The Economy and Nature

Ok lets try this.

The economy, like nature, is delicately balanced.  Like the animals roaming the African plains, we live in a brutal world where only the fittest survive. Watching any tape of a lion hunting to stay alive can only strike compassion for the poor wildebeest that is about to become dinner.  But the daily struggle that has played out for thousands of years has optimized the African resources so that enough wildebeests survive and enough lions survive.  Away from the fight, both animals and thousands of others appear to peacefully coexist.

Such is our economy.  In the world of capitalism, years of competitive trench warfare have optimized the provision of resources, the use of resources and the price to clear those resources in open trade.  When a few “leaders” decide that they know better than the collective wisdom of the masses they alter the delicate balance.  

It always sounds good at first: “We want to provide, [fill in the blank with jobs, health care, education, food, clothing, shelter etc] for everyone.”  The problem is what economists call The Law of Unintended Consequences.  If  an individual warranted food, clothing, or shelter, they would already have it.  If you force it into the system,  the benefits received will be dwarfed by seemingly unrelated penalties much later on.  

Back on the African plains a well meaning leader could campaign on a “Save the Wildebeests” platform.  Who could not have compassion for the poor animals that are sick, old, young, slow, or in the wrong place at the wrong time.  We all wish these animals could live a full happy life.  But we all know the consequences of fooling with Mother Nature.  

Closer to home, the guy fishing in Alaska may feel that fishing would be more fun if there were no mosquitoes.  The problem is that if there were no mosquitoes there would be no fish.  Central planning to eradicate the mosquitoes would have the unintended consequence of wiping out the fish, which in turn would kill the animals that prey on the fish and so on down the line.

When we loosened housing standards to provide home ownership for millions of people who otherwise could not qualify, the ripple effects could only be negative and considerable in size.  Iceland was recently forced to nationalize its banking system because an under qualified family in Nevada was given a mortgage they couldn’t afford.  Who could have foreseen that these events could have any connection and who wouldn’t want a young family to have a chance at the American Dream? 

We are now living with the unintended consequences of what looked like a wonderful idea just a few years ago.  Greed didn’t cause the problem.  Greed is always present and will capitalize on any opportunity.  When the economy is in balance greed has been effectively kept under control by risk.  When you artificially alter the risk profile greed asserts itself by seeking the new equilibrium level.  

We are now forced to try and undo the problem that was created very subtly many years ago.  Politicians had an easy job selling the plan – “I am going make the world a better place.”  The problem is that it is intuitively appealing, but nearly impossible to achieve.  The world is already as good as it can be under free market capitalism.  Any attempt to make it better is the equivalent of  eliminating mosquitoes to improve the experience of the fisherman.  Economics is a subject that affects everyone, but it is grossly misunderstood by most of the population.  As the free markets take a beating for today’s problems, remember that it was the disruption of the free markets many years ago that caused the problem – not the free markets. The solution then is not to tighten control, as intuitive as that feels, but to do the exact opposite.  Politicians once again have the easy job of selling the plan to fix the economy.  The problem is that “fixing” is what caused the problem.  So the next time a politician tells you he has a better plan, remember the irrefutable law that applies to the economy and our natural resources alike:  You can’t fool Mother Nature.
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