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This book is about how to improve global living standards. Topics include economic growth,

income inequality, poverty, corruption, causes of the decline of the middle class in some rich

nations, sustainable development, emerging technologies, and more.This is not a hardcore

textbook. It is informal and easy to understand.Below is a list of questions answered

throughout:* Which nations have the best living standards? What are they doing right?* Why

do rich countries still have so many poor people in them?* What caused the decline of the

middle class in some nations like the US and UK, but not in others like Switzerland and the

Nordic countries?* Has capitalism failed? Or have we become more socialist? Are those terms

meaningless?* Is the government too big? Or not big enough?* Is libertarianism a good or bad

idea?* Why are several industries dominated by a handful of corporations? What can we do

about it?* Why are prescription medications so expensive? How do we reduce costs?* Do we

need more regulations on businesses? Or less?* Should nations be more open to free trade?

Or should they be self-sufficient?* Has globalization helped or hurt the average person?* Does

economic growth really improve living standards?* How much wealth is enough?* Do we need

the stock market?* Do we need money? Or could we allocate resources differently?* What

causes inflation? Does it matter?* Is a gold standard superior or inferior to a fiat (paper)

monetary system?* Why is our tax system so complicated and full of loopholes? What can we

do about it?* Is taxation a form of theft?* Should we raise taxes on the rich?* How much should

nations spend on welfare?* How can we reduce unemployment and create decent paying jobs

for everyone?* Is a 40-hour work week necessary?* Should we have more government jobs or

private sector jobs?* Why is economic growth slowing in developed countries? What should we

do about it?* How do we reduce income inequality without hurting the economy?* How do we

efficiently provide healthcare to everyone?* How high should the minimum wage be? Should

we replace it with something else?* What is a universal basic income? Would it work?* Can we

grow the economy without harming the environment?* How do we speed up the transition to

renewable energy?* How do we grow food sustainably?* What do we do about dwindling

resources?* How do we address overpopulation?* Are central banks helping or hurting the

global economy?* Does religion help or hurt national living standards?* Is immigration good or

bad?* How do we reduce crime and terrorism?* How high can the debt go?* How do we

balance the budget? Do we need to?* How do we end corruption in government?* Is the world

getting better or worse?* Are we on the verge of a technological singularity?* Will robots take

our jobs?* Will we merge with our technology?* What is the future of cryptocurrencies like

bitcoin?* Can we cure aging? Should we?* How do we fix the world and achieve happiness?

This book was updated on April 30, 2017.
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Can HelpAbout the AuthorNotesIntroductionIn the late 1700s, Adam Smith wrote a book about

what made some nations more prosperous than others. He argued that producing more goods

and services leads to better living standards, and that making it easier for people to conduct

business makes societies richer. He laid the groundwork for what countries needed to do to

increase their wealth. The modern variant of capitalism was born. When a nation makes it

easier for people to run businesses, it thrives.That was the idea.History seems to have proven

Smith correct to a large extent. Usually, wealthier countries have better living standards.

Nations that install policies like what he proposed are better at growing their economies.But

how do we know it wasn’t something else that jump-started humanity?Let's assume wealth

was the key. Even then, perhaps it wasn’t Smith’s policies that led to more wealth, but

something else.Maybe it was the discovery of fossil fuels. Perhaps living standards would have

risen regardless.Democracy started to become popular during that time too. Maybe

democratization improves national quality of life, and capitalism doesn't matter. It might even be

counterproductive.Or perhaps the only thing that elevates the human condition is

improvements in technology. Economics, politics, capitalism, socialism, democracy—maybe

none of it matters.But I’m getting ahead of myself. How do we know living standards improved

since the Industrial Revolution? How do we measure quality of life?Let’s not forget about the

environment. Economic growth might be leading us to a mass extinction. Maybe we should



reduce our standard of living.Also, inequality seems to be getting worse in recent years. An

issue that capitalism appears to have ignored. Or has it?Here is a tiny sample of questions

answered in this book:Which nations have the best quality of life? What are they doing right?

Should we raise or lower taxes on the rich? Why are tax laws so complicated and full of

loopholes? What can we do about it? Do we need more regulations on businesses or less?

Should nations embrace free trade? Or should they be self-sufficient? Should countries

increase or decrease welfare spending? Do unions and the minimum wage help or hurt

national living standards? How can countries develop sustainably and without harming the

economy? What causes corruption? How do we eliminate it? How do we stop prices from

going up so much? Are robots going to take our jobs soon? Should we implement a basic

income program?Most people have at least some interest in what makes their lives better.

Assuming this is a subject you find interesting, do keep reading.Chapter 1Standard of Living

DefinitionStandard of living is the same as quality of life. Some people might have slightly

different definitions, but that's splitting hairs.Standard of living is a relative concept. Everyone’s

understanding of it varies a little. That’s okay. I’m still going to give a solid definition. That way,

you’ll have a clear idea of what I mean by the term as I use it throughout this book.The

standard of living of an individual is his or her access to resources and opportunities. More is

better.Examples of resources include food, water, shelter, clothing, healthcare, education,

sanitation, transportation, phones, books, movies, games, computers, land, internet access,

and more.Resources also include services from other people. For example, those provided by

a mechanic, doctor, or programmer.Quality is also important.Resources can be privately

owned or publicly owned. For instance, someone that owns a car versus someone that prefers

public transportation. Both individuals have access to the same resource.Resources are also

known as goods and services, or wealth.The more wealth society has, the more tools people

have to do things. That means they have more opportunities too.However, if nations don’t

produce goods and services in a sustainable manner, they will harm the environment. Nature is

where we get everything. If we damage it beyond repair, our ability to generate wealth will

diminish. Our quality of life will plummet.Opportunity is the second component of a country’s

standard of living. While resources provide opportunities, there are also non-material ones.

They are political and economic freedoms. They include the right to work, own property, vote,

drive, give one’s opinion, dress as one sees fit, and pursue pleasurable activities.Basically,

opportunity is the right to do whatever you want as long as you're not hurting others.Even in

some wealthy countries, poor people, women, and minorities don’t have enough rights. In

Saudi Arabia, for example, women are not allowed to drive and were only recently given the

right to vote. They are restricted in other ways too.Everything else being equal, nations with

fewer rights have poorer living standards.If a freedom can potentially cause harm, it should not

be taken away if the harm of doing so is greater to society.The right to drive, for example,

causes some deaths, but banning it would be worse. We permit driving even though we know

some people will die in accidents.Alcohol is another example. It has the potential to cause

harm. But banning it would require diverting resources and giving the government power to

intrude into people’s lives. That would cause greater harm than permitting individuals to

consume alcohol in the privacy of their homes.Sugar is another example. Abusing it causes all

manner of diseases and is statistically deadlier than alcohol. But giving the government

authority and resources to barge into everyone’s lives every day to keep them from consuming

sugar would reduce a nation’s standard of living more than permitting its existence.The war on

drugs is a real-world example. According to whitehouse.gov, the United States government

spends $30 billion every year trying to reduce drug use.1 A significant part of that money is



spent sending people to prison for minor offenses such as marijuana possession.There is

much we could do with $30 billion besides interfering with people’s lives. We could use it to

reduce poverty, improve our infrastructure, or increase scientific research. Those would be

better ways of combating drug abuse anyway. Systemic issues like poverty and inequality are

the real causes of addiction, gun violence, and every other societal ill.Banning freedoms, even

if they have the potential to be abused, requires that a government impose its will on

individuals that are usually minding their own business, and to do so with people’s tax money.

That causes all sorts of problems, in addition to being a massive waste of resources.There are

better ways of minimizing social ills that don't require controlling what people can and cannot

do with their personal lives.For instance, there is nothing wrong with trying to prevent drunk

driving. But banning alcohol in the privacy of the home would be a restriction on personal

freedom. It would, therefore, reduce a nation's quality of life, even though a percentage of

people that drink at home will also drive drunk.The solution is to reduce drunk driving without

abolishing the freedom to drink at home. There are all sorts of ways to do that, even if none of

them are perfect. Someday self-driving cars will help with this and should be encouraged.

Reducing poverty and inequality would also curb alcohol abuse. We know that because it's a

bigger problem in poor neighborhoods. Alleviate poverty, and society cuts down all other

problems associated with it.The right to consume sugar should not be banned either, even

though some parents feed their children too many sweets, giving them diseases. There are

better ways of reducing sugar abuse without banning it or artificially increasing its price via a

consumption tax. Alleviating poverty would help the most because being poor is strongly

correlated with obesity.If a nation wants to reduce petty crime and self-harm, the most efficient

way to do that is to spend its time and resources improving the standard of living of its people.

Expending time and resources in any other way is suboptimal at best, and counterproductive at

worst.Perhaps the most important freedom is the freedom of speech, especially the right to be

offensive. If a government becomes tyrannical, or if a corporation engages in harmful behavior,

people need the freedom to criticize. They need the right to be offensive.The reason China, for

instance, isn’t a full-fledged democracy yet is that the citizens there don’t have free speech. If

anyone says something critical of the government, it censors them.For a historical example,

the Founding Fathers often wrote offensive articles criticizing the British Empire. This was

before the Revolution. The British tried to censor them. Had they succeeded, the United States

wouldn’t have been founded. The colonists wouldn’t have rallied against the Empire or known

what was going on. The Founders made it clear that freedom of speech, especially the right to

be offensive, is necessary for a nation to have a high standard of living.The problem with

banning offensive speech is that it’s one step from banning criticism against a misbehaving

government or corporation. Unwarranted speech must be permitted because what is and isn’t

warranted is subjective.Banning freedoms, even if the intention is good, tends to cause more

harm.Standard of living is not just happiness. A person can decide to be happy even if he or

she has a poor quality of life. A prisoner in solitary confinement or a homeless person can

retreat into their minds. A decent standard of living is more than choosing to be happy under

adverse circumstances. It’s about having tools and opportunities to do things with one’s life.

Fortunately, that tends to make people happier.The key to improving society’s standard of living

is to create as many resources and opportunities as possible. That means producing more

goods and services and in a sustainable manner. It also means ensuring that everyone has the

freedom to do what makes them happy as long as they aren’t harming others. Or if the damage

of their actions is less than the harm caused by banning their activities.It’s also important to

make sure that as many people as possible are benefiting from the goods and services



produced in society. A nation cannot have an optimal standard of living if most of its wealth

goes to a rich minority.Unfortunately, in many countries, the same people that produce most of

the wealth—the working and middle classes—end up with the smallest share.More on that

later.Chapter 2Money, Wealth, and ValueWealth is goods and services, as well as property

such as land, stocks, bonds, buildings, etc. Wealth is our basic material needs and other

assets. Wealth gives us opportunities not already provided by human rights.Then what is

money? When thinking about how to improve our quality of life, having more money is usually

the first thing that comes to mind.More importantly, why is money necessary? What would

happen if it didn’t exist? Or if we replaced it with some other method of allocating resources

such as barter, rationing, or a reputation system? What would happen if society allowed people

to consume whatever they want, as much as they want, and whenever they want—like a 24-

hour free buffet?This chapter explains what money is and why it’s a useful economic tool.I’m

aware of two modern movements that are skeptical of the need for money. The Zeitgeist

Movement, founded by Peter Joseph, and the Venus Project, founded by Jacque Fresco. I have

studied both movements extensively. Though I disagree with some of their arguments, they

nevertheless had an influence on me because of their singular focus on improving world living

standards.The thesis of both movements is that the abolition of money and the profit motive

would end scarcity, environmental degradation, and inequality.In this chapter, I explain why

that’s incorrect. Money is an accounting tool that makes the creation and allocation of wealth

easier than it otherwise would be. There is no way to know that unless one understands what

money is and what it does. Without such understanding, it’s easy to believe that money is an

illusion.Here’s an example of the money-is-an-illusion argument: If a handful of people trapped

themselves on an island, the currency in their wallets would be useless. That must mean

monetary systems are pointless.This is an example of a specious argument. It seems

obviously correct on the surface, but it’s wrong upon further inspection.There’s a big difference

between an island of a few people and a sophisticated civilization. Even so, small island-tribes

throughout history did use currency—just not in the form we’re used to today. Examples include

shells, beads, jewels, arrowheads, pelts, rai stones, dolphin teeth, and more.1 2 Money has

always existed.People used barter of course, just as they do today. But it was never the primary

means of exchanging goods and services in any sizable civilization.That doesn’t mean money,

as we think of it today, will always be in use. In fact, it wouldn't surprise me if people a century

from now pay little attention to money. In this sense, the movements opposed to money might

have been correct in a manner of speaking.But currency will always technically exist, even if

we achieve true abundance and rarely check our bank accounts.Money Is Proof of WorkWealth

is resources, products, services, and various forms of property such as land and business

assets.But money isn’t wealth. It’s permission to obtain it. It’s an IOU redeemable for goods and

services. Money is evidence that people provided labor and produced things. As long as it’s in

their possession, they haven’t yet redeemed it for things they want.What makes money

convenient is that individuals can redeem it for any good or service.By contrast, in a barter

system, if a person wants a commodity, such as food from a farmer, he had better have

something to trade that the farmer wants, or he will go hungry.But in a monetary system, the

farmer will always take currency because he knows he can use it to get goods and services

that he wants.Money is also small, easy to store, and won’t spoil.In a barter economy,

everyone must become hoarders to improve the odds that the people they’re trading with will

want something they have. Also, how does someone store services to exchange later,

especially since individuals aren’t proficient at every form of work?An IOU (money) allows you

to do precisely that. It’s a statement that says, “I provided a service to the economy. This



currency is proof of my contribution, and therefore, proof that I’m entitled to

compensation.”Moving products around and making sure people get what they want is difficult

in a barter economy. People want different things, and they don’t want to store a bunch of stuff

to increase the odds that they have something to barter that sellers want.It’s much easier if

everyone agrees that a particular thing has value that everybody can use in common.No

sophisticated civilization ever used barter as its primary means of exchanging goods and

services. It would have been impossible. Small tribes could get away with using barter more

often, but not civilizations. For evidence, I recommend the early chapters of Debt: The First

5,000 Years by anthropologist David Graeber.Imagine you lived in a nation that only used

barter. You would have to decide which things in your house you must give to the local

supermarket in exchange for food. What happens when the store doesn’t want any of the

things you’re offering? How does it determine the value of your possessions? What if you’re

starving and the supermarket knows this and demands your computer in exchange for a loaf of

bread? You would have to repeat this ordeal every time you went shopping.Implementing a

barter system today would result in the collapse of civilization. It’s too inconvenient. There are

better methods of exchanging products, and money is among the most practical.Currency has

been around as long as civilization. The Sumerians invented writing to keep track of all the

labor, buying, and selling that took place. They used documents as money.Here’s how it

worked:When someone did labor for an employer in ancient Sumer, the business owner would

write a document saying, “I owe you X amount of grain for the work you did.” The laborer could

use it to redeem that amount of food, or use the IOU as money to buy other things. It had value

because it was proof of work. The government said these documents were legal, which

legitimized their value.The buyer would say to the seller, “My employer owes me X amount of

grain for labor that I did for him. Here’s the contract to prove it. How about I give you this

document in exchange for what I want to buy from you. Just go to my employer and hand him

the IOU. He will give the grain to you instead of me. Or you can trade this IOU to someone else

in exchange for something you wish to buy from them.”The seller would then say, “Ah, I see

your employer owes you X amount of grain. Well, I don’t want grain, but I’m happy to take that

document because it has value. I like that it’s small, and I don’t have to worry about storage or

spoilage. I’ll give you Y amount of vegetables, wine, and clothing for it. If you want other things

instead, let’s bargain.”Money works the same way today, except it no longer represents IOUs of

particular goods and services. Instead, currency signifies IOUs of products in general.Today,

the employer tells the employee, “When you agreed to this job, you accepted that you would do

about $1,000 worth of labor for me each week. The week is over. Take this $1,000 and you can

buy roughly that much in goods and services with it.”If the employee feels she does more than

$1,000 per week of labor, she can request a raise or find another job that pays better.Through

the price system, people have a rough idea of what $1,000 will buy. Instead of $1,000 being an

IOU redeemable for one thing only, it can be exchanged for anything worth that much. In other

words, you can use $1,000 to buy X amount of bread, Y number of iPhones, or Z amount of

gasoline.Having more money means more goods and services are redeemable. It also means

more work has been performed in the economy. Put another way, if you earn more money, you

can buy more things. This also means you put in more hours of work, or that you labored the

same number of hours, but the work you did was more valuable to the economy. For example,

a doctor may work the same hours as a fast food worker, but the doctor is paid more because

he or she adds more value to the economy. (I define “value” a little later.)Prices of things

change of course. That’s because scarcity changes over time.Discovery of new resources,

inventions, and competition tend to reduce prices.Resources can also become scarce. Scarcity



can be genuine, or it can be the result of bad policy. Sometimes one or two companies will take

over an entire industry and squeeze out smaller businesses. Then they’ll raise prices, which

causes artificial scarcity. Or the government might inject too much money into the economy,

causing inflation.Prices rise and fall for various reasons. But we all have a rough idea of how

far our money will go at the current time.The price system is better at approximating the actual

value of products more than people appreciate. Businesses and consumers are always

bargaining. Customers want the lowest prices possible, and companies want the reverse. This

results in prices that represent the real value of each product. But this is only true if the market

remains free and competitive. Otherwise, prices will be unfair.Money can also be permission to

consume resources now for the promise of providing work later. That’s called a loan. Today, we

pay off loans with money rather than doing labor for the lender later. But that money is earned

by doing work for someone else or by selling something of value. When you pay a loan, you’re

giving the lender formal permission to consume resources that you would’ve otherwise been

entitled to for the work you did for your employers.No matter how you look at it, money

represents labor that individuals perform. How much money people have is evidence of the

amount of work they did and the value of that labor as determined by the market.This is after

adjusting for market manipulations such as excessive inflation, monopolies, and other crooked

practices.Money Tallies ResourcesMoney also tallies goods and services. Every time an

individual or business produces something, money is usually involved. Remember, it’s proof of

work.Resources are finite. Some more than others. Not everything takes the same amount of

time, energy, and effort to produce. Nor does everything exist in equal abundance. That’s why

some goods cost more money than others.Some things are free because of abundance.

People don’t count the molecules of air they breathe because there’s no shortage of it. There’s

no reason to do work, to save money, to buy air. It isn’t scarce. However, if we lived on Mars in

enclosed shelters with limited oxygen, then it would cost money.If there were infinite natural

resources and people didn’t have to work to produce things, there would be no need for money.

Currency is necessary as long as there’s scarcity, and as long as performing labor takes a

noticeable amount of time and energy. But there’s no reason to ration things that are as

abundant as air and sunshine.As long as some resources remain limited, there needs to be a

way of keeping track of and allocating them. That’s what money does. Something expensive is

usually scarcer or takes more time and energy to produce. Or it may require a lot of intellectual

work, which is why, for example, a doctor gets paid more than a fast food worker.Take bananas

for example. If the government controlled prices and mistakenly thought bananas were as

abundant as grass, then their price would fall to a penny per bundle. Hoarders would quickly

buy all the bananas. You wouldn’t be able to find them at the store anymore.The only way that

wouldn’t happen is if bananas really were as abundant as grass. They could be sold for one

cent per bundle without disappearing.Suppose society pretended everything was as plentiful

as air and sunshine. If the price of everything fell to free, it would be much worse than Black

Friday, and every day of the year. Floods of people would empty the store shelves within a few

days.The only way that wouldn’t happen is if everything really was as abundant as air and

sunshine. It would be impossible for people to hoard everything, just as it’s impossible for

people to breathe all the air and soak up all the sunshine.Prices prevent a handful of

individuals from taking everything. A product with a high price tells the consumer, “This product

required scarce resources and a lot of time and energy to produce. If you want it, you’re going

to have to work hard and earn money.”Money is proof of work, giving the consumer the right to

acquire things that also took labor and resources to produce.In a free market, the prices of

things are proportional to the amount of work involved in their production. Work is the amount



of energy and resources it takes to produce something, and how much intellectual effort is

involved. Goods and services that require a lot of work to create are more expensive.Lowering

the price of everything to free or getting rid of money and all other forms of rationing would be

a disaster. It’s the equivalent of saying that nothing requires work to produce because there’s

an infinite amount of time, energy, resources, and human capital. That’s mathematically

incorrect.Setting up an economy so that everything has the price tag of air and sunshine

creates far more scarcity than rationing limited resources with money and prices. Pretending

scarce resources are as abundant as air and sunshine is far more illusionary than the

supposed illusion of money.The only way to make goods and services less expensive is by

increasing abundance. Less money is needed to buy products that require less work and fewer

resources to produce. Especially if the market is free and competitive.Note that when I say it

takes “less money,” I mean it requires less money as a share of one’s income.Inflation causes

prices to rise over time because more money is added to the economy. The amount of money

increases because the population grows, more goods are produced, and governments create

more money for new programs.But wages also tend to rise when there is more money in

circulation.To determine if a product is becoming cheaper over time, you must look at what

percentage of people’s incomes are spent on it compared to the past. Watching the price of

goods in dollars over time is meaningless because of inflation.Take food for instance. Food is

less expensive today than it was in the past. Specifically, people spend a smaller share of their

incomes on food than they used to according to the United States Department of Agriculture.3

In 1950, the average person spent 21% of his or her income on food. This fell to 14% in 1975.

Today, food costs 10% of the average person’s income.Food prices increased over the years in

total dollars because the government printed more money into circulation. But the real cost of

food (as a share of income) has been falling since the Industrial Revolution.In 1950, the cost of

a gallon of milk was $0.68 according to the Courier & Press.4 That is equal to $6.78 in 2016

according to the Bureau of Labor Statistic's Consumer Price Index. Today, a gallon of milk

costs about $3.30. After adjusting for inflation, the price of milk has dropped by more than half

since 1950.In 1950, a half-pound of frozen green beans cost $0.24.5 That’s equal to $2.39 in

2016 according to the BLS CPI. Today, Walmart sells Great Value frozen green beans for

$0.082 per ounce. That's $0.66 per half-pound; a fraction of what it was in the mid-20th

century.In 1950, one pound of cabbage cost $0.06 per pound.6 That's equal to $0.60 in today's

money according to the BLS CPI. Today, one pound of cabbage costs $0.40 according to the

United States Department of Agriculture.7 That’s one-third less.In 1950, the average

household income was $3,210.8 That's the equivalent of $32,000 in 2016 according to the BLS

CPI. Today, the typical household earns $54,000 according to the US Census Bureau.9 (Note,

however, that the average income statistic doesn’t factor inequality, which I’ll discuss

later.)Some things are more expensive today than they were in the past. Even some foods. But

as a percentage of total income, the prices of most things have fallen. Especially food.Food is

cheaper than ever because it’s cheaper to produce, and there’s more of it. Growing food used

to be so inefficient that in 1870, 50% of the US population had to have agricultural jobs to feed

the country.10 And, as I pointed out, food was much more expensive.As better farming

machines entered the market, the number of people needed to produce the same amount of

food as before plummeted. Farming technology continued to improve. It now utilizes electric

motors, computers, GPS, genetic engineering, and even autonomous robots. Now just 1% of

the population is employed in agriculture according to the CIA World Factbook.11 That’s

abundance.Nutrition improved too because malnourishment has been declining for a long

time.Our problem now is that we have so much food, it’s easy to become obese.But contrary to



popular belief, there’s just as much healthy food as before. It just takes more effort to find

because there's so much processed stuff too. But anyone with minimal determination and

common sense can find cheap, healthy food. The examples I cited earlier were nutritious

foods.If food is getting cheaper, why do people complain about how expensive it is?Because of

human psychology. People always notice scarcity, no matter how small. They also tend to

notice a price increase of one particular food item, but not notice price decreases of several

others. This hypersensitivity helps them find ways of creating more abundance. It’s an

evolutionary survival strategy. Even if the price of food came down to 1% of the average

person’s income, people would still complain about how overpriced it is.Scarcity is not declining

for every type of product. But it is for food. At least for now. Improving technology increases

efficiency, which decreases the amount of time, energy, and resources needed to grow food.

That's why prices have been falling since the Industrial Revolution. Prices always go down

when there’s more abundance.But if we depleted the world’s supply of phosphorous, a

necessary nutrient for crops, then the price of food would skyrocket. So we need to be careful

and focus on sustainable development.As of this writing, the price of beef, and therefore

burgers, is increasing faster than the rate of inflation. That's because cattle are increasingly

uneconomical due to unsustainable farming practices.The cost of many other food types might

skyrocket in the coming years for the same reason. The trend of declining prices might reverse

in a big way. The agricultural industry needs an overhaul, which I discuss later.Anyway, the

point is that prices correlate with scarcity and labor.If there’s enough abundance for a product,

it’ll take almost no money to acquire. For example, the Wikipedia is “free” because it takes little

time and effort to create articles and spread them to many people.I’m not saying it doesn’t

require work. I’m saying it takes significantly less labor and resources than it would have, say,

50 years ago. The reason is better technology.Wikipedia still needs money, and some

individuals are getting paid. But the money involved is small compared to how many people

use it. Most of us no longer have to pay money for a quality encyclopedia.A few generations

ago, it would have cost fortunes to own a moderate-sized encyclopedia. Today, most people

have more information at their fingertips than entire governments did a couple decades ago.

And most information today is practically free. But technically, it still costs a little bit of money,

and someone always pays.For another example, low-end computers will become virtually free

in the near future. The cost of creating them continues to fall. But technically, a barebones

computer will always cost money, even if it’s only a few cents. That’s cheap enough that most

consumers may not have to cover the cost in the future. A charity might be willing to foot the

bill, which will be easy to do when low-end computers become cheap enough.Similarly, most

readers of Wiki articles don’t pay for them. But the Wikipedia is cheap enough that it takes a

mere fraction of the population to sustain it. A handful of donors is paying for everyone else’s

privilege to use the encyclopedia. There are those that donate money, and there are editors

that pay with their time.Most things aren’t truly free, and some things take more effort to

produce than others. That’s why currency exists and why different products have different

prices. Most of the things we believe are free are actually just cheap enough that other people

are willing to foot the bill. Somebody somewhere is always paying for human-made goods and

services. Even those labeled “non-profit.”Only better technology, ample resources, and good

policy can create more abundance. Fortunately, there doesn’t appear to be a foreseeable limit

to how much technology can improve. And we can always improve our policies.Price System

vs. Other Types of RationingIn theory, a government could ration goods to consumers instead

of using money. It would measure and allocate X amount of chicken, Y amount of bread, Z

number of oranges, etc. It would keep track of the quality of goods too. For instance, some



people would receive better-functioning computers than others. Some would get fancier cars

and bigger houses. Some would receive better medical treatment and get a higher quality

education. And so on. This must be true because not every product and service exist in equal

abundance.Such a rationing system is inefficient. It’s difficult for bureaucrats to know the

scarcity of each type of resource, determine how much of each product to give everyone, and

decide which individuals should receive the best quality goods.Furthermore, bureaucratic

rationing restricts people’s freedom to produce and sell things at prices they think is fair for

their labor. It destroys the incentive to make profit, so individuals are less likely to innovate and

work hard. They don’t care as much about the quality of the products they make, and they’re

less likely to invent new things.It’s not that the only thing people care about is profit. Most just

want to have some control over the compensation they feel they should receive for their hard

work.Also, consumers want the right to vote with their money. They want the freedom to say, “I

don’t like this brand of apples. They’re infested with worms. I want this other brand of apples

instead. They taste better.” In a rationing system, people often don’t have that choice.

Government bureaucrats give them what they think they deserve, produced by people who

have no reason to care about the quality of their products. If consumers don’t like it, tough

luck.State rationing also removes competition between businesses. There are no longer many

firms competing fiercely with each other to produce the highest quality products at the lowest

prices.By contrast, in a free market, companies do this naturally because they want to attract

the most customers. But if businesses no longer have any control over their compensation—

because everything is rationed by the government—then the incentive to do better than the

competition disappears. Innovation and quality disappear with it.Communist nations tried

rationing during the Cold War era. They used rationing notes, which had the appearance of

money but weren't. There were no prices, profits, or bargaining. The system didn’t work.

Without a profit motive or competition between businesses, producers had no incentive to

innovate. They had no desire to create new types of goods at low costs to attract customers.

They had no reason to be efficient with their time and resources or to employ competent

workers who knew what they were doing.A government institution cannot go bankrupt in the

same way a business can. It doesn’t care if it’s producing inferior products that people don't

like. There’s no pressure to use the least amount of resources, time, and energy throughout the

manufacturing process. Being innovative and efficient is irrelevant because the government

isn't competing with anyone.Money and prices already do a good job of keeping track of

scarcity. Producers and buyers are always bargaining with each other via supply and demand.

The result is that prices represent the degree of deficiency for all products. Things that are

scarcer will cost more money. Things that are more abundant will cost less. That makes sense,

and it’s more efficient than having bureaucrats try to keep track of everything. As a bonus,

individuals have a say over the types of goods they want and at what qualities. They have the

power to vote with their money.In other words, the price system lets people know how scarce

everything is, and it gives them more flexibility over how to get the goods and services they

want.But under a rationing system, it’s difficult to keep track of how scarce everything is. There

are millions of products. Bureaucrats can't keep up.It's much easier to let consumers bargain

with businesses and vote with their money. It’s better than rationing because scarcity is

determined automatically and in a democratic way.Rationing results in wonky “prices” for

things. In such economies, it was common to see something like pencils cost the equivalent of

$40 each in rationing tickets. Or cars that cost little more than pencils. In one town, the price of

something might be a hundred times more than in a neighboring town.The reason for this is

that bureaucrats were trying to determine appropriate degrees of scarcity in each location for



millions of different goods. It was a nightmare.The price system under a free market economy

is infinitely better at determining scarcity and allocating resources. And it works automatically

and democratically. Consumers won’t buy from bad businesses. Only firms that are the most

innovative and that produce goods at the highest qualities and lowest prices will

succeed.However, the market must genuinely be free for the price system to function properly.

If it isn't, then it can be just as bad as a communist regime.Computers might be able to ration

every type of good and service better than bureaucrats. But that too would be inconvenient.

The government would have to attach meters to every tool of production and to every worker.

These meters would measure how many resources are consumed and how much energy is

expended to produce everything in existence.Even if that could be achieved, how does a

software program measure intellectual effort? How does it determine that a doctor’s profession

is of higher value than a custodian’s? And by what ratio? How does it know which employee is

trying his or her best, and which is working at a fraction of his or her full potential?Putting

computers in charge of allocation doesn’t solve the incentive problem either. People like having

a say over the value of their work. If computers told producers to give away the fruits of their

labor for a pre-programmed reward, they would be less inclined to innovate and produce better

products.Producers want to have some control over the compensation they feel they should

receive for their labor. And consumers want to have some say over how much they think things

are worth. Only money and prices can give that.In a genuinely free market, prices reflect the

actual amount of energy and intellectual effort that goes into producing things and the degree

of scarcity of their components. No bureaucrats, meters, or complex algorithms are required.

And people have a say over what they give and what they get.Money isn't limiting. It's actually

quite liberating. Technically it too is a rationing system, but money is also a voting mechanism.

It's a way for people to vote on what is scarce and what isn't. It's a way to vote on which

producers are efficient and which are inefficient. A business that can’t produce things efficiently

will have a higher cost of production and will have to charge higher prices. Consumers won’t

buy from that company because its prices are high. If the firm can’t innovate and bring down

the cost of production, it’ll be replaced by businesses that are more inventive and efficient.

That’s a good thing!Free markets reward innovation, creativity, efficiency, and hard work.

Companies that don’t have these qualities must charge higher prices to make up for their high

cost of production. If they don’t do better, they’ll be weeded out by businesses that are more

innovative and productive.This is why capitalist countries are always much richer than

communist ones.None of this is to say charity doesn’t exist or isn’t important. The open source

movement is an example of charity that has had an enormous positive impact on the world.But

charity isn’t the result of a moneyless economy. It’s the result of abundance created by a

market economy. The more wealth there is in society, the more can be generated by

volunteerism alone. I return to this subject later.It’s worth noting that—even in a capitalist

system—the government creates some goods and services, and not for profit. The police force

and public education are two examples. But employees of these institutions earn money for

their labor like most other people, and they spend it in the market like everyone else. Also,

most of the tools of public institutions—the buildings, clothes, textbooks, computers, cars,

electricity, machinery, etc.—are created by the private market.I’m not saying central planning

can’t work under any circumstances ever. A space station, for instance, is centrally planned by

bureaucrats and technicians.All I’m saying is that forcing everyone to live under a centrally

planned economy never turns out well. If people want to voluntarily enter an arrangement

whereby they are centrally governed, they should have that choice. But banning everyone from

having a say over their compensation, making money and private property illegal, and



depriving individuals of the right to vote (with their money) on which products they want is

counterproductive.It’s not so much central planning or the absence of money that’s bad for

society. It’s the use of force over what people can and can’t do with their lives that does the

most damage. Saying that someone doesn’t have the right to make profit for their work is a

form of control. It’s why most communist nations had to have authoritarianism to impose such

restrictions.Inflation Doesn’t Create WealthInflation happens when prices rise faster than

personal income. If you go to the store tomorrow and see that the price of milk has doubled,

that’s inflation.It has a few causes.The first is increased scarcity. Businesses need resources to

make goods. If supplies become scarce, it’ll cost firms more money to make things. They’ll

charge higher prices to compensate.The second cause is artificial scarcity, which is the result

of bad policy. Suppose a business acquires low-cost supplies from another country. If the

government bans trade with that nation, then the business will have to buy components from

somewhere else at higher prices. The cost of production will go up and so will

prices.Monopolies also cause artificial scarcity. If a big company destroys most of the

competition, it can get away with charging higher prices. It knows customers can’t do anything

about it.A government can cause artificial scarcity by taking over an industry, which is another

form of monopoly. Like any other monopoly, a government doesn’t compete for customers. It

doesn’t have to innovate, use resources efficiently, or produce high-quality products. Its

customers must keep coming back because there are no competitors for them to turn to.To

recap, two causes of inflation (higher prices) are actual scarcity and artificial scarcity.The third

cause of inflation is printing too much money. Specifically, printing money at a faster rate than

new goods and services are created. That’s the focus of this section.When the amount of

money a government creates exceeds the number of goods and services produced, it takes

more money to buy the same products as before. In other words, inflation is when too much

money is chasing too few goods.To illustrate, suppose hundred-dollar bills started raining from

the skies. Trillions of dollars covered the country's landscape. Would this extra currency make

people richer? No. The addition of that extra money didn’t accompany a similar explosion of

goods and services. One would not be able to acquire millions of loaves of bread with his or

her new money. Rather, the price of each loaf would rise by millions of dollars.There is a finite

number of goods and services produced at any given time. Injecting more currency into the

economy without also increasing the production of goods just means there’s more money

relative to the number of things to buy.Here's a less extreme example:Suppose the government

prints 100% more money into the economy, but the total number of goods remains the same. If

that happened, prices would double. That’s a 100% inflation rate.However, if the government

injected 100% more currency into the economy and the number of products doubled, then

prices would stay the same. That’s because there are additional goods for people to spend that

extra money on. The nation would be twice as wealthy as before. In other words, the average

person would have twice as much income and could buy twice as many goods and services for

the same prices as before.When a society creates more money without also increasing the

total number of goods produced, it forces businesses to charge more for their products. They

would go bankrupt if they didn't.Why?Consider this: Suppose it takes a basketful of pennies to

buy a basketful of groceries. If one-hundred-dollar bills became as common as pennies, then it

would take a basketful of one-hundred-dollar bills to purchase a basketful of groceries and a lot

more pennies than before. If businesses didn’t raise prices in response to a massive increase

in the money supply, then a handful of people could buy out the companies with their penny-

common one-hundred-dollar bills. You’d be able to buy everything in Walmart with a few

basketfuls of pennies.Businesses must raise prices in response to increases in the money



supply, or people would buy all their goods with devalued currency.Put another way, a large

increase in the money supply makes the currency less valuable. Businesses know this, so they

compensate by charging higher prices.Theoretically, injecting new money into circulation

wouldn’t be a problem if both wages and prices rose at the same rate, even if the number of

goods produced stayed the same. A $10,000 sandwich wouldn’t be so bad if everyone received

10,000 times more income.However, when the government creates too much money too

quickly, wages of ordinary citizens rarely rise at the same rate. Most of the created money goes

to banks and wealthy individuals that own large quantities of stocks and bonds.Printing

massive amounts of money can benefit some of the most powerful banks in the short-term,

and may even stimulate the economy temporarily. But it harms the financial industry as a

whole.Here’s why: People and businesses take out loans and pay them back later. If, while

loans are in effect, the government keeps injecting money into the economy, the money that

banks receive back will be worth less.Suppose a business takes out a $1,000,000 loan, and

the nation’s money supply doubles afterward. When the company pays back its loan, the bank

will only receive $500,000 worth of currency (plus interest). That’s because the additional

money printed into circulation made each dollar worth half what it was before.Inflation harms

international trade too. Investors won’t risk starting businesses in countries with unstable

currency.It’s easy for nations to stabilize their currency. Stop printing so much.In some

instances, new money can be used to create real wealth without causing inflation. It’s risky but

possible. A government can print a trillion dollars into circulation, but if it uses that money to

hire people to, say, build a 21st century infrastructure, complete with ample renewable energy,

then that country may not experience inflation. A good infrastructure is likely to generate more

wealth than the cost of building it. Look at the economic benefits of the interstate highway

system for instance.The Apollo Program was another example of government money well-

spent. It led to the satellite system.But the government doesn’t always make good investments

with newly created money. When that happens, a tremendous amount of resources is

squandered on something that didn’t pan out. Inflation occurs from the excess money in

circulation.Because of the risks, it’s better to add money slowly, to replace that which has been

lost or destroyed. It’s safe to add a little more for public projects that are almost certainly worth

it.Citizens should be allowed to vote every time a government wants to spend money on a big

project. If the people approve of a spending measure, there’s a good chance it’ll be worth

it.Governments can fund things with existing tax money, which doesn’t cause inflation. That’s

because tax revenue re-enters the economy. The government hires people to build things, and

it buys supplies from businesses. Workers and firms spend that money back into the

economy.Still, a government needs to be careful how it spends tax revenue. Wasted

investments always hurt the economy and slow progress.It’s okay to print new money if at a

reasonable pace. Slowly injecting currency into the economy can boost confidence and

encourage investment. Wages have time to catch up. Banks can make adjustments for inflation

when granting loans if the inflation rate is low and predictable.DeflationDeflation is a fall in

prices. There are two types.The first happens when businesses create more goods and

services than the amount of money put into circulation by the government. This kind of

deflation is fine.For instance, suppose better technology made food cheaper to grow and the

food supply doubled. If the money supply stayed the same, then the cost of food would halve,

especially if several farmers were competing. However, the food supply might not double if the

country was already well-fed. Either way, if the cost of producing food fell by half, then prices

would too.If a fall in prices is preceded by an increase in abundance, that’s always good.What

about the farmers, who would charge lower prices because food is cheaper to grow? Wouldn’t



they lose profit? Wouldn’t some of them lose their jobs?Some might, but net unemployment

shouldn’t go up. If food were cheaper, society would be richer. The farmers that lost their jobs

would find other types of work. Nations would be better off because less of people’s income

would be tied up in food, and less of humanity’s time would be spent growing it. People would

invest their surplus time and wealth in new things. Things that wouldn’t have been possible to

invest in beforehand because so much time and money was spent growing expensive

food.Consider that 70% of the population was tied up in farming centuries ago. As food

became cheaper, prices fell. Fewer people needed to work to feed the population. A lot of

farmers lost their jobs, but that was a good thing! The world is much better off now that food is

cheaper and not as many people have to farm anymore. Humanity is free to focus on creating

new forms of wealth that wouldn’t have otherwise been possible if everyone was tied up in

farming.Let’s consider another example. Suppose the average price of medicine fell by 90% in

the United States. Why? Maybe better technology. Maybe a new generation of advanced

robots. Or maybe the Chinese are producing pharmaceuticals at a fraction of the cost. The

reason doesn’t matter. (Assuming the Chinese could produce medicine at such a low cost, it

wouldn’t be bad for them if doing so resulted in a higher average wage than they had before.)In

this example, would some employees in medicine manufacturing companies lose their jobs?

Possibly, but net unemployment shouldn’t go up. If medicine were so cheap that it was

practically free, it would mean people have more income with which to invest in other things.

Maybe they would spend their surplus money on emerging technologies like self-driving cars,

nanotechnology, or artificial intelligence software. Maybe more money would be diverted

toward the invention of and construction of interstellar starships, asteroid mining robots, or the

colonization of Mars. Maybe the surplus income would be diverted toward better educational

institutions or the development of new forms of renewable energy.The point is, if a product or

group of products become cheaper, people can divert the time and money they save toward

things that wouldn’t have otherwise been possible before.To reiterate, the first cause of

deflation is an increase in abundance. Products become cheaper to create, so prices fall.

When things become inexpensive, everyone gets richer, and society can focus on creating new

forms of wealth.The second type of deflation occurs by taking money out of circulation. That’s

bad. When the money supply shrinks, it becomes scarcer. Individuals and businesses find it

increasingly difficult to scrounge up enough money to carry on with their activities and pay off

debts. They hoard money because they know it’ll be harder to obtain in the future. This causes

more deflation. Companies won’t have enough money to pay their employees’ full salaries.

Layoffs will go up.Shrinking the money supply harms the financial industry too. If, after banks

grant loans, a bunch of money is taken out of circulation, it’ll make paying off debts difficult.

People won’t be able to find enough money. Debtors will default. Lenders will go bankrupt

because borrowers aren’t paying their loans. Families and businesses will have a harder time

borrowing money.Suppose someone takes out a loan of $10,000. If the money supply shrinks

by half, then $10,000 is now worth $20,000. The debtor now must pay back $20,000 worth of

currency plus interest.By contrast, creating more products without changing the money supply

results in lower prices without making money scarcer. People still have the same amount of

money as before, but they can buy more with it. That’s good. It means the nation is wealthier.

This type of deflation doesn’t hurt businesses either because the materials they need to make

things is cheaper. They already found ways of making things less expensive beforehand due to

improvements in technology or methodology. That's why deflation occurred in the first

place.Take computers for example. They’re getting cheaper all the time while growing in

capability. Per dollar spent, computers are about 50% more powerful every year on average.



That means you can buy a machine that is 50% better for the same price one year from now.

That’s a 50% deflation rate. But this type of deflation is caused by making computers cheaper

to manufacture rather than taking money out of circulation. That’s great. It means more wealth

has been added to the economy.But deflation caused by taking money out of circulation is bad.

It can cause a recession or worse. Immediately after the stock market crash of 1929, the

Federal Reserve took one-third of the nation’s currency out of circulation, believing inflation

was the problem.12 Families and businesses needed cash more than ever. Those in debt

found it even harder to pay off loans because money was disappearing. They defaulted. Banks

went bankrupt too because no one could pay their loans. Because money was suddenly

scarce, businesses had to cut wages and lay off their employees. Many went bankrupt. With

lower wages and unpayable debts, consumers couldn’t scrounge up enough money to buy

groceries. People starved.In summary, a stable money supply is ideal. Creating new currency

at a slow, steady rate is okay, and is probably preferable. In theory, new money can be used to

make investments and help grow the economy—assuming those ventures pan out. For that

reason, many economists recommend a small yearly inflation rate.Real Value of ThingsThe

value of anything is the amount of energy, time, and intellectual effort used to produce it.

Something that requires more of those things is more expensive.I’ll elaborate on these

terms.Energy is an amount of work performed. You can measure it in joules, barrels of oil,

calories, whatever. If something takes more energy to produce, it adds to its cost. For instance,

converting ocean water to drinking water is an energy-intensive process. That’s why fresh

water from lakes, rivers, and underground aquifers costs less.Time adds to the cost of making

things too. For example, fine wines take longer to make. That’s one reason they’re more

expensive than cheap brands.Scarcity has a significant impact on how much time and energy it

takes to produce things. Take diamonds for instance. Finding a diamond in the ground takes a

lot of time and energy because diamonds are scarce. Diamonds are more expensive than gold

because it takes more time and energy to find an ounce of diamond than to find an ounce of

gold. That’s despite the fact that gold has more useful applications, like in electronics. Gold is

more expensive than silver because it takes more time and energy to find and mine gold than it

does silver. Silver is more expensive than copper because it takes more time and energy to dig

up an ounce of silver than it does to find the equivalent of copper.If billions of diamonds were to

pelt the earth, then diamonds would no longer be more valuable than copper. Picking up

diamonds that fell from the sky doesn’t take much time and energy. But if copper were very

rare, and therefore more energy-intensive and time-consuming to find, then copper would be

more expensive than diamond.Did you know that aluminum used to be more expensive than

gold? According to Slate, “The French government once displayed Fort Knox-like aluminum

bars next to the crown jewels, and the minor Emperor Napoleon III reserved a prized set of

aluminum cutlery for special guests at banquets.”13Scientists eventually found an easy way to

extract aluminum from minerals, significantly reducing the amount of time and energy to

produce it. Aluminum is now so cheap we throw it away.If we ever invent easy ways to produce

diamonds and gold artificially, then they would become as cheap as aluminum.The value and

therefore price of a good or service is the amount of time and energy used to produce it, not

how useful it is. A loaf of bread takes little time and energy to make compared to a flagship

smartphone. That’s why bread is cheaper. Though food is necessary for survival, it’s less

valuable in the sense that it takes less time and energy to produce.I mentioned artificial

scarcity earlier, which is when something has a higher price than it should. Usually, this is due

to a lack of competing businesses. Communist countries had a big problem with that. Getting

rid of free markets resulted in such inefficiency that shoppers were lucky to find food on the



store shelves.This can happen in a supposedly capitalist economy too. Here’s a fictional

example:Suppose the oil companies pretended there was much less oil in the ground than

there actually was and withheld production. The price of oil would skyrocket because people

would think it was scarce. But it’s only scarce because the oil companies are withholding the

commodity.Another example of artificial scarcity is the prices charged by a monopoly. Suppose

there was only one automobile company in the world. Without competitors, this corporation

could charge higher prices for its vehicles. It wouldn’t bother investing money to improve the

quality of its cars either. That would actually be a waste of the company’s money. It can’t lose

customers to competitors if there are none.If a corporation has no competition, it has no

incentive to lower prices or improve its products. It has the opposite incentive. It knows

consumers have no choice but to buy from it. It’ll keep prices as high as possible while

reducing the quality of its goods. That’s how it’ll make the most profit.The strategy is the exact

opposite in a free market. With several competing businesses, the best chance a firm has of

making the most money is to invest in producing the highest quality products at the lowest

costs possible to attract the most customers.Anyway, another example of artificial scarcity is

the mistaken idea that a brand item—such as celebrity perfumes or luxury brands of clothing—

is more valuable than products that are just as functional but less expensive. Simply put, some

people are duped into buying overpriced things.Inflation also contributes to artificial scarcity. If

significantly more money is printed than goods produced, prices go up.Let’s move on.The third

contributing factor to the real value of something is the amount of intellectual effort required to

produce it. For example, a brain surgeon may expend the same amount of time and energy as

a fast-food worker, but the latter isn’t spending as much intellectual effort. It’s easier to learn

how to flip burgers than to be a brain surgeon. That’s why the brain surgeon is paid more. He or

she also had to attend school for many years, which required a significant investment of time

and money, adding to the value of the profession. Though food is necessary, and few people

require brain surgery, the fact that brain surgery is more difficult makes it more valuable. That’s

why it costs more.To recap, adjusting for artificial scarcity, the price of something is the amount

of time, energy, and intellectual effort required to produce it. This is based on the laws of

nature. The prices of things are not made up numbers and money is not an illusion.Policies that

prevent drastic fluctuations in the money supply, encourage a free and competitive market, and

prevent gross income inequality will ensure that the prices of goods and services are always

fair. Focusing on sustainable development is also important, which isn’t incompatible with the

aforementioned policies.Energy Powers Wealth CreationNo one can produce anything without

energy. The more you have, the more you can create.It takes time and effort to get energy.

That's true whether you’re building solar panels, wind turbines, or oil wells. If panels and

turbines are expensive to produce and they generate little power, then the prices of those types

of energy will be high. Similarly, if natural oil reserves become scarce, it’ll cost more money

and energy to find oil, and its price will soar.Everything requires power to produce. If energy

becomes scarce, prices will rise. If it becomes plentiful, prices will fall.Consider groceries at the

store. Energy is needed to power machines and workers to produce those groceries. Additional

energy is required to transport them. If fossil fuels, wind turbines, and solar panels were rare or

inefficient, there would be fewer groceries in existence because there would be less energy to

produce and transport them. Prices would be higher because the cost of production would be

higher. The cost of production would be higher because energy would not be as cheap and

abundant.Efficiency is also important—producing more in a shorter period while using less

energy and fewer resources. Improvements in technology and competition between many

businesses tend to result in greater efficiency.But efficiency is subject to diminishing returns. At



some point, no matter how efficient we are at producing things, we need more energy to do

more work, and therefore, create more wealth.Other than the effects of efficiency and policy,

less energy equals higher prices, fewer goods, and worse living standards. More energy equals

lower prices and increased productive capacity.Here’s the takeaway: Reducing our power

consumption would harm our quality of life. Anyone who says that humanity needs to reduce its

energy footprint is, therefore, advocating for reduced living standards. They are unwittingly

campaigning for an increase in poverty, ignorance, and death.History proves this point. There

would be much more poverty and suffering if not for the massive economic growth that resulted

from the discovery of fossil fuels. How do we know this? Because we know that having more

energy allows us to produce more goods at lower cost.Every country that has increased its

energy use has experienced economic growth, improved life expectancy, better education,

higher scientific output, more income per person, less crime, less disease, etc. Energy is the

ultimate enabler.Traditionally, when oil prices spiked, the economy suffered. A Forbes analysis

found that the United States’ recessions of 1973-1974, 1980-1981, 1991-1992, 2001-2003, and

2007-2008 were each preceded by a significant rise in the price of oil.14 Several recessions in

the United Kingdom from 1960 to 2008 were also preceded by surges in oil

prices.15Recessions have other contributing factors as well, such as bad policy. But one of the

biggest ones is when energy becomes scarce and expensive.When humanity develops cheap,

renewable energy, a major cause of recessions will be eliminated permanently.Oil production

cannot continue forever because oil is not an infinite resource. And some countries have more

than others, which allows them to jack up prices at will. Fossil fuels also cause global warming,

and they harm wildlife.Finite and unpredictable reserves of fossil fuels owned by cartels are

why prices fluctuate erratically, contributing to recessions. That and climate change are why we

should switch to renewable energy like solar, wind, and biofuel. They’re clean, abundant,

renewable, and scalable. They cannot be monopolized, and prices can only go down for

them.GDP Indicates Wealth and IncomeThe gross domestic product (GDP) of a country is the

total value of goods and services it produces every year. In other words, GDP is how big a

nation’s economy is.GDP is not the total amount of “stuff” produced. It's the value of everything

produced combined. The value of products is determined by how much they sell for on the

market. Add up the price of everything sold, and that’s the GDP.If a country’s GDP grows, it’s

either producing more goods and services, or it’s creating things that are more valuable. A

nation that provides spaceship parts would have a high GDP because spaceships are

expensive. That country would have a large economy even if it didn't make anything else.GDP

only measures goods and services produced in the private market, and some things made by

the government. It doesn’t factor volunteer work.However, volunteer work relies on goods and

services produced in the private sector. Non-profit organizations need money and supplies,

which they buy from businesses. Wikipedia, for instance, receives millions of dollars in

donations. That money is earned by people employed by businesses. So Wikipedia’s services

are paid for to a large extent. The organization buys server equipment from various firms and

employs people to conduct research—all of which are included in the GDP. The editors are not

paid; however, they must buy computers, internet access, an education, and other things

before they can create quality articles. All that stuff is included in the GDP. Furthermore,

businesses and self-employed individuals utilize the Wikipedia for research to help them create

products and services, which are included in the GDP.Here's another example:Making free

meals for the needy is not included in the GDP, but the ingredients, pots, pans, silverware,

electricity use, ovens, refrigerators, cleaning agents, buildings, transportation, etc. are. The

nourishment of free meals powers the muscles and brains of the poor individuals who happen



to have a job, allowing them to produce goods and services—which are included in the

GDP.GDP is still indicative of volunteer work, even if it doesn’t measure it directly. A society

cannot do as much volunteer work—in terms of total output by dollar value—without having a

high GDP. People need tools to do things. Tools are wealth.One criticism of GDP is that it

grows from destruction and waste. For instance, if someone gets in a car accident, people

must build a new car. The victim must be treated by healthcare workers. Lawyers might get

involved. These people are paid, and this supposedly adds to the GDP more than if the

accident didn’t occur.Incorrect. Auto insurance, health insurance, and taxes already pay for a

nation’s car accidents. They pay the healthcare workers, mechanics, and lawyers involved.

That may seem like an artificial boost to the economy, but don’t forget that accidents cause lost

productivity and resources. If accidents never happened, all the professionals that deal with

them would be producing other things instead, and without the loss of time and resources that

result from accidents.I’ll put it another way:Accidents take people out of commission for a

while, and they use up time and resources. Professionals repair the damage, which doesn’t

make up for the loss of productivity. If accidents didn’t occur in the first place, the professionals

could have been producing other things, which would add more to the GDP than damage

control. Also, the victims’ time and resources wouldn’t be lost if there were no accidents.Make

no mistake; if there were enough accidents in a country, its GDP would decline. The reason

being that insurance, taxes, and wages can only cover so many of them.If there were never

accidents, GDP would be higher. The professionals involved with damage control would be

doing other things, and without the loss of time and resources resulting from accidents.Here’s

another way to look at it: Take the total cost of all accidents combined. That number represents

what would have been added to the GDP had the accidents not occurred. Accidents are an

opportunity cost of wealth that could have been produced had they not happened.In other

words, accidents don’t add to the GDP, rather, a portion of GDP growth is deducted to cover

their cost.Another criticism of GDP is the fact that not everything produced is purchased. Not

everyone gets paid for the goods they make. Even if a product is never sold, money still had to

be spent to create it, which is included in the GDP.One might argue that there should be a

penalty to the GDP statistic for goods that aren’t sold because they are a type of waste. But the

GDP statistic already does that. Businesses that aren’t able to sell their products tend to go

bankrupt. Those bankruptcies negatively affect the GDP. Even if they don’t go bankrupt, firms

still lose profit if they have to lower prices and suffer a loss to get rid of their inventory. That loss

counteracts what would have otherwise been a positive gain in GDP from producing those

goods.Make no mistake; if a large enough number of businesses didn’t receive profit because

they failed to sell their products, the GDP would go down. Of course, it actually does go down a

tiny bit when some businesses don’t make profit, though not necessarily enough for the GDP

to dip into the negative. But if enough companies don’t make profit, a recession occurs.The

GDP statistic does factor waste. Like accidents, waste represents wealth that could have

otherwise been produced but wasn’t.Suppose you’re a potter (you make pottery for a living).

Think of yourself as a country with a population of one citizen. Suppose you’re clumsy and you

drop half the pots you make. Would that hurt your GDP? Yes, because you’re selling only half

the pots you otherwise would have if you didn’t have so many accidents and didn’t accumulate

so much waste. You could buy insurance or services from someone else to cover the damage,

but that still represents a loss of GDP. That other person must now waste their time doing

damage control rather than creating wealth of their own. Their damage control plus the limited

amount of pottery that you make is an amount of wealth that’s less than you creating twice as

much pottery and that other person producing something else. In the former situation, that



other individual is making up for your deficiency. In the latter situation, you don’t have a

deficiency, therefore, you and the other person can create more wealth in aggregate.This

example illustrates why accidents and waste do not add to the GDP. Even if they did, it wouldn’t

be nearly as much than if accidents and waste didn’t occur.Contrary to popular belief, too

much pollution also hurts GDP. Suppose, as a potter, you use poorly ventilated fire stoves and

dangerous chemicals, and you don’t dispose of your waste properly. Because of this pollution,

you die 20 years sooner than you otherwise would. Would this hurt your GDP? Yes, because

you’re dead, which means you’re not creating wealth. You could hire someone to prolong your

life, but that still represents a loss of GDP. That other person must waste their time repairing

your body when they could be doing something else. If you didn’t get sick, you would have

created a lot more pottery, and that other individual would have been doing something

else.Later, I show that environmentally friendly nations tend to have higher per capita GDPs

than poorer ones, excluding some destitute countries.Measuring GDPOne way to determine

GDP is to add up everyone’s income for the whole year. This figure represents the value of

everybody’s labors combined. Tax data makes this easier. You could also use polls that ask

people what they earn to very roughly approximate GDP.A country in which most people earn

little income isn't producing much, or the value of the nation’s goods and services is low. By

contrast, a country in which most people earn high incomes is creating a lot of goods, or its

products are valuable.Another way to calculate GDP is to measure how much money everyone

spent in a given year. That includes how much was spent on goods and services and invested

in stocks and bonds. The amount spent and invested by businesses is also factored.The total

amount of income that a country's people receive for producing and selling goods and services

is always close to the sum of money they spent. One cannot be in the business of selling things

unless someone else is buying them.A good chunk of the money that people save is invested

by banks or put into stocks. That’s a form of spending. Yes, banks use the money we deposit

for various purposes. We don’t notice because if they lose our money, they pay the expense.

Big bank bailouts are an exception, which are covered by the taxpayers. (Note that money

squandered by banks hurts the GDP despite the bailouts.)The United States produces $18

trillion worth of goods and services per year. That's its GDP. This also means its citizens

receive $18 trillion in income each year.In other words, if you add the earnings of every

American individual and business, you get a number close to $18 trillion. If you add what every

person and business spent (including investments), you also get a number close to $18

trillion.Some income is in the form of “near-money” (from investments) and isn’t as readily

spendable as wages. This mostly applies to big investors. Near-money must also be factored to

arrive at $18 trillion.Some types of “investments” aren't included in the GDP. Derivatives for

instance. Think of them as bets. I could bet one quadrillion dollars that Walmart's stock will be X

% higher next month. That wouldn’t add one quadrillion dollars to the GDP. The GDP statistic

only looks at real wealth; things produced and sold, or investments backed by money that

people actually have.If you take the GDP of the United States—$18 trillion—and divide it by the

total number of people living there (including children), you get $55,000. That means the US

produces $55,000 worth of goods and services per person. This is called GDP per capita. “Per

capita” is just a fancy way of saying “per person.”Excluding children, the US produces $70,000

worth of goods and services per adult. That means each adult could buy no more than $70,000

worth of products if income distribution were equal. It also means that the most amount of

money that every adult could earn is $70,000. The only way to increase that number is to grow

the GDP; to produce more goods and services.Of course, each adult doesn’t receive $70,000

annually. That’s because of inequality.Comparing GDP between CountriesWhen comparing



GDP between countries, economists calculate differences in cost of living and value of

currencies. They do that by looking at exchange rates—the value of each currency based on

supply and demand.Exchange rates are influenced by how much of a nation's currency it takes

to buy a commodity or basketful of goods. For example, the number of US dollars required to

purchase an ounce of gold on the international market. If you compare that figure to the

number of, say, Chinese yuan it takes to buy an ounce of gold, you can determine the

difference in cost of living between the two countries. You can also calculate what each type of

currency is worth. The data will be more accurate if you look at several commodities instead of

one or two.As of this writing, one US dollar is worth about 1.3 Canadian dollars, 20 Mexican

pesos, and 7 Chinese yuan.Once you know what each currency is worth compared to the

others, you can convert them to a currency called international dollars.For example, adding the

incomes received by Mexican citizens will result in the GDP of that country in its own currency.

By comparing Mexican currency to the value of other currencies, economists can determine

Mexico’s GDP at the international level. This is called gross domestic product at purchasing

power parity (GDP at PPP).The Money Supply and GDPPrinting more money doesn’t result in

a higher GDP unless there’s a corresponding increase in goods and services.Economists can

tell if an increase in GDP is from a rise in the production of products, or if it's from newly

created money only. Their results are shown by the “real GDP” statistic.If a country’s GDP rose,

economists verify if that’s true by determining how much prices went up. If prices increased

faster than the reported GDP, then the real GDP fell. The economy shrank. If prices rose at the

same rate that the GDP grew, then the real GDP stayed the same. The economy didn’t

change.The only way the economy can grow is if the amount or value of goods and services

produced increases by an amount that is greater than the average rise in prices.Recall that

prices rise because of increased scarcity or because of bad policies.Regular GDP is also

known as nominal GDP. It’s strongly correlated with real GDP. They rise and fall in tandem. For

that reason, we can rely on the nominal GDP statistic as an indicator of economic growth most

of the time.While a nation can try to inflate its GDP by printing more money, doing so will catch

up to it eventually. If the real GDP falls, the nominal one will too sooner or later.Real GDP

adjusts for inflation, as well as deflation. But there is a type of deflation that real GDP doesn’t

factor. These are products that are rapidly coming down in price due to better technology.For

instance, $1,000 buys a computer that’s millions of times more capable than a similarly priced

one a few decades ago. Modern computers also provide access to the sum of all human

knowledge via the internet. A device with that capability would have been worth billions of

dollars not long ago.For example, a poor child in Indonesia with a smartphone has a tool that

would have been worth billions of dollars a few decades ago. If she has internet access, she

has the sum of all human knowledge at her fingertips and countless other services. That too

would have been worth billions of dollars at one time. Of course, she cannot eat the phone or

live inside it. She’s still poor in that respect.The “value” of computers goes down as humanity

finds ways of making them cheaper. Computers need little time, energy, and resources to

manufacture relative to their performance. It’s because they’re so cheap that they don’t add

much to the GDP. That’s despite the fact they would have been worth much more in the

past.The same thing happened with aluminum. Today there are quintillions of dollars’ worth of

aluminum by 1800 standards. But the global GDP didn’t go up by that amount. That’s because

the “value” of aluminum fell as the time and energy cost of producing it also fell.This begs an

interesting question. Suppose we developed a technology like the replicator in Star Trek. As a

result, the prices of most current products dropped to negligible levels because we found a way

to manufacture them cheaply. Would GDP fall? Would it become irrelevant?No. If the value of



everything fell, we would be able to create new forms of wealth, and many more goods and

services than before. This would result in a higher GDP than ever. But the increase in GDP

wouldn’t necessarily be equal to the average fall in prices of everything.This example illustrates

why we should think of GDP more as an indicator of overall economic activity rather than an

absolute measure of wealth. (Despite what I said earlier.) Even if the prices of everything fell,

GDP should still go up, which would signify the increase in overall economic production.I’ll

elaborate. Suppose the price of everything fell by 99% because the cost of producing

everything shrank by that amount. We would be able to create many more goods and services

than before, and we would be able to build new types of products that are currently impossible.

Theoretical examples might include massive space stations, interstellar starships, terraformed

planets, planet-sized computers, space elevators, ultra-fast transportation systems, life

extension technologies, a Dyson swarm, a matrioshka brain, complex virtual worlds, fusion

power plants, etc. These new types of goods and services would have a much higher value

than the old products that cost almost nothing to make. The net result would be a higher GDP

than ever. The old components that cost almost nothing to make wouldn't add much to the

economy. But the new forms of wealth would have an enormous dollar value.Decreasing the

cost of producing things, and therefore their prices, should always result in an increase in GDP.

Lowering the cost of production allows for the creation of more products and new forms of

wealth.History proves that point. The Industrial Revolution made many products cheaper, yet

GDP skyrocketed.A Growing Economy Doesn’t Need More MoneyThe money supply tends to

increase every year, as does the total number of goods and services. When more stuff is

produced, there’s more money available to spend on those extra products.But suppose a

country attached its money supply to the size of the population. If its population grew 10%, it

would print 10% more money into circulation. The amount of money per person would always

be the same.Can the GDP of this nation still grow even though it doesn’t have an expanding

money supply per person?Yes. Additional wealth can be created even if the money supply

doesn’t go up. Suppose improvements in technology allow for more goods and services to be

produced at lower cost, but the money supply stays the same. This will cause prices to go

down. Deflation will occur. The good kind. Economists could still keep track of the real GDP

growth rate. If the average price of things fell 5% and people bought 5% more goods and

services, that would mean the economy grew 5%. The country is producing 5% more goods

and services, or the value of what it produces is 5% higher.People wouldn’t necessarily need to

consume more bulk for the economy to grow. They might buy newly invented products that

don’t take up much physical space. These goods would have a high value-to-bulk ratio. Virtual

reality software perhaps, or nanotechnology.Recent Changes to GDP CalculationIn 2013, the

United States Bureau of Economic Analysis made changes to how it calculates GDP. There

were two big ones.First was the inclusion of spending by businesses that produce copyrighted

works such as books, films, and software. When a firm makes a movie, for instance, it must

buy supplies and hire professionals. Those supplies and services are forms of production and

are now counted in the GDP. Previously, only the final copyrighted product was included in the

statistic.Traditionally, spending by firms that produced any other type of product was counted in

the GDP, but spending by companies that created copyrighted works was excluded.Not

anymore.For example, toy companies must buy supplies and services from other firms. This is

an act of consumption. But it's also an act of production on the part of the supplying

companies. This has always been included in the GDP. But the consumption of supplies and

services by, say, film studios did not appear in the GDP.That's no longer the case.The second

change was the inclusion of research and development. When a company is conducting



research, it must hire people and buy supplies from other businesses. This too constitutes an

act of consumption, and therefore, production.Since the point of GDP is to measure how much

production and consumption is taking place, the recent changes in its calculation make

sense.Note that GDP does not consider whether something produced will be useful. A movie

might flop, or a business investment might not pan out. But, as I explained earlier, waste

negatively impacts GDP. Too much and the economy will shrink.GDP represents a nation's total

production and consumption in the private market. That's its purpose. Generally, more

economic activity improves living standards.The reason the BEA changed the way it calculates

GDP is that economies are increasingly information-based. Intellectual property, software, and

research matter more than ever, and more products are intangible.Let's say you don't agree

with the recent changes. Well, data for the old method is still kept.In a report, “New Methods,

Same Story,” the Economic Policy Institute created two graphs. One showed GDP over the last

ten years using the old method of calculation. A separate graph showed GDP using the new

method.16 When overlaid, they were nearly identical. Expectedly, the new GDP was slightly

higher, but the overall trend, including each expansion and contraction, was the same as the

old GDP.Wealth Is Not an IllusionSome individuals feel that, like money, the GDP statistic is

made up. It’s just a number that doesn’t mean anything—an illusion.But wealth is real because

goods and services are real. The amount of time and energy required to bring resources

together to produce things is real. Prices reflect this reality. They may just be numbers, but

they’re proof of work. Prices account for goods and services produced and for differences in

scarcity.I explained before that the GDP statistic doesn’t measure some aspects of voluntary

work. A moneyless economy would be based entirely on voluntary labor. A GDP could be

estimated from this if the moneyless economy was good at keeping track of how scarce each

resource was. And if it knew how much time and energy were required to produce each

product.Without the convenient tools of money and prices—which allow people to determine

scarcity and value by voting with their dollars—a moneyless economy would have to measure

how many goods and services are being produced and how much time and energy is spent

making them. Without that information, it couldn’t determine scarcity or allocate products

efficiently.Assuming such an economy was successful, its calculations would be represented

by a number. Whether such a society admitted it or not, that number would be the GDP. It could

easily be converted to international dollars. Why? Because it’s money. The “moneyless”

economy is pretending GDP and money don’t exist, but pretending is all it is. The number that

represents the time, energy, resources, and intellectual effort expended to produce all the

goods and services of the “moneyless” economy could be divided by the population to yield a

points per person figure. An economist could then look at a typical basket of goods in that

country and see what percentage of points each basket of goods takes up for each household.

The number of points for a typical basket of goods could be compared to the number of, say,

dollars that each basket of goods occupies for each American as a share of household income.

Economists could easily determine how rich the moneyless economy is based on that data.

This assumes, of course, that the moneyless economy can accurately measure how much

time, energy, and intellectual effort goes into producing each product. Obviously, that’s a pain in

the neck and would require a tremendous amount of time, energy, and resources to attempt.

It’s easier and less costly to use a profit-driven price system.Money will always exist because

some things take more time, energy, and resources to produce than others. Varying prices of

goods and services reflect that. No one can escape the laws of nature.In a society that

pretends money and GDP don’t exist, goods that consume less time, energy, and resources

would be rationed to more people and in greater abundance. Products that consume more



time, energy, and resources would be distributed to fewer people and in less abundance.That’s

basically what money does through the price system, but much better. The “moneyless”

economy is still using currency in a manner of speaking. The difference is that instead of

allocating resources based on prices, as determined by supply and demand, allocation of

goods is determined by bureaucrats or computers.In other words, the difference between a

traditional monetary system and a “moneyless” one is that the latter is doing nothing more than

forbidding people from bargaining with each other and voting with their money as a means to

determine scarcity and allocation of resources.A “moneyless” economy cannot get rid of

money because it cannot get rid of scarcity. It just pretends to remove money and scarcity by

taking away people’s ability to bargain.Even though money will always exist in some form or

another, I refer to a “moneyless” economy as one that has removed prices, profits, and supply

and demand. But it’s not truly moneyless. (Now I’ll stop putting that word in quotes.)A

moneyless economy is a type of planned economy. A planned economy is one in which the

government produces everything and controls the prices of everything. Consumers aren’t

allowed to vote with their money and producers have no control over their compensation.It’s

anti-democratic. Communist nations of the 20th century were planned economies.While the

government of a planned economy can be democratically controlled, it’s still authoritarian in the

economic sense. If, say, you lived in a wooded area and wanted to start a sawmill “business” to

earn additional rationing tickets, you would have no control over your compensation. If you felt

that you worked harder than the average lumberjack, don’t expect more reward. You must give

your lumber away to your customers. Even if it’s democratically controlled, the government

determines the number of rationing tickets it thinks you deserve and how much lumber it thinks

your customers deserve. Moreover, it would prohibit you from owning the land on which you

labor. Business property would be abolished, as is common in planned economies.Since a

moneyless economy wouldn’t use prices and supply and demand to approximate the amount

of time, energy, resources, and intellectual effort involved in the creation of goods and services,

it would have to find some other way of doing that. It would have to create another type of

system that tallies time, resource, and energy differentials for producing different types of

goods and services without describing its results with the naughty words “cost,” “prices,” or

“money.”Perhaps a moneyless economy would use advanced computers that measure the

number of joules it takes to find various resources and to produce things. What’s the average

number of joules expended to find an ounce of gold versus a similar amount of silver? What’s

the average number of joules expended to produce a smartphone versus a loaf of bread?

Would every machine and place of production have a joule meter attached to it, measuring the

amount of energy required to produce every type of product? Would the point-based system as

it pertains to a basketful of goods represent X number of joules expended for each item in the

basket? What if a consumer wants, say, two different types of lotion, and each type is produced

by different institutions using different ingredients and methods? Each type would undoubtedly

have different joule expenditures. What if some facilities were less energy-efficient than others?

How would this affect the joule meters? Furthermore, would a calorie meter be attached to all

individuals to measure the amount of physical labor they perform? How would such a society

tell who is working smarter as opposed to working harder? How would the moneyless

economy determine that a particular brand of car costs more to produce than a specific brand

of truck? How would it allocate the two products? Who would get what and in what quantity

and quality? What is the extent of the difference in their cost of production? How would the

moneyless economy tell?Without an adequate way of determining the degree of scarcity of

resources, and the amount of time, energy, and intellectual effort involved in producing every



type of product, how would a moneyless economy ensure even a remotely efficient allocation

of resources?Perhaps it could be done, but it seems infinitely less convenient than a traditional

monetary system combined with free market capitalism. Supply and demand, constant

bargaining between producers and consumers, and the right of individuals to vote with their

money is a powerful tool. It’s a shortcut for determining scarcity, and therefore, the actual value

of things. It’s a proven method of efficiently allocating resources throughout society.Inequality is

always a potential issue. But there are ways to ensure a fairer distribution of resources without

abolishing money. The latter wouldn't accomplish that anyway because some people would

hoard scarce resources more than others. Think Black Friday, but much worse.Communist

nations of the 20th century experimented with moneyless economies. Their economists tried to

calculate the real value of each of the tens of millions of different types of goods and services

and the resources involved in their production. Then government officials gave people rationing

tickets and said, “A tomato is worth X number of tickets. A hammer is worth Y number of

tickets. A doctor’s services are worth Z number of tickets.” And so on.They failed miserably.

Bureaucrats were terrible at determining how scarce various resources were and the amount

of time and energy involved in producing each product.Many people complain about how

inefficient capitalism is. But the alternative is far worse. Abolition of prices creates a situation in

which doing something as simple as keeping enough food on the shelves becomes an ordeal.

Ask people that lived under communist regimes.Take wheat versus cars for example. Wheat

can be produced in abundance with little time and energy. But cars contain scarcer materials

and require more time and energy to manufacture. After determining the degree of scarcity for

each variety of wheat and then calculating the amount of time and energy involved in their

production, a moneyless economy would then have to figure out how much of each type of

wheat to allocate to each person. Then it would have to do the same thing all over again for

each brand of car and every part within every type of car. This would be repeated tens of

millions of times for all the different types of goods and services.The varying degrees of quality

of each item would also have to be allocated. Who would receive the high-end gaming

computer? Who would get the old, crappy laptop?Perhaps citizens would make their own

buying decisions with the number of credits, points, or rationing tickets they’re given each year.

But that doesn’t change the fact that very precise calculations would have to be performed for

millions of different products. Prices would be wonky, to say the least.All this assumes such a

society could motivate people to produce goods and services without them having a say over

their compensation. A surgeon might feel that she deserves more than a custodian for her

work.The moneyless economy’s calculations must be correct. If they’re not, people will have

way too much of some things and way too little of others. Many would starve to death. Scarcity

is real, so the calculations better accurately reflect that scarcity, and for every type of

resource.A traditional monetary system allocates resources much more efficiently. Rather than

using billions of machines to calculate scarcity, time, and energy usage to produce every item

and service—a massive waste of time and resources—a market economy takes a shortcut. It

determines the extent of scarcity for each product by utilizing prices and supply and demand. A

loaf of bread is cheaper than a car because it takes less time, energy, and rare resources to

produce. That’s reflected in its price as determined by constant bargaining between consumers

and producers.Giving producers the freedom to set prices, and giving consumers the power to

vote with their money is a quick and easy way to determine scarcity and value while preserving

the incentive to be productive. And it rewards the most efficient and innovative businesses over

those that aren’t up to par. The price system works best and is most accurate at determining

scarcity differentials when the market is free and competitive, and when income inequality is



kept in check.The Soviet Union used rationing instead of a traditional monetary system with

prices and profits. During the communist era, rubles were rationing notes that gave the Russian

people permission to consume X number of goods and services per year. Prices were not

determined by supply and demand. They were decided by government bureaucrats.Economist

Thomas Sowell explained the failure of the Soviet rationing economy in his book Basic

Economics. He wrote:17The last President of the Soviet Union, Mikhail Gorbachev, is said to

have asked British Prime Minister Margaret Thatcher: “How do you see to it that people get

food?” The answer was that she didn’t. Prices did that. Moreover, the British people were better

fed than people in the Soviet Union, even though the British have not produced enough food to

feed themselves in more than a century. Prices bring them food from other countries.Sowell

continued:18Without the role of prices, imagine what a monumental bureaucracy it would take

to see to it that the city of London alone is supplied with the tonnes of food, of every variety,

which it consumes every day. Yet such an army of bureaucrats can be dispensed with—and the

people that would be needed in such a bureaucracy can do productive work elsewhere in the

economy—because the simple mechanism of prices does the same job faster, cheaper, and

better.It’s too inconvenient for bureaucrats to ration how much of each good and service to give

millions of families. Everyone has different needs. Products would become scarce because of

inefficiency. People living in areas that already have too much food might receive even more.

Those living in areas that desperately need food might receive even less. The same would

happen with medicine, fuel, housing, clothing, and so on—millions of times over. Juggling the

right balance of millions of different goods for millions of families living in millions of different

locations doesn’t work well.It’s easier to use a monetary system with prices determined by

supply and demand. Let people decide for themselves what they need by giving them the right

to vote with their money.The price system is already a rationing system, but much better. Prices

prevent people from taking everything from the stores and hoarding scarce resources. Prices

have a way of allowing people that need to drive more to have more gasoline, computer

enthusiasts to have more electronic equipment, artists to have more art supplies, and so on. A

price system doesn’t need bureaucrats telling people how much of each resource they can

consume.And the price system is more democratic. If businesses aren’t meeting customers’

needs, they will buy from someone else. Consumers don’t have that choice when government

bureaucrats are in charge.Implementing a Soviet-style rationing system, or getting rid of money

altogether and going free buffet style, won’t magically create more wealth, nor will it end

scarcity. The opposite will happen.The only thing that can create more wealth is increasing the

production or value of goods and services through better policy, technology, and

efficiency.Don’t misunderstand. I'm not suggesting that the current market system is optimal.

There are many ways that capitalism can be made better, fairer, more environmentally friendly,

and more democratic without hindering our ability to grow the economy sustainably. I’ll get

there.It’s widely assumed that free market capitalism promotes more waste and pollution.

Actually, wealthier countries score better on environmental indices. More on that later. But even

if that weren’t true, there’s no reason countries can’t be both wealthy and environmentally

friendly, and without doing crazy things like getting rid of money and markets.Finally, free

market capitalism doesn’t forbid voluntary labor. Every individual should have the right to

produce things and give them away. But each person should also have the right to expect

compensation for their work. Taking away people’s property and forcing them to give away their

labor is slavery.If everyone in the world decided tomorrow to give away the fruits of their labor

from this time forward, power to them. But don’t expect to force that behavior on everybody

without disastrous consequences.My preferred approach to creating a more charitable society



is to create enough abundance that people realize more and more that the betterment of self,

rather than increasing profits, gives life more meaning. If we simply stick with the free market

system, get rid of corruption via direct democracy, promote competition in the market by

abolishing corporate welfare, and end gross inequality with a basic income, we will eventually

generate enough wealth that a sufficient percentage of the population become charitable

enough to create abundance for all. Creating more wealth is strongly correlated with higher

rates of charity, which I show later.Money, Inequality, and Conspicuous ConsumptionPeople

that want to abolish money believe it’s the cause of inequality and conspicuous

consumption.Inequality means that some individuals have more than others. That could

happen in any economic system with any medium of exchange or lack thereof.In a moneyless

economy without rationing, people that horde the most would have the most. Picture Black

Friday, but with the price of everything dropped to zero.The cause of inequality isn’t the

medium of exchange. It’s a lack of mechanisms that prevent disparity from getting out of hand.

In a capitalist nation, inequality can be reduced with various forms of income redistribution.

Examples include reducing taxes on working class families, raising taxes on the wealthy,

increasing welfare spending, raising the minimum wage, increasing union prevalence,

abolishing corporate welfare, and establishing a basic income program. Later, I show that each

of these things—in moderation—reduce inequality without harming economic

growth.Conspicuous consumption is the act of buying things that are expensive to show off

one’s wealth. Large wedding rings, flashy cars, and luxury brand clothing are a few

examples.Once again, money is just an accounting tool and a medium of exchange. People will

always want fancy products whether society utilizes currency or not. Some individuals will

always want flashy cars, precious metals, beachfront property, mansions, etc. And some will

hoard as many of these things as possible.A moneyless economy—absent rationing schemes

—would make hoarding easier. The only reason there’s food on the shelves and gasoline at the

pumps is that these products cost money. If the price of everything were dropped to zero, it

wouldn’t take long for most goods to be out of stock for long periods.Price controls do the same

thing. If the government makes it so that businesses must charge low prices, they may not

make enough profit. Investors will stay away, and companies will have fewer funds to invest in

research and quality control.For example, suppose you were considering opening a restaurant.

The next day, the government announces that all restaurant owners must charge half prices

from now on. Would that make you more or less likely to go into the restaurant business? What

if you were already a struggling restaurant owner when the price controls went into effect? To

make up for the loss of revenue, you might have to reduce the quality of your food, fire some of

your employees, or go out of business entirely.For another example, suppose you wanted to

invent and sell new medicines. The next day, the government declares that all pharmaceutical

companies must reduce prices by 75%. Would that make you more or less likely to invest in

medicine?Starting a business is expensive, especially if the government limits your ability to

earn a living.A moneyless economy is like one that implements price controls but to a greater

extent. Remember, prices reflect scarcity. When a state forces businesses to lower prices, it’s

saying there’s less scarcity than there really is. Similarly, a moneyless society is declaring that

abundance is infinite. It’s saying scarcity doesn’t exist, which doesn’t represent economic

reality.If society isn’t producing enough wealth per capita, then everyone can’t have the best of

everything. Recall that the United States has a GDP per capita of $55,000. That means there’s

only $55,000 worth of goods and services produced per person per year. It’s impossible for

every American to have more than that at this moment. Getting rid of money doesn’t magically

make it possible for everyone to own a castle, a Lamborghini Veneno, and the latest Alienware



computer. America would need a higher GDP for that to be possible.Some would argue that

money is an object of obsession, and that getting rid of it would make that social ill

disappear.It's true that many individuals are obsessed with money. But people can be

obsessed with anything such as violent video games, sex, junk food, or soap operas. That

doesn’t mean we should ban those things.Money is no more the cause of scarcity, inequality,

environmental destruction, or obsessive consumerism than violent video games are the cause

of crime. Money is just proof of work. An accounting tool that allows for the convenient

exchange of finite goods and services.We can solve gross inequality without destroying the

economy. It just requires policies that deal specifically with that issue. For an analogy, we don’t

have to cut off the foot to cure an ingrown toenail.How Much Wealth Is Enough?World GDP is

currently $78 trillion. That means the entire world produces $78 trillion worth of goods and

services per year. With a population of 7.1 billion, that’s $10,700 per person. If income were

distributed equally, each individual would be able to buy $10,700 worth of products annually.

No more than that. That’s all there is.World GDP needs to keep growing. The big question is:

By how much?According to a Princeton University study, happiness peaks at $75,000 per

year.19 Individuals with incomes lower than that reported being less happy on average. But

those with more than $75,000 didn’t report greater satisfaction.Financial stress is a likely

explanation. Education, medical bills, housing, transportation, nutritious food, divorce, and so

on can be expensive. It’s not that people can’t live decently on lower incomes. But if something

bad happens, like if they become ill, they’re at greater risk of not being able to meet their

needs. Individuals with higher incomes can address their needs more easily, even during tough

times.Furthermore, some hobbies are more expensive than others. Examples include gaming,

traveling, sailing, scuba diving, hot air ballooning, drag racing, mountain climbing, ballroom

dancing, flying, skydiving, horse racing, personal science projects, tinkering, classic car

restoration, etc.People with lower incomes are limited in the types of hobbies they can pursue.

Even if they find a way, poverty still makes it difficult.Another factor is leisure time. Some

people earn such low wages that they must work more than 40 hours per week to survive.

They don’t have enough free time to enjoy life.Why does happiness not rise above $75,000?

Probably because there are sufficient opportunities to enjoy life to its fullest extent once

individuals have enough income. And they can get through tough times more easily.Once

someone can afford all material needs, and has enough income to pursue a quality education,

relationships, hobbies, and other forms of recreation, adding more purchasing power isn’t

going to change anything at a fundamental level.If $75,000 sounds low, consider that a

couple’s combined income would be $150,000. That’s more than enough for the average

family.Note that some areas are more expensive to live at than others. This study was an

average across the United States. If the focus had been on New York City, income for peak

happiness would have been closer to $100,000.Of course, this was just one study for one

country. Take it with a grain of salt. But at least we have a rough idea of the kind of purchasing

power people need to meet their needs, pursue their goals, and enjoy life. And we can reason

that increasing income forever has a diminishing return on happiness.In theory, raising the

global GDP per capita to $75,000 would maximize the human condition.Doing so would be

undesirable, however, if it couldn’t be done sustainably. Some people even believe that GDP is

too high currently and that we should reduce it. They point out that humanity is already

consuming the Earth’s resources at a faster rate than can be replenished naturally.Indeed,

humanity’s impact on the environment is catastrophic. But the reason is not what you may

think. The world’s wealthiest countries (per capita) have the best scores on environmental

indices. They rank first in renewable energy, recycling, biodiversity, healthy soil, clean air, and



clean water. I prove this later.Poorer countries are causing the biggest adverse impact on the

environment. I’m not talking about the destitute ones. I’m talking about those that are between

impoverished and fully developed. Poorer nations like China, India, and Indonesia perform

much worse on environmental indices than richer countries like Norway, Canada, and

Japan.Environmental degradation increases as countries develop, but there appears to be a

GDP threshold at which environmental decline starts to reverse. A possible explanation for this

is that once countries reach a particular wealth threshold, an emergent property arises in

which they can develop technology and green infrastructure to combat environmental

degradation.The green technologies of the future won’t be developed by poor nations. They’ll

be developed by wealthy ones.Raising the GDP is one of the best paths toward sustainable

development. If we were to lower it on purpose, I fear it would have the opposite result as

intended. Unless we reduce it so low that we go back to the Stone Age.There’s no reason

humanity can't be both wealthy and environmentally friendly, and within the framework of free

market capitalism.In the next chapter, I explain in more detail how the health of the

environment impacts our standard of living. Several chapters later, I explain how we can

develop sustainably without sacrificing economic growth.Chapter 3Environment and Standard

of LivingA significant contributing factor to global living standards is the health of the

environment. Pollution affects human and animal health and reduces the availability of natural

resources.According to the World Wildlife Fund, humanity has destroyed one-third of the

world’s farmable land in the last 60 years.1 The reason is unsustainable agricultural

practices.According to a study published in Nature, 3.3 million people die from air pollution

every year.2 Most of these deaths are in countries that are industrializing but aren’t yet fully

developed. Nations like China, India, Pakistan, and Indonesia. Air pollution increases the risk of

contracting COPD, asthma, bronchitis, heart disease, stroke, emphysema, lung cancer,

allergies, and other diseases.According to the United Nations, water pollution kills more people

per year than war.3Global warming kills 300,000 people per year.4 Most of these fatalities are

from heat waves, floods, storms, forest fires, and decreased crop production. A warmer planet

dries out the soil, making crops harder to grow. The effects are devastating in countries that

struggle to grow enough food as it is.Most pollution-caused deaths are in developing nations.

Per capita, their air quality is worse, their drinking water is less safe, they recycle less, they are

less efficient at disposing of trash, and they engage in the most unsustainable farming

practices.We know this because poorer countries score lower on Yale’s Environmental

Performance Index and Numbeo’s Pollution Index.5 6Contrary to popular belief, poverty, not

wealth, is the primary cause of pollution. This mostly applies to nations that are between fully

developed and impoverished status. The heaviest polluters—per capita—are the industrializing

countries like China, India, Pakistan, and Indonesia.Wealthy countries experience fewer

pollution-related deaths because they pollute less on a per capita basis. We know this for a fact

because they score better on the pollution indices that I just mentioned.However, wealthier

countries do release more carbon dioxide (CO2) into the atmosphere than poorer ones. But

there’s a lot more to pollution than CO2.The CO2 trend is reversing. Wealthy countries are the

biggest investors in renewable energy. That’s hardly surprising considering that it takes wealth

to develop new technology and to install a green infrastructure.According to the US Energy

Information Association, nations that are moving most rapidly toward 100% renewable energy

generation include Iceland, Norway, Austria, New Zealand, Canada, Switzerland, Sweden,

Denmark, Finland, Germany, Spain, Portugal, the United Kingdom, and the United States—all

wealthy countries.7It may not seem like it now because we are still in the early stages of

development, but renewable energy is skyrocketing. Rich nations are leading the way.The



transition to renewable energy would happen sooner if there weren't so much global warming

denial. Much of it is from misinformation funded by the fossil fuel industry, which feels

threatened by renewables. According to a study by researchers from Drexel University, fossil

fuel companies gave hundreds of millions of dollars to nearly 100 climate change denial

organizations over the last decade.8 ExxonMobil alone gave $20 million to 43 climate denial

groups according to a report from the Union of Concerned Scientists.9A lot of funding goes to

lobbyists that try to convince legislators that climate change isn’t happening or isn't severe. And

many politicians receive campaign contributions from oil, coal, and natural gas companies.The

goal of the fossil fuel industry is less about convincing people that global warming is a hoax

and more about convincing them that there’s “another side to the debate.” But there isn't a

debate in the scientific community. The science is clear, and the scientists agree. The global

warming deniers aren’t scientists. They’re not even paid to conduct studies. They’re paid to

disseminate misleading information. They tend to be writers for conservative magazines and

speakers on conservative radio stations and podcasts.Another reason people are skeptical of

climate change is they don’t know how it works.Well, here’s how it works:Greenhouse gasses

are produced naturally by living organisms, which have been living and dying for billions of

years. Most of the life forms that ever lived are now deep in the ground. Their remains have

been converted into hydrocarbons—fossil fuels. When these hydrocarbons are burnt, they

release greenhouse gasses into the atmosphere. It takes millennia for these gasses to

reintegrate into the Earth and its inhabitants.That would be okay, but humanity is releasing

them at a fast rate. That’s why the concentration of greenhouse gasses in the atmosphere has

been rising since the Industrial Revolution.In other words, humanity is taking the energy and

molecules of all the organisms that ever lived and is releasing them into the air all at once.

Humans are also turning much of the land into desert from unsustainable farming practices

and tree cutting. Plants absorb CO2, so it’s important we don’t destroy them.Here’s how we

know greenhouse gasses cause global warming:Sunlight is a form of energy with unique

wavelengths. Those wavelengths react little with greenhouse gasses, so sunlight passes

through them and hits the Earth. The Earth absorbs some of this energy, but a lot of it radiates

off the planet and goes back into space.But here’s the problem: When sunlight hits the Earth, it

changes to a different type of energy. The energy radiating from the Earth is not sunlight

anymore. It has different wavelengths. It just so happens that this kind of energy gets “stuck” in

the molecules of greenhouse gasses much more easily than sunlight does. The gasses absorb

this type of energy and then radiate it in random directions. Much of it is reflected back to

Earth, making it warmer than it otherwise would be. The greater the concentration of

greenhouse gasses in the atmosphere, the more energy (that was once sunlight) is captured

by them and reflected back to Earth.Simply put, a higher concentration of greenhouse gasses

slows the rate at which heat-energy can escape from the planet.This is analogous to how the

addition of more blankets slows the rate at which heat can escape the body. If more blankets

are added, more heat is trapped for longer, and the body becomes warmer. Heat still leaves

through the blankets, but at a slower rate. The more layers you add, the hotter you get. If you

wrapped yourself in a special sheet that trapped most of your body heat, you would die of

heatstroke.We need to reduce carbon dioxide emissions. CO2 is the most significant

greenhouse gas released by burning fossil fuels. Due to its molecular structure, CO2 interacts

with the type of energy that leaves the Earth. It radiates much of it back, heating the planet.An

increase in solar luminosity (light and heat released from the sun) can also cause global

warming. How do we know this isn’t the cause of rising temperatures today?According to a

study published in the journal Nature, since 1978, satellites have measured no increase in



solar luminosity.10 But the Earth has continued to heat up since then.The only thing that has

changed in the last 40 years that could cause noticeable warming is an increase in the

concentration of greenhouse gasses.Of course, global warming goes back to the beginning of

the Industrial Revolution in the 1800s when we first started using fossil fuels. We’ve been

measuring the average temperature of the Earth for a long time. But we don’t know if solar

output changed much before the 1970s because we didn’t have satellites to measure it. But we

know nothing other than greenhouse gas emissions has changed in the last 40 years that

could be causing this kind of warming.(There actually are methods for determining the history

of solar luminosity going back centuries. But satellite data is more precise.)An increase in

volcanic activity can also affect the climate because volcanoes release greenhouse gasses.

But according to researchers from Oregon State University, the scientific consensus is that

volcanic activity has remained unchanged for the last several decades.11 Volcanoes are not

causing global warming.There’s another way scientists have proven that higher concentrations

of greenhouse gasses are coming from humans and no other sources. The atoms that

compose modern greenhouse gasses contain isotopes (atoms with extra neutrons) that are

produced from the combustion of fossil fuels.12 These isotopes don’t occur naturally by any

significant margin, yet there are massive quantities of them in the atmosphere.Scientists have

confirmed this by digging deep in the Earth, looking at the ratio of these isotopes in trapped

gasses from thousands of years ago, and comparing them to modern samples on the

surface.In other words, the greenhouse gasses in the atmosphere today have a “fingerprint”

that’s unique to those released by the combustion of fossil fuels. That’s how we know for

certain that humans are the cause of the rise in greenhouse gasses and therefore global

warming.Climate change is happening, and humanity is causing it.But why does it matter?

Mentioned earlier, it kills 300,000 people per year. Combined with other forms of pollution,

millions of people die annually, and others become sick and disabled. There are also economic

and medical costs to consider.Pollution and global warming kill animals too because they are

adapted to a climate that has been unchanged for a long time. According to a study published

in Science Advances, “Our global society has started to destroy species of other organisms at

an accelerating rate, initiating a mass extinction episode unparalleled for 65 million years.”13

The rate of species extinction is almost 100 times higher than it was before humans started

burning fossil fuels.Scientists estimate that one-fourth of Earth’s species will be at risk of

extinction by 2050 if the current rate of warming remains unchanged.14How low can

biodiversity go before humanity itself becomes at risk of extinction?We don’t know, but we

shouldn’t take the risk.Humanity is faced with a seemingly paradoxical problem. We need to

increase global GDP to improve living standards. But the way we are industrializing is putting

our planet at risk.Either way, one thing is for sure: We need to grow the economy. If we don’t,

the problem will get worse. Excluding those that are impoverished, countries with lower per

capita GDPs perform significantly worse on environmental indices such as Yale’s

Environmental Performance Index and Numbeo’s Pollution Index. Poorer nations lack the

wealth to develop green technologies and sustainable infrastructure.Wealth isn’t the cause of

our environmental devastation. It’s the archaic way we’re creating wealth. There’s no reason we

can’t have a high standard of living and be environmentally friendly.Many of the richest

countries today are on track to achieving 100% renewable energy by 2030. But there are other

things we need to do too.We can generate all electricity from renewable sources, grow enough

food for everyone while using little land by building vertical farms, reduce waste, recycle

resources indefinitely, convert ocean water into drinking water, mine asteroids for their

unlimited metals, voluntarily reduce the birth rate, drastically reduce the number of cars on the



road by using self-driving ones, and much more—all while creating more wealth than we have

now.With proper sustainable development, a world GDP per capita of at least $100,000 or

more is possible.I describe how to develop sustainably later. To prevent burnout, let’s switch

gears.Chapter 4Measuring Standard of LivingIt may never be possible to determine the

absolute standard of living of a country. But we can look at variables that are indications of a

nation’s quality of life. Examples include life expectancy, infant mortality, wealth, income

equality, education, happiness, crime rate, suicide rate, employment rate, gender equality,

environmental health, political corruption, human rights abuses, internet access, scientific

output, and so on.We can measure several indicators and average them together to

approximate a nation’s quality of life. We can do this for each country, then rank them

according to their average scores.The rest of this chapter shows which variables I selected and

why. Then I show which countries have the best living standards in the world. Later, I show

what they’re doing right.Standard of Living IndexI selected three indices from three

organizations that claim to measure the quality of life of each nation. I averaged their results

into a single score for each country.I chose these indices because of their comprehensiveness.

I did not, for instance, use the UN’s Human Development Index because it only looks at a

couple variables. Besides, the variables that compose it are already included in the three

indices I selected.I averaged the results of each index into my own, which I call the Standard of

Living Index.The next few sections describe which indices I chose and what they measure.

After that, I show the quality of life of each country in relation to each other.Note that you might

see an indicator listed in one index listed again in a different one. That’s okay. Each index has

its strengths and weaknesses, which means they complement each other.Prosperity IndexThe

Legatum Institute’s Prosperity Index assesses the prosperity of nations by looking at several

variables in eight categories.1 They’re listed below. If you’re not interested in the specifics, just

read the bold parts.Economy. Percentage of citizens that are satisfied with their living

standards and with the economy. Percentage of citizens that have adequate food and shelter,

believe good jobs are available, are confident in financial institutions, and are able to save

money. The employment rate, economic growth rate, average capital per worker, market size,

percentage of failed loans, and foreign investment size and volatility.Entrepreneurship and

opportunity. Average cost of starting a business. Prevalence of secure internet servers.

Research and development as a percentage of GDP. Average internet bandwidth. Prevalence

of mobile phones. Prevalence of royalty receipts. High-tech exports as a percentage of exports.

Percentage of the population that feels working hard gets them ahead. Percentage of the

population that feels the environment is good for entrepreneurship.Governance. Government

stability, effectiveness, and rule of law. Regulation quality. Extent of separation of powers and

political rights. Government type (democratic or not). Extent of political constraint. Percentage

of citizens that are satisfied with efforts to address poverty, that are confident in the judicial

system, that feel the government and businesses are corrupt, that are satisfied with

environmental preservation, that are confident in the government, that are confident in the

military, that believe citizens can voice their concerns, and that believe elections are fair and

honest.Education. Percentage of the population that goes to high school, college, and

university. Student-to-teacher ratio. Girl-to-boy enrollment ratio. Percentage of workers with a

high school, college, and university education. Percentage of the population that is satisfied

with education and believe children are learning well.Health. Life expectancy. Infant mortality

rate. Percentage of population immunized against diseases. Percentage of people with

tuberculosis. Prevalence of malnourishment and respiratory diseases. Health expenditure per

person. Percentage of people satisfied with their health. Percentage of people that are worried



about their lives. Percentage of people satisfied with beauty of the environment. Prevalence of

hospital beds. Water quality. Health-adjusted life expectancy. Quality of sanitation. Prevalence

of death overall. Percentage of people that feel they are well-rested. Percentage that say they

have health problems.Safety and security. Percentage of citizens that believe it is safe to walk

home at night. Percentage that believe they can express their political opinions. Prevalence of

refugees and internally displaced persons. Prevalence of state-sponsored violence. Percentage

of people that have property stolen. Percentage that are assaulted. Degree of demographic

instability. Extent of recent civil war casualties.Personal freedom. Population’s tolerance of

immigrants and ethnic minorities. Extent of civil liberties and free choice. Percentage of people

that are satisfied with their liberties.Social capital. Percentage of people that say they can get

help from others if they need it. Percentage that do volunteer work and give donations.

Percentage that say others can be trusted. Percentage that are married and attend religious

services.The Prosperity Index averages all the above variables into one score for each country.

Then it ranks them from most to least prosperous. I have that list on a spreadsheet with each

nation’s score. What I did with those scores is average them with the scores of the other two

indices described below.OECD Better Life IndexThe OECD Better Life Index assesses the well-

being of nations that belong to the Organisation for Economic Co-operation and Development.

(For this reason and others, only OECD countries are in my index.) It’s composed of 11

indicators, each with their own sub-components.2 They’re listed below.Housing. Average

number of rooms per household in a country. Percentage of homes that have a flushing toilet.

Percentage of income that the average citizen spends on housing, including rent.Income.

Average household’s income after taxes, and value of assets such as stocks and savings.

(Differences in cost of living between countries are taken into account, and the appropriate

adjustments are made.)Jobs. Unemployment rate. Long-term unemployment rate. Average risk

of losing a job per year. Average salary of full-time employees.Community. Percentage of

people who say they have friends or relatives to rely on in case of need.Education. Percentage

of people that go to school, how far they get in school (including college and university), and

their scores on international tests.Environment. Extent of air and water pollution in that specific

country.Civic engagement. Percentage of citizens that vote. How transparent the government is

when it makes laws.Health. How long the average person lives, and the percentage of people

that say their health is good.Life satisfaction (happiness). How satisfied the average person is

with his or her life as a whole on a scale of 1 to 10.Safety. Prevalence of homicides and

assaults in the country.Work-life balance. Number of minutes the average person spends on

leisure activities and personal care (including eating and sleeping). Percentage of employees

working 50 or more hours per week.The above variables are averaged together into one score

for each nation. The OECD then ranks them from highest to lowest quality of life.Google

“OECD Better Life Index” and you can see which nations have the best scores. But remember,

I’m averaging these scores with those of the Prosperity Index and the index described in the

next section.Social Progress IndexCreated by the Social Progress Imperative, this index

assesses several quality of life indicators, each composed of sub-indicators.3 They’re listed

below.Nutrition and basic medical Care. Prevalence of undernourishment. Depth of food deficit.

Mother death rate. Child death rate. Death rate from infectious diseases.Water and sanitation.

Prevalence of clean water and sanitation.Shelter. Availability of affordable housing. Extent of

quality electricity. Rate of household air pollution deaths.Personal safety. The nation’s homicide

rate, assault rate, and percentage of people that feel there is a lot of crime. Prevalence of

political-related violence. Extent of traffic deaths.Access to basic knowledge. The country’s

literacy rate, extent of formal education, and degree of gender equality in education.Access to



information and communication. Percentage of mobile phone subscribers, internet users, and

extent of freedom of the press.Health and wellness. Life expectancy. Rate of premature deaths

from non-communicable diseases. Obesity rate. Rate of deaths attributable to outdoor pollution.

Suicide rate.Ecosystem sustainability. Greenhouse gas emissions. Extent of water loss.

Biodiversity and quality of the country’s habitat.Political rights. Extent of freedom of speech and

right to assemble and protest. Extent of freedom of movement and private property

rights.Personal freedom and choice. Degree of freedom over life choices. Extent of freedom of

religion. Prevalence of early marriage. Availability of contraception. Prevalence of

corruption.Tolerance and inclusion. Tolerance of immigrants and homosexuals. Prevalence of

discrimination and violence against minorities. Extent of religious tolerance. Strength of the

community safety net.Access to advanced education. Prevalence and quality of college and

university education. Female attendance of higher education. Ranking of the country’s

universities. Extent of inequality of tertiary educational attainment.The indicators above are

averaged together into a single score for each nation. This score makes up the third

component of my Standard of Living Index.Results of the Standard of Living IndexThe

Standard of Living Index is the average of each nation’s score on the Legatum Prosperity

Index, OECD Better Life Index, and Social Progress Index. I converted all scores to a 100-point

scale, with 100 being the highest possible and 0 being the lowest.No country scored a 100 on

the Standard of Living Index because no nation had the highest score on each of the three

indices that compose it. No country scores a 0 either. They each score somewhere between.If

a nation had scored 100, that wouldn't mean it had the best quality of life possible. Only that it

ranked first.The scores are like rankings, but they better capture differences in performance.

Think of a race car that placed first and one that placed second. How much better did the

winner do than the looser? A scoring system would reveal the difference of scale.Mentioned

earlier, the three indices composing the Standard of Living Index measure some of the same

variables. That’s okay. I averaged their final scores together. This gives a bigger picture of

countries’ quality of life because it takes into account differences in methodology of each index.

And there’s always the possibility that one or more index has errors or biases. Averaging them

together makes up for any potential deficiencies each may have.Only OECD nations are on the

Standard of Living Index. That’s because data is often missing for other countries.Moreover,

the OECD nations already have the best living standards in the world. Developing countries

should be emulating their policies anyway.Despite being the cream of the crop, the living

standards of the OECD nations do vary. One of my goals was to find out why.Countries with

tiny populations such as Iceland, Estonia, and Luxembourg are not in my index. I wanted to

avoid comparing apples to oranges.Below are the results of the Standard of Living Index. I list

nations from highest to lowest score. The name of each country is listed first, followed by its

two-letter abbreviation, and then its score.Standard of Living Index results:Norway (NO):

99.7Switzerland (CH): 97.4Sweden (SE): 96.6Denmark (DK): 96.1Australia (AU): 95.4New

Zealand (NZ): 95.3Canada (CA): 95.3Finland (FI): 92.6Netherlands (NL): 92.0United States

(US): 90.3Ireland (IE): 88.9Germany (DE): 87.5United Kingdom (GB): 87.0Austria (AT)

85.5Belgium (BE): 84.1Japan (JP): 77.8France (FR): 76.9Spain (ES): 72.1Czech Republic

(CZ): 67.9South Korea (KR): 67.2Portugal (PT): 66.1Italy (IT) 63.4Poland (PL): 63.3Slovakia

(SK) 62.6Israel (IL): 61.2Chile (CL): 57.9Hungary (HU): 57.7Greece (GR): 47.3Mexico (MX):

38.2Turkey (TR): 34.1Sources: Legatum Institute’s Prosperity Index (2014) | OECD Better Life

Index (2015) | Social Progress Imperative’s Social Progress Index (2015)Switzerland and the

Nordic countries have the best living standards in the world.The Nordic countries are also

known as Scandinavia. They include Norway, Sweden, Denmark, Finland, and Iceland.I didn’t



include Iceland on my index because of its small population size.The highest scoring English-

speaking nations are Australia, New Zealand, and Canada.Countries with the worst living

standards among the OECD are Turkey, Mexico, Greece, Hungary, Chile, Israel, Slovakia,

Poland, and Italy.Now that we know each nation's quality of life in relation to each other, we can

ask the following questions: Why do some countries have better living standards than others?

Why are the people of Greece, Mexico, and Turkey so much worse off than those of Norway,

Switzerland, and Sweden?I answer these questions throughout the rest of this book. I prove

that national standard of living has little to do with ethnic diversity, immigration, population size,

land area, land quality, climate, or any other variable that isn’t related to policy. Not even

domestic resource availability has much effect on a country’s standard of living, which I show.A

country's quality of life has everything to do with its policies such as democracy, economic

freedom, tax rates, welfare spending, income equality, scientific investment, money in politics,

fiscal policy, religious institutions, and more.I prove that political and economic democratization

is the key to a better standard of living. The more democratic a nation is, the better its quality of

life.World Happiness ReportThe World Happiness Report is made by the United Nations

Sustainable Development Solutions Network. It assesses how happy citizens are in each

country, how much wealth they have, the extent of their social support, the quality of their

health, the degree of their freedom to make life choices, how generous the people are, and

how much they trust their fellow citizens. The report includes every country in the world, not

just those in the OECD.Below are the top five happiest countries in the world according to the

2016 World Happiness Report:1. Denmark2. Switzerland3. Iceland4. Norway5. FinlandSweden

wasn’t far behind.Note that Iceland is also a Nordic country. I don’t include it in my Standard of

Living Index due to its small population. However, I prove later that neither country size nor

population density is correlated with standard of living, as is commonly believed.Anyway, as

you can see, all the Nordic countries and the only nation in the world with a direct democracy

(Switzerland) are the happiest in the world.Policy-wise, here’s what the happiest nations have

in common: They have free marks. They’re friendly to free trade. They have few business

regulations compared to most other countries. They have high union rates and minimum wage

rates. (In the Nordics, they have something called a “negotiated minimum wage,” which works a

little differently). They have high atheism and agnosticism rates, meaning their people aren’t

religious. They give more political and economic power to their citizens than anywhere else in

the world. (In other words, they’re highly democratic.) They have low income inequality (a

narrow income gap between rich and poor). They have high tax rates on millionaires and

billionaires. They have strong social safety nets (high welfare spending). And, most importantly,

it’s very easy to start a business in those countries.That last sentence might seem like a

contradiction considering those nations’ high tax rates on the rich and generous welfare

spending. But most tax revenue is given to working class people in the form of free education,

healthcare, housing for the poor, food benefits, etc. These programs make it easier for the

average person to obtain an education and start a business than if less were spent on

welfare.One of the central themes of this book is that having a strong tax-funded social safety

net (welfare system) is not incompatible with capitalism. In fact, the two pair well. Even though

taxes “take” money from (mostly wealthy) people, that revenue doesn’t disappear into a black

hole. (I put the word “take” in quotes because most of the income received by the rich was

originally generated by working class people.) Think of poverty-related public programs not as

a cost, but as an investment. An ideal tax system redistributes income from millionaires and

billionaires to working class families. This revenue funds things like education, healthcare,

housing, food, research and development, and more. And it helps prevent people from falling



so deep into poverty they can’t climb out.Even high income earners can rely on the social

safety net in case they need it. Public services like housing, education, healthcare, food

benefits, etc. provide working class people with more opportunities to climb the economic

ladder. To do things like get a quality education, obtain a better job, or start their own

businesses.For example, a bad injury or sickness could lead a would-be small business owner

to financial ruin. But a public healthcare system prevents that, and the business owner can

thrive. That’s an example of why a strong social safety net is good for capitalism. A free market

is all about having opportunities to pursue one’s economic goals. Having a social safety net

helps with that, even though it’s paid for with taxes.Note that no public program needs to

replace private ones. A nation can have public schools without prohibiting private ones. It can

have public healthcare, without abolishing private healthcare.A strong welfare system is a

necessary component of a truly capitalist society.But the welfare system must be under the

control of the public—the common people; not wealthy elites and puppet politicians. If the

people lose control of the tax system and of the social safety net, it won’t take long for the

welfare system to be corrupted in such a way that it increasingly serves the interests of the

ultra-rich and their corporations. I’m referring to corporate subsidies and other special

privileges given to large companies at the expense of small and medium-sized

businesses.Capitalism, a strong social safety net, and democracy are all necessary for

maximizing the human condition. Switzerland has the right idea.Note that I didn’t include the

results of the World Happiness Report into my Standard of Living Index. I wanted the reader to

see that my results are similar to those found by a separate index.Chapter 5Nordic ModelThe

Nordic countries have similar political and economic policies. They also have the best scores

on the Standard of Living Index and the World Happiness Report.According to an analysis by

the Research Institute of the Finnish Economy: “A common finding of cross-country

comparisons is that the Nordics succeed better than other countries in combining economic

efficiency and growth with a peaceful labor market, a fair distribution of income and social

cohesion.”1In other words, the Nordics have strong free markets and small income gaps

between rich and poor. They aggressively redistribute income via taxes, welfare, and unions.

Yet they’re among the most capitalistic countries in the world.The Nordics are commonly called

welfare states. In this context, “welfare state” doesn’t mean that the government provides all

goods and services. It means it provides enough financial support to the poorest demographics

to prevent them from falling into poverty. A welfare state has a strong social safety net, but

everything above that net is hardcore capitalism.A social safety net means that a government

provides tax-funded services to its working class citizens and to the poor. It may, for instance,

provide free healthcare, generous food stamps, low-cost public housing, public schools, free

tuition for public colleges, etc. But the state doesn’t ban businesses from providing private

versions of those goods and services.Take public schools for instance. They’re immensely

useful to families with low incomes. But the state doesn’t prohibit private schooling. Parents can

send their kids to private school, which often costs a lot of money. But the option of public

schooling is available for families with a modest income. That’s an example of a social safety

net provided by a welfare state. Without public schools, working class parents would have to

allocate a larger share of their income toward schooling for their children. Thus, many of them

would fall below the poverty line.The goal of a welfare state isn’t to replace capitalism. It’s to

help prevent working class people from falling into poverty. A social safety net makes

capitalism work more effectively than having no welfare at all. When too many people are poor,

a nation will have a harder time generating businesses. A modest amount of income

redistribution is an improvement to the capitalist design.Note that the working class doesn’t pay



the bulk of tax revenue for the social programs that it benefits from. Most of the revenue for

welfare programs comes from the richest 10% or so of the population.However, most of the

income received by the richest 10% is originally created by the working class. What this means

is that welfare is a re-redistribution of wealth back to the demographic that does—and always

has—produced most of the world’s wealth.Ideally, a government shouldn’t take over the

function of businesses. Instead, it should give enough tax money to people to keep them above

poverty. Those that receive welfare would continue to buy goods and services from the private

market of competing businesses. The government wouldn’t produce anything beyond bare

essentials.More commonly, though, the government provides its own products. Public schools,

healthcare, and housing are a few examples. But the state shouldn’t do this in a way that

prevents people from starting businesses. For instance, no one should be banned from

founding a private school, even though public ones already exist.The Nordic countries do a

good job of this. It's easy to start a business in Scandinavian nations “despite” their extensive

welfare programs. That's because they don't ban people from starting private firms, even

though there are often public counterparts already in existence.The most effective type of

welfare state is the kind that keeps income inequality from getting out of hand without making it

harder—in aggregate—for its citizens to start businesses.Scandinavia is proof that income

redistribution (up to a point) doesn’t harm the free market. As I’ve explained, welfare can help

make the market function better. When poor workers are given a larger share of national

income, it's easier for them to afford good healthcare, quality transportation, nutritious food,

and a decent education. They have more opportunities to start their own businesses. They can

climb the economic ladder more easily and are less likely to enter poverty.How is that bad for

capitalism?A genuinely free market is all about maximizing opportunities to create wealth. This

includes a strong social safety net, which expands such opportunities to the working poor.

Increasing their share of national income makes them stronger investors in the economy. This

is true even if they’re just buying more products. The mere act of consumption is a type of

investment. In a free market, people tend to buy goods and services from businesses that

provide the highest quality products at the lowest prices. More money is poured into those

companies while the bad ones are weeded out.By contrast, under a capitalist system without

any income redistribution, society’s primary investors are a wealthy minority. They also have

most of the nation’s income. Without well-paid customers, the rich have no choice but to sit on

their wealth. They can’t use it to fund the creation of businesses because they can’t sell

products to people that don’t have money. Alternatively—in the presence of wide inequality—

the ultra-wealthy may invest in toxic assets, which are goods that most people can’t afford to

buy. Heavy investment in toxic assets often leads to unsustainable economic bubbles. When

they burst, recessions soon follow.But in a well-designed welfare state, the major investors are

the common people. They have most of the country’s income, and they’re more likely to put it to

use. That’s why income redistribution (within reason) doesn’t hinder economic growth. It

doesn’t reduce overall investment. Instead, it transfers investment capabilities to the working

and middle classes. It makes the market more liquid.Income redistribution is justified

considering that most of the goods and services are produced by working class people.

They’re entitled to a larger share of the fruits of their labors.Greater equality also reduces

corruption. With less money—as a share of national income—special interests cannot

disproportionately influence politicians via campaign contributions and lobbying. Money still

matters of course. But the wealthy can’t pour orders of magnitude more money than everyone

else into politics when the gap between rich and non-rich isn’t very wide. This is one reason

Nordic countries have the best scores on Transparency International’s Corruption Perceptions



Index.I cover the topic of corruption in more detail later.Mentioned earlier, most people pay

taxes, and those with the highest incomes pay most of the money that funds social programs.

Their share of national income falls after taxes while the purchasing power of low-income

families rises after welfare transfers. The end-result is a narrower gap between rich and

poor.Most types of social programs, even if they’re not welfare (like public roads), are still a

form of income redistribution. Again, that’s because the majority of revenue comes from the

highest income earners. They pay most of the cost for programs that predominately benefit

people that pay the least in taxes.The reason why the working class—especially the working

poor—pay the least in taxes, and often qualify for welfare, is that their wages are too low. If

their salaries were above poverty level, income redistribution wouldn’t be necessary in the first

place.Unions are another form of income redistribution. Union employees receive higher

salaries and more benefits.Minimum wage workers also receive higher wages than they

otherwise would. So the minimum wage is another form of income redistribution.There are

other types, but the ones I’ve listed are the most common.My preferred form is a tax-funded

basic income. Unfortunately, not even the so-called “welfare states” have implemented one yet.

I discuss it in more detail later.Anyway, countries that levy higher taxes on the wealthy, spend a

larger percentage of GDP on welfare, have higher union membership rates, and higher

minimum wage rates tend to have less income inequality. They also have the strongest

economies in the world.The only policies that harm economic growth are those that reduce

competition in the market. Examples include restricting international trade, regulations that

make it harder for ordinary people to start businesses, and giving tax revenue to large

corporations (i.e. corporate welfare). These laws put smaller companies at a disadvantage

while making the economy more monopolistic.Income redistribution (up to a point) doesn’t do

that. It makes the market more competitive by making it easier for working class individuals to

invest in or start their own firms. It enhances capitalism.Most of what I’ve described thus far the

Nordic countries get right. They have mechanisms in place that ensure that capitalism works

for everybody, not just a wealthy minority.The bullets below summarize common attributes of

the Scandinavian nations:* They have high tax rates on the wealthy.* They have high tax rates

as a percentage of GDP.* They spend a lot on public programs including welfare.* They have

high union membership rates.* Workers have the right to bargain collectively with employers for

higher wages and benefits. This is called the “negotiated minimum wage.” The minimum-wage-

equivalent of a Nordic employee is about double what it is for an American one after adjusting

for differences in cost of living.* They have large public sectors. 30% of Scandinavians work for

the government.2 This is done in a way that doesn't restrict businesses.* They have strong

property rights and free markets.* Even though they have strong public sectors, high taxes on

the wealthy, and generous welfare systems, it’s easier and less expensive to start a business in

Scandinavia than almost anywhere else.* They’re friendly to free trade, having among the

lowest tariffs and fewest trade barriers.* They have the best scores on indices that measure

democracy, human rights, corruption, and gender equality. About half of their legislators and

scientists are women—the highest ratio in the world.* They have among the highest atheism

rates the world.* They have small income gaps between rich and poor as measured by the Gini

coefficient.Most of the policies above have one thing in common: They make a nation more

democratic politically and economically.That’s one of the central themes of this book. The

standard of living of any country is almost entirely dependent on how democratic it is. In this

context, “democratic” refers to how much control ordinary people have in the workplace and in

policymaking. The more empowered people are—as opposed to a tiny, wealthy elite—the

better a nation’s quality of life.Chapter 6Swiss DemocracySwitzerland has the second highest



score on the Standard of Living Index. It’s the only nation on Earth with a direct

democracy.Here’s a step-by-step summary of how direct democracy works in Switzerland:1

2One: Citizens elect their representatives.Two: Representatives write proposals for new

laws.Three: Using polls, they ask citizens how they feel about each proposed law. If the

majority of the public dislikes it, legislators usually won’t pass it. But they can still try. If so, step

four happens.Four: If within a few months, 1% of the population signs a petition that’s against a

proposed law, a vote is held on whether to veto it (stop it). Petition signatures must be gathered

within a certain number of months. This is usually done with the aid of volunteers and non-

profit organizations.Five: If the majority of voters vote “no” to the proposed law, it’s successfully

vetoed (stopped). Legislators cannot implement it even if they want to. If the majority of voters

agree with the bill, it passes. Another way it can pass is if there’s no petition to stop it. Via the

petition system, citizens can make changes to or overturn laws that were passed previously.

Citizens can also create entirely new laws. If enough signatures are gathered, the people will

vote on whether the citizen-created bill becomes law.Six: If within 18 months, 2% of the

population signs a petition that declares changes to the country’s constitution, a vote is held on

whether those changes become law. Constitutional changes also require the approval of the

majority of cantons, which are like states in the US.Seven: Citizens may vote at booths, voting

machines, or by mail. Some cantons allow internet voting.3 There are security measures that

prevent voter fraud, which is virtually nonexistent there.Switzerland has the second highest

quality of life on Earth. If that’s what tyranny of the majority looks like, the world needs more of

it, not less.A few states in America have elements of direct democracy, but barely. Unlike

Switzerland, the United States’ judicial system has the final say over every law. In states where

citizens can vote on policies, like California, the courts overturn many of the propositions

passed by the people. Even if 99% of the population and representatives wanted a particular

law, but the majority of Justices didn’t, then the Justices would get their way.Also, the number

of signatures required before individuals can vote on a petition is as high as 10% in some

states.4 And they must be collected within days. That’s virtually impossible.And, unlike

Switzerland, there’s no direct democracy at the national level. The Constitution cannot be

changed by popular vote either.United States judges are heavily influenced by campaign

contributions and lobbying from special interests. I explore this topic later.Some types of judges

aren’t elected in the US. For instance, the President appoints the Supreme Court Justices. That

might be okay in theory, but the President is influenced by campaign contributions and lobbying

—like every other politician. He or she will often appoint Justices that represent the special

interests that funded his or her campaign.No other country has a genuine direct democracy

like Switzerland. No matter how corrupted its politicians are by money, the people always have

the final say over every law. This is a major contributing factor to the nation’s success.History

has shown that greater democratization always resulted in improved living standards. So the

fact that Switzerland has the second highest quality of life on Earth is not the least bit

surprising.In addition to its strong political democracy, Switzerland is economically democratic

as well. Like the Nordic countries, it has among the best scores on economic freedom indices

such as the Index of Economic Freedom, Ease of Doing Business Index, Economic Freedom of

the World Index, and the Global Enabling Trade Index. Like Scandinavia, Switzerland has low

tariffs and few trade barriers. It’s easy to start a business there. There are few restrictions on

companies, and bureaucracy is slim. Fees, forms, permissions, inspections, hearings,

certification requirements, reporting requirements, legal procedures, and other types of red

tape for starting and running a business are kept to a minimum.Because of its friendliness to

business and international trade, Switzerland has one of the highest per capita GDPs in the



world. It also has a high scientific output and a low unemployment rate. Investors and

innovators gravitate to places where they are free to put their money and skills to use.Though

Switzerland is economically democratic, it’s not libertarian. The country aggressively

redistributes income through welfare programs, though not to the extent of Scandinavia. If it

did, it would probably score first on my index.Switzerland and the Nordic nations prove that

income redistribution isn’t incompatible with economic freedom. It actually enhances it. It does

this by ensuring that employees keep a larger share of the fruits of their labors. Having more

purchasing power increases their participation in the economy as consumers and

investors.Switzerland is a country of several million people and is far from homogenous. It’s

culturally and ethnically diverse. It isn’t a lucky, tiny village of easy-to-govern white people—a

misconception held by some of my American peers.To recap, strong political and economic

democracy is why Switzerland and the Nordic countries have the greatest living standards in

the world. Australia, New Zealand, and Canada also score well on indices that measure

political and economic freedom, hence their high scores on my index as well.Chapter 7What Is

Capitalism?A free market is also referred to as capitalism. It’s an economy in which people are

free to acquire property and use it to produce and sell goods and services. In other words, a

free market allows people to own businesses and conduct business with others.Capitalism is

private ownership of the means of production. The term “means of production” is just a fancy

way of saying “business property.” It’s the tools, lands, resources, and workers used to produce

the goods and services of society. When academics say that the means of production are

privately owned in a capitalist system, they're saying businesses belong to private investors. An

investor can be a business owner or someone that buys company stock.Public ownership of

the means of production means that the government owns the tools, lands, resources, and

workers used to create the goods and services of society. That’s what socialism is. There are

no private businesses in a socialist system. The state produces everything, and everyone

works for the government.Socialism is the same as communism for all intents and purposes.

The end-goal of both is identical, so I use the two terms interchangeably.In a capitalist system,

the government doesn’t stop individuals from buying lands, buildings, tools, and services of

workers to produce goods. And the state doesn’t prohibit individuals from conducting business

with others, domestically or internationally.Socialism prohibits such activities. Socialists believe

that business owners exploit employees and take too much of society's income. The idea is

that if we ban people from starting businesses, exploitation will become impossible. Inequality

will vanish.That's the theory.I discuss socialism in more detail later. For now, let's focus on

capitalism.There's a reason we call capitalism a free market economy. It's the freedom to

conduct business with anyone in every way one can imagine.For instance, an employer might

say, “I have money and land, and I want to start a business. I’ll hire you. You won’t own the

business, but I will because I’m footing the bill to get it going. That’s the deal. If you don’t like

those terms, you don’t have to accept. You can work for someone else. Feel free to save

money, take out a loan, or attract investors and start your own business someday if you

want.”Here’s another example:“I’ll lend you $1,000. After one year, give me $1,000 back plus

$100 in interest.”The above scenarios may or may not be fair. But that’s irrelevant, and fairness

is subjective. The right to come to a contractual agreement with other people is integral to a

free market. If a government habitually says people cannot make this or that type of deal—

even if it’s to protect them from themselves (as if they’re children)—then that nation doesn’t

have a free market.Under capitalism, individuals have the right to make deals with other

people. Businesses have the right to do the same with other firms and with customers.

Individuals have the right to work, save money, and use that income to start their own



businesses. They can take out loans, raise funds from investors, friends, co-workers, or family

members.In a free market, people have the right to own businesses collectively. Today, we do

that through the stock exchange. Stocks are deeds that represent partial ownership of a

company. They grant a share of its profits. The more shares of stock someone owns, the more

of the company they own.The stock exchange makes starting businesses easier. That's

because several people can pull their resources together. Furthermore, if a business goes

bankrupt, the loss isn’t as severe to each investor because they share risk.Investors may own

stocks in several companies. They don't have to put all their eggs in one basket. This is another

example of how the stock market makes business creation easier.In a free market, businesses

have the right to merge with other firms, expand their operations to other nations, and relocate.

Preventing them from doing so is the equivalent of telling people what they can and can’t do

with their property.Some regulations are necessary of course. For instance, there need to be

restrictions that prohibit companies from defrauding customers. There should be legal

procedures for borrowers that refuse to pay back their loans. There must be laws that deal with

corporations that refuse to pay their employees. And so on.But the idea is that regulations

should be designed to help people conduct business more effectively, not to restrict them from

doing so. Prohibiting companies from deceiving their investors, for example, is not anti-

business. Nations in which fraud is rampant don’t have strong economies. It’s easier for

countries to generate businesses when common sense regulations are in place.But regulations

that—in aggregate—make business creation more difficult should be abolished. Getting rid of

those restrictions, while enacting ones that promote economic growth, leads to a truly free

market.Most national markets aren’t nearly as free as they could be. Usually, it’s because of

too many burdensome regulations. But sometimes it’s because of gross inequality. If wages are

too low as a share of national income, working class people will be unable to save enough

money to start their own businesses. They may have so little income that they are excluded

from the economy to a large extent.Too much inequality goes against the tenets of capitalism,

which is the idea that starting a business should be easy for everyone. An economy in which

the working class receives a small share of national income will be less diverse, less

competitive, and less free. It will have moved away from capitalism, not toward it.Some income

redistribution is necessary to make the market more accessible to ordinary people than it

otherwise would be. And to prevent the most “successful” business owners from using their

money to influence the government in their favor. The rich can’t engage in a disproportionate

share of the lobbying and campaign contributions if they don't have a disproportionate share of

the national income.More often, though, starting a business is difficult—not because of

inequality—but because of countless regulations on businesses. Even in the United States, the

land of capitalism, regulations can make it difficult to operate a small business. Some states

are worse than others.Forbes reported that in Minnesota, individuals are prohibited from

earning more than $5,000 per year from an out-of-home food business.1 This applies to

anyone that, for instance, wants to sell baked foods from their kitchen. Continued violation of

this law results in 90 days in jail or a $7,500 fine. It’s okay to sell a few homemade cupcakes.

But if the baker makes even a moderate amount of money, government regulators will be at his

or her doorstep. The only way around this is to become an official company, which has its own

hurdles.In Coralville, Iowa, government officials shut down a girl’s lemonade stand after it had

been up for 30 minutes.2 The officials claimed she was making too much money at 25 cents

per cup—a violation of one of several food regulations for that type of business. If she wanted

to earn more, she had to go through a lengthy registration process, pass a food safety course,

fill out dozens of forms, pay license fees, get her drinks tested and certified for safety, get her



stand tested for structural integrity, and so on. This involves countless trips to various

government agencies, forms, fees, lawyers, accountants, certifications, tax reports, etc.In a

separate instance, officials shut down a lemonade stand because the sellers didn’t have $400

for a legal permit.3 Some licenses cost much more than that depending on location and type of

vendor booth.In Georgia, officials shut down a lemonade stand run by a group of girls trying to

earn money so they could go to the water park. Police told the girls they needed a peddler’s

permit, food permit, and business license, which can cost as much as $50 per day.4In

Appleton, Wisconsin, city officials passed a law that prevents vendors from selling products

within a couple blocks of local events.5 In many areas, one can only do business during certain

times of the day.If it’s this hard to get a lemonade stand up and running, you can imagine how

difficult it is to start a serious business. Especially if you're not already wealthy. And this in the

United States, the supposed capital of capitalism. Most nations have it much worse.The idea of

capitalism is that it shouldn't be significantly more difficult for ordinary people to start

businesses than it is for wealthy individuals. Sure, wealth has its advantages. But there

shouldn’t be artificial ones beyond that.By “artificial advantages,” I’m referring to regulations

passed by legislators that benefit their constituents at the expense of competitors. I’m talking

about corruption.Many people have this idea that capitalism is all about giving advantages to

rich people at the expense of everyone else. But the opposite is true. Capitalism is about

expanding business opportunities to everyone, often at the expense of the wealthy elite.Adam

Smith, the father of capitalism, wrote extensively about this. He had a lot of nasty things to say

about the wealthy elite, which I cover later. He’s a highly misunderstood individual.Here's proof

of what I’m saying:A study of 100 nations by the World Bank found that countries with fewer,

cheaper, and simpler regulations on starting and running businesses had a higher rate of

yearly business creation within their borders.6In other words, reducing or simplifying

regulations and restrictions makes it easier for people to start businesses.This is truer for

ordinary people than it is for the rich. Wealthy individuals can afford expensive fees, licenses,

and certificates with ease. And they can hire professionals to deal with government

bureaucracy. People with lower incomes don’t have that luxury. That's why reducing regulations

benefits them more.Here’s an example:Not long ago, Texas and California passed laws that

greatly reduced the number of rules on running out-of-home food businesses. Forbes reported

that almost immediately after the reduction of regulations, thousands of home food businesses

were created.7 8Too many restrictions make starting and running businesses more time-

consuming and expensive, raising the overall cost of doing business in society. The result is

fewer small businesses, less competition, higher prices, and slower economic growth.As I

mentioned earlier, some regulations aren’t only necessary, they promote business creation.

And that’s the point. Whatever rule legislators are considering, they need to determine if it will

help or hinder commercial activity. If it’s the latter, then they probably shouldn't implement it.A

nation can have its cake and eat it too. Its regulations can make people safer while also making

business creation easier. There's no reason these two things need to conflict with each other.

But when politicians pass a law without giving thought to how it may help or hinder business

creation, it usually does the latter. It doesn't end well.Sometimes it’s hard to tell if a regulation is

too burdensome on the economy. Take for instance rules that limit the potential dangers of

producing products that can harm people. There need to be political mechanisms that, for

instance, minimize the risk of creating cupcakes with parasites or poisoned lemonade.A lot of

the regulations in Texas and California for out-of-home food businesses were in place to

prevent food poisoning. Hypothetically, nothing does that better than making it so hard to run a

small business that only big corporations with superior lab testing facilities can



operate.However, a free market already has safety mechanisms built into it. Companies that

produce harmful products tend to go bankrupt because they don’t attract customers.

Businesses that make safe, cost-effective, high quality products tend to outcompete the

immoral, inefficient firms. Successful companies regulate themselves, even going out of their

way to obtain certifications of quality from trustworthy organizations. It’s good for business.Self-

regulation in a free market in which consumers can vote with their money is safer and more

efficient than additional government bureaucracy and a more hindered market.Of course,

having no regulations at all also harms the economy while making it harder for investors to

create businesses. There needs to be balance, but it should be tilted toward keeping

restrictions to a minimum.In most instances, competition alone is enough to ensure that firms

are acting in the best interests of their customers. If they behave badly, people won’t buy from

them, and those companies will go bankrupt.In a genuinely free market, consumers always

have the power to vote with their money. If they don’t like a company that refuses to have its

products tested for safety or that pollutes excessively, they can shop somewhere else.The only

instance when the above isn’t true is when the market isn’t genuinely free and consumers have

no choice but to buy goods from companies they rather wouldn’t. Lack of competition tends to

result in that scenario.The primary reason for reduced competition is that there are so many

regulations that only a handful of big companies can get around them. Thus, they dominate the

market. They’re often the ones behind the lobbying efforts to create so much bureaucracy. They

know they can get around the rules they sponsor and that their competitors can't.Politicians

don’t write the laws. They don’t even read many of them because they’re too busy raising

money from their sponsors. Legislators vote on laws written by lobbyists, which are hired by big

corporations.In other words, much of the red tape that exists in this world is not designed by

politicians. It’s drafted by lobbyists that represent special interests. They tend to be big

companies that want to keep or expand their artificial competitive advantages. This is why

many industries are dominated by just two or three corporations.What Is an Unfree Market?An

unfree market is one in which individuals are prohibited from acquiring property and tools to

produce goods and services for profit. In other words, people aren’t allowed to own

businesses.There are two types of unfree market.In the first, the government owns all property

and produces all goods and services. There’s no private property, no stock exchange, and no

businesses. The state determines the prices of everything. There’s no bargaining between

consumers and producers, and no competition between companies. People cannot vote with

their money. They must buy everything from the government at a predetermined price. The

state is a legalized monopoly and all employees belong to it.Examples of this type of economy

were the socialist countries of the 20th century. North Korea is a modern example. China used

to be like this but is gradually transitioning to a market economy.As I explained earlier,

socialism is public ownership of the means of production. The government owns everything

used to produce goods and services. There are no private investors or business owners.Some

people believe other variations of socialism are more democratic and might work better.

Democratic socialism is a commonly used term for these types.But even a democratic variant

of socialism still prevents individuals from creating businesses. That’s what Karl Marx meant

when he wrote that socialism is “abolition of property” and that “factories and instruments of

production” are “owned by the State.”9That’s the nature of socialism. Starting a business is

prohibited. Individuals aren’t allowed to determine the value of their labor by setting prices. The

government oversees every aspect of the economy, whether it's democratically controlled or

not.One could argue that all countries have at least some elements of socialism. Even in the

most capitalistic nations, the government produces some goods and services. Public education



for example. It's provided by the state, and it's not for profit. (It’s not free though because

everything must be paid for by someone.)It's a stretch, however, to say that public education is

an example of socialism. The reason is that governments of most capitalist countries don’t

prohibit private schooling. People can still create private schools as businesses for profit. If the

law stopped them from doing so, that would be socialism. Capitalist countries usually permit

private versions of public services.Moreover, most of the supplies that the government obtains

for its services are from the private sector. Almost everything in public schools including the

books, chairs, and buildings are produced by companies.Permitting the government to create

some goods and services doesn’t necessarily reduce market freedom. Instead, public

programs are a form of income redistribution. The rich pay most of the tax revenue, but social

services predominately benefit working class people.Income redistribution doesn’t prohibit

business creation unless it’s quite excessive. In moderation, it can enhance capitalism by

increasing the purchasing power of ordinary citizens. This makes them larger investors in the

economy. They’re better able to acquire an education, start their own businesses, and make

investments.The second type of unfree market is one in which a handful of companies produce

most of the goods and services. There’s little competition in the market.Without competition,

consumers have no choice from whom they buy their products. The dominant corporations

know this. They will keep prices higher than if consumers could buy from someone else. The

dominant companies will also have less incentive to improve the quality of their products. They

won’t even try because doing so would cost a share of their profits. Though they could invest in

making newer and better goods, it’s not worth the risk. They’ve already cornered the market

and have all the customers. Innovation plummets. Prices rise. Quality worsens. Wages fall (due

to lack of competition in the labor market). Shortages occur. People starve. Despite all this,

consumers must obtain their products from the monopolies or oligopolies in each industry.

They have no choice because there are few competing businesses.Remember, market

freedom is the right to start a business. If a wealthy minority owns all the companies and

receives most of the national income, most people won’t be able to raise enough capital to

start their own firms. They will have fewer opportunities in general. It will be harder for them to

acquire a proper education, decent transportation, adequate nutrition, a living wage, etc.This is

why income redistribution isn’t incompatible with capitalism, and why welfare states such as

those of Scandinavia have among the freest markets in the world.Market freedom is all about

opportunity. The working class in a highly unequal society will have fewer opportunities.Gross

inequality reduces opportunities in other ways too. As I explained earlier, when a wealthy

minority owns a disproportionate share of national income, it uses that wealth to wield a

disproportionate share of influence over legislators via lobbying and campaign contributions.

The result is a government that represents the interests of wealthy elites. These contemporary

aristocrats are the large shareholders that own the companies that dominate each industry.

The big corporations and the government merge. This system is called an oligarchy

(pronounced oly-gar-key.)Communism and oligarchy are similar in that it’s difficult for ordinary

people to start their own businesses. There is little competition in the market.Most civilizations

since antiquity were oligarchies. One or two companies dominated each industry and allied

themselves with the king. In other words, the dominant firm in each industry was a government-

sanctioned monopoly. (Or sometimes a duopoly or triopoly.) Aristocrats owned the companies,

and they were friends with the king. There was little competition within each industry. Ordinary

people couldn’t start their own businesses because the aristocrats and governments wouldn’t

allow it.Everything changed after Adam Smith.
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