenants by non-price methods. The second effects are shortages and 

misallocation: people stay put even when their housing no longer fits, and newcomers 
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struggle. The burden falls on future renters, the young, and the unconnected. The better test is 

availability and quality. A city cannot rent-control its way into more homes.

Risk premium

The extra return required to compensate for uncertainty and danger. When policy increases 

unpredictability—through sudden taxes, unstable rules, or arbitrary enforcement—risk 

premia rise. Higher risk premia mean higher borrowing costs, lower valuations, and reduced 

investment. This is one channel through which “tax the paper” policies hit real activity. Risk 

premia also rise with crime and disorder. Capital is cautious. It avoids risk when it can. That 

avoidance is not a moral statement; it is a pricing statement. When risk premia rise, the 

poorest areas are often hit first through lost jobs and degraded services.

Risk pricing

The practice of setting prices—interest rates, insurance premiums, contract terms—according 

to risk. Risk pricing can look harsh because it does not flatter anyone, but it is the mechanism 

that keeps credit and insurance available. If risk pricing is capped by law, supply shrinks or 

moves informal. The marginal borrower or the high-risk region then loses access. The 

alternative is not kindness; it is rationing. The honest policy choice is whether to subsidise 

risk explicitly (and admit the cost) or to force suppliers to pretend risk is low (and accept 

shortage). Lying about risk is an expensive habit.

Scarcity

The condition that wants exceed resources. Scarcity is not an ideology; it is the starting point. 

Public debate often treats scarcity as negotiable if the desire is noble. Yet scarcity reappears 

as queues, rationing, inflation, or falling quality. Scarcity is why “free” programmes need 

triage, why subsidies in fixed supply markets raise prices, and why price caps create 

shortages. The adult move is not to deny scarcity but to design under it: expand supply where 

possible, ration honestly where necessary, and avoid policies that pretend constraints have 

vanished. Scarcity is not an insult. It is a fact.

Second effects

Consequences that arrive after the first, visible effect. The first effect is what a policy 

advertises: a cheque, a cap, a promise. The second effects are how the world responds: supply 

exits, quality drops, avoidance rises, investment slows, entry shrinks. Second effects are often 
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delayed and dispersed. That delay creates political temptation: claim the applause now and let 

the bill arrive later. Economic judgement is the discipline of counting second effects and 

naming who pays. A policy that looks compassionate in the first month can be cruel in the 

third year. The second effect is where truth tends to live.

Signalling

Actions taken to convey information when direct measurement is difficult. Credentials are 

signals: they may indicate competence, but they may also indicate endurance, compliance, 

and social sorting. In markets, prices are signals. In labour markets, work history and 

references are signals. Signalling becomes wasteful when everyone must buy a costly signal 

merely to stay in place. That is credential inflation in a sentence. A policy that raises the cost 

of signalling without improving actual competence creates waste and exclusion. The test is 

whether the signal predicts performance or merely screens by patience and resources.

Social capital

Trust plus networks plus norms enabling cooperation. Social capital reduces transaction 

costs: fewer guards, fewer lawyers, fewer elaborate contracts, less suspicion. It also improves 

opportunity: weak ties—acquaintances and associations—carry job leads and practical 

guidance. Social capital does not appear in budgets until it collapses, at which point costs rise 

everywhere. When associations decline and people become isolated, labour markets become 

harsher and safety nets carry more weight. Social capital is therefore an economic input. It 

can be strengthened by stable local institutions, order, and shared expectations. It can be 

eroded by disorder, volatility, and relentless bureaucratic friction.

Spillover costs and benefits

Effects of an action borne by people who did not choose the action and may not be 

compensated. Pollution is a spillover cost; vaccination can be a spillover benefit. The phrase 

“externalities” is often used here, but it tends to become a blank cheque. The disciplined 

approach is to specify the mechanism: who is affected, how, and through what channel. Not 

every disliked outcome is a spillover. Some are simply trade-offs. When spillovers are real, 

policy can aim to price them or regulate them—but it should still count behavioural 

responses. Even spillover policies can be captured or misdesigned.

Subsidy
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A payment or benefit that reduces the private cost of an activity. Subsidies can be direct (cash 

grants) or indirect (tax relief, cheap credit, guarantees). Subsidies increase demand for the 

subsidised activity. If supply can expand, subsidies can increase quantity. If supply is 

constrained, subsidies raise prices and transfer value to sellers. This is the logic of homebuyer 

grants in supply-restricted housing markets. Subsidies can also create dependency and 

lobbying, because once created they become a target for preservation and expansion. The best 

test for a subsidy is whether it buys more supply or merely bids up scarcity.

Supply

The quantity producers are willing and able to provide at different prices, given costs, 

constraints, and expectations. Supply responds to incentives and to bottlenecks. If permitting 

delays are long, supply is slow even if demand is strong. If price caps restrict returns, supply 

exits. If risk is mispriced by law, supply retreats. Supply is often the boring side of policy—

planning, construction, training, maintenance—but it is where living standards are made. A 

politics that focuses only on demand will discover, repeatedly, that money does not conjure 

capacity. Supply expansion requires permission, time, and predictability.

Tax base

The set of things being taxed: income, consumption, transactions, property, wealth, profits. 

The base matters as much as the rate. A narrow base invites avoidance and lobbying; a base 

that is hard to measure invites appraisal bureaucracy; a base that requires liquidation punishes 

investment. Many tax debates argue about fairness while ignoring base design. Yet base 

design determines administrative burden and incidence. A “tax on the rich” that hits pension 

funds through equity repricing is a base problem. A transaction tax that widens spreads is a 

base problem. The question is: what is being taxed, how does it change behaviour, and who 

ultimately pays?

Tax wedge

The gap between what a buyer pays and what a seller receives after tax. A larger wedge 

reduces the volume of trade. In labour markets, a wedge between employer cost and worker 

take-home pay can reduce hiring or participation. In investment markets, a wedge on 

transactions can reduce liquidity and raise the cost of capital. The wedge is the mechanical 

representation of how taxation interferes with exchange. The point is not to abolish wedges—
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states must fund themselves—but to recognise that wedges have behavioural effects. If the 

wedge is placed on entry and movement, the ladder weakens.

Throughput

Flow capacity: how much can move through a channel per unit time. Throughput applies to 

ports, rail, roads, planning offices, courts, grids, and even labour markets. A society can have 

abundant money and still have low throughput if permissions are slow, infrastructure is 

constrained, or processes are clogged. Low throughput raises costs by adding delay, 

uncertainty, and waste. In housing, throughput is reduced by permitting delays and veto 

points; the result is scarcity and high prices. Throughput is where “time is a tax” becomes 

literal. Increase throughput and many social problems soften without theatre.

Time as tax

The idea that delay functions like a tax by raising costs and reducing feasible projects. 

Permitting delays, planning appeals, slow approvals, and bureaucratic uncertainty all increase 

carrying costs and deter investment. The tax is not paid to the treasury; it is paid in foregone 

output, higher prices, and fewer opportunities. Time taxes are politically convenient because 

they do not show up as a rate. They also produce capture, because incumbents can wait while 

entrants cannot. In housing and infrastructure, time taxes are among the most destructive 

policies precisely because they appear as caution and “process”.

Transaction cost

The cost of making an exchange beyond the sticker price: searching, negotiating, contracting, 

monitoring, enforcing, and building trust. Transaction costs rise when trust collapses, when 

legalism expands, and when rules become unpredictable. High transaction costs favour large 

firms, because they can maintain legal departments and compliance systems. They harm 

small firms and ordinary people. Transaction costs are also why social capital matters: trust 

reduces the cost of doing business and living together. A society that inflates transaction costs 

through disorder or bureaucracy will feel poorer even if its formal income measures look 

stable.

Transaction tax

A tax on buying or selling assets, often framed as a way to target “speculation”. The hidden 

assumption is that only speculators pay. The behavioural response is reduced trading, wider 
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spreads, and lower liquidity. The second effects include worse price discovery and a higher 

cost of capital, which can reduce investment and wage growth. The burden falls on savers and 

companies, often through pensions and retirement portfolios. Transaction taxes also invite 

avoidance through shifting venues and instruments. The better test is whether the policy 

improves market integrity or merely punishes visible trading while leaving deeper problems 

untouched.

Two-tier system

A situation where an ostensibly universal service becomes stratified: those with money or 

connections obtain faster, better service privately, while those without are left with queues 

and lower quality. Two-tier outcomes often emerge when the public price is set at zero 

without sufficient supply expansion or triage. The rationing then shifts to waiting and 

influence. The political story remains “equal access”, but the lived reality becomes unequal 

access by a different currency. Two-tier systems are not always avoidable; scarcity forces 

trade-offs. The honest task is to design rationing and funding so that the poor are not trapped 

in the slow lane.

Unintended incidence

The burden that falls on people who were not the political target. It is the signature of policies 

designed for applause. A tax aimed at “the rich” can hit pension funds through valuation 

changes. A rent control measure aimed at “greedy landlords” can hit future renters through 

shortages. A compliance rule aimed at “privacy” can hit users through reduced competition 

and innovation. Unintended incidence is not mysterious; it follows from behaviour and 

constraints. The disciplined habit is to include at least one sentence in any policy evaluation 

naming who else gets hit. If no such sentence can be written, the analysis is unfinished.

Valuation

The act of assigning a price to an asset, often under uncertainty. Valuation is simple for liquid, 

publicly traded assets; it is contested for private businesses, property with unique features, 

art, and intellectual property. When taxes depend on valuation, disputes arise, and politics 

enters the valuation process through exemptions and definitions. Valuation-based regimes 

often create avoidance, because people can rearrange ownership and structure to affect 

valuations. Valuation also becomes cyclical: in downturns, valuations fall and forced sales 



254

can deepen declines. The test for valuation-heavy policy is administrative realism: can it be 

measured cleanly without turning the state into an appraisal bureau?

Value

The usefulness or importance of a good or service to someone. Value is not price and not 

cost. A cheap item can be valuable; an expensive item can be worthless. Policy debates often 

muddle these terms because the muddle is convenient. If price is treated as value, then any 

high price looks like exploitation. If cost is treated as value, then any expensive programme 

looks virtuous. Clear language separates them. Price is an exchange ratio. Cost is what is 

sacrificed. Value is what is gained by the chooser. When arguments confuse these, they 

usually conceal a weak mechanism.

Wealth

The value of accumulated assets: property, shares, business ownership, savings, and rights to 

future income. Wealth is not income and not cash. Wealth can rise on paper without creating 

cash flow. It can also fall rapidly. Treating wealth as spendable cash produces policies that 

force liquidation and punish investment. It also produces political fantasies: “there is enough 

money if we take it”, as if valuations were piles of notes. Wealth matters because it funds 

investment and buffers shocks. The correct approach is to distinguish wealth (stock) from 

income (flow) and cash (liquidity), and to design policy with those differences in view.

Windfall

An unusually high return, often due to price spikes, scarcity, or shocks. Windfalls attract 

political attention because they look like free money. Windfall taxes assume that the extra 

return can be taken without affecting future supply. That assumption is often false, 

particularly in sectors where investment is risky and long-term. Taxing windfalls can reduce 

future investment, making future scarcity worse. The incidence then falls on consumers 

through higher prices or weaker supply. The better test is to ask what produced the windfall: 

genuine monopoly power, temporary scarcity, risk realised, or policy-created constraints. 

Different causes require different tools.

Zero price

A price of nothing at the point of use. Zero price is never neutral. It changes behaviour by 

removing the most direct rationing tool. Demand rises. If supply does not rise, rationing shifts 
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into queues, gatekeeping, and informal sorting. The cost is then paid in time, stress, and 

influence. Zero prices can be defensible where spillover benefits are large or where society 

chooses to pool risk. Yet they must be designed with triage, supply expansion, and honest 

limits. Otherwise the promise of “free” becomes a machine for waitlists—and waitlists are a 

tax paid by those with the least spare time.

“Better test”

A replacement question that avoids slogans by asking for measurable, mechanism-based 

evaluation. A “better test” forces clarity. It asks what the policy should be judged by once 

behaviour changes and time passes: availability rather than headline price, real wages rather 

than nominal pay, entry rather than reassurance, investment rather than applause, trust rather 

than mood. The “better test” is the book’s discipline distilled into a sentence. It does not 

guarantee agreement. It guarantees that disagreement occurs over mechanisms rather than 

over theatre.

Lesson line: A glossary is not decoration; it is a promise to argue with definitions, not with 

vibes.
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