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Facts are stubborn things; and whatever may be our wishes, our inclinations, or the dictates of our passions, they cannot alter the state of facts and evidence.

John Adams






PREFACE


Some things are believed because they are demonstrably true. But many other things are believed simply because they have been asserted repeatedly—and repetition has been accepted as a substitute for evidence.

This new edition of Economic Facts and Fallacies, like the original edition, subjects many widely held beliefs to the test of hard facts—and finds that many beliefs cannot survive that test, including some that collapse like a house of cards and others where the truth turns out to be the direct opposite of what has been so often asserted.

The purpose of all this is not simply a debunking, in order to conduct a sort of demolition derby of ideas, but to reveal fallacies that have had harmful effects on the well-being of millions of people in countries around the world. Economic policies based on fallacies can be—and have been—devastating in their impacts. Seeing through those fallacies is more than an intellectual exercise because a clearer understanding of economics can open up many unsuspected opportunities for higher standards of living for whole nations.

This book, like others of mine, owes much to my two extraordinary research assistants, Na Liu and Elizabeth Costa. They not only found much material that I asked for, they often brought to my attention valuable material that I had not asked for. In addition, Ms. Costa did the copy editing and Ms. Liu created the computer files from which this book was printed.


Thomas Sowell 
Hoover Institution 
Stanford University








Chapter 1

THE POWER OF FALLACIES

Never underestimate the difficulty of changing false beliefs by facts.


Henry Rosovsky1


 



 




Fallacies are not simply crazy ideas. They are usually both plausible and logical—but with something missing. Their plausibility gains them political support. Only after that political support is strong enough to cause fallacious ideas to become government policies and programs are the missing or ignored factors likely to lead to “unintended consequences,” a phrase often heard in the wake of economic or social policy disasters. Another phrase often heard in the wake of these disasters is, “It seemed like a good idea at the time.” That is why it pays to look deeper into things that look good on the surface at the moment.

Sometimes what is missing in a fallacy is simply a definition. Undefined words have a special power in politics, particularly when they invoke some principle that engages people’s emotions. “Fair” is one of those undefined words which have attracted political support for policies ranging from Fair Trade laws to the Fair Labor Standards Act. While the fact that the word is undefined is an intellectual handicap, it is a huge political advantage. People with very different views on substantive issues can be unified and mobilized behind a word that papers over their differing, and sometimes even mutually contradictory, ideas. Who, after all, is in favor of unfairness? Similarly with “social justice,” “equality,” and other undefined terms that can mean wholly different things to different individuals and groups—all of whom can be mobilized in support of policies that use such appealing words.

Fallacies abound in economic policies affecting everything from housing to international trade. Where the unintended consequences of these policies take years to unfold, the effects may not be traced back to their causes by many people. Even when the bad consequences follow closely after a given policy, many people still may not connect the dots, and advocates of policies that backfire often attribute these bad consequences to something else. Sometimes they claim that the bad situation would have been even worse if it had not been for the wonderful policies they advocated.

There are many reasons why fallacies have staying power, even in the face of hard evidence against them. Elected officials, for example, cannot readily admit that some policy or program that they advocated, perhaps with great fanfare, has turned out badly, without risking their whole careers. Similarly for leaders of various causes and movements. Even intellectuals or academics with tenure stand to lose prestige and suffer embarrassment when their notions turn out to be counterproductive. Others who think of themselves as supporters of things that will help the less fortunate would find it painful to confront evidence that they have in fact made the less fortunate worse off than before. In other words, evidence is too dangerous—politically, financially and psychologically—for some people to allow it to become a threat to their interests or to their own sense of themselves.

No one likes to admit being wrong. However, in many kinds of endeavors, the costs of not admitting to being wrong are too high to ignore. These costs force people to face reality, however reluctantly and however painful that might be. A student who misunderstands mathematics has little choice but to correct that misunderstanding before the next examination, and someone in business cannot continue losing money indefinitely by persisting in mistaken beliefs about the market or about the way to run a business. In short, there are practical as well as intellectual imperatives to see through fallacies. The difference between sound and fallacious economic policies by a government can affect the standard of living of millions. That is what makes the study of economics important—and the exposure of fallacies more than an intellectual exercise.

There are far too many fallacies to list them all. However, we can sketch five widespread kinds of general economic fallacies here, and then  investigate more specific fallacies in detail in the chapters that follow. These five widespread kinds of fallacies may be called the zero-sum fallacy, the fallacy of composition, the post hoc fallacy, the chess-pieces fallacy, and the open-ended fallacy.




THE ZERO-SUM FALLACY 

Many individual fallacies in economics are founded on the larger, and usually implicit, fallacious assumption that economic transactions are a zero-sum process, in which what is gained by someone is lost by someone else. But voluntary economic transactions—whether between employer and employee, tenant and landlord, or international trade—would not continue to take place unless both parties were better off making these transactions than not making them. Obvious as this may seem, its implications are not always obvious to those who advocate policies to help one party to these transactions.

Let us start at square one. Why do economic transactions take place at all and what determines the terms of those transactions? The potential for mutual benefit is necessary but not sufficient, unless the transactions terms are in fact mutually acceptable. Each side may of course prefer terms that are especially favorable to themselves but they will accept other terms rather than lose the benefits of making the transaction altogether. There may be many terms acceptable to one side or the other but the only way transactions can take place is if these sets of terms acceptable to each side overlap.

Suppose that a government policy is imposed, in the interest of helping one side—say, employees or tenants. Such a policy means that there are now three different parties involved in these transactions and only those particular terms which are simultaneously acceptable to all three parties are legally permitted. In other words, these new terms preclude some terms that would otherwise be mutually acceptable to the parties themselves. With fewer terms now available for making transactions, fewer transactions are likely to be made. Since these transactions are mutually beneficial, this usually means that both parties are now worse off in some respect. This general principle has many concrete examples in the real world.

Rent control, for example, has been imposed in various cities around the world, with the intention of helping tenants. Almost invariably, landlords and builders of housing find the reduced range of terms less acceptable and therefore supply less housing. In Egypt, for example, rent control was imposed in 1960. An Egyptian woman who lived through that era and wrote about it in 2006 reported:
The end result was that people stopped investing in apartment buildings, and a huge shortage in rentals and housing forced many Egyptians to live in horrible conditions with several families sharing one small apartment. The effects of the harsh rent control is still felt today in Egypt. Mistakes like that can last for generations.2






In other words, while landlords and builders simply lost an opportunity to make as much money as they could have otherwise, many tenants lost an opportunity to find a decent place to live. They all lost, though in different ways. Egypt was not unique. The imposition of rent control has been followed by housing shortages in New York, Hong Kong, Stockholm, Melbourne, Hanoi and innumerable other cities around the world.a


The immediate effect of rents set below where they would be set by supply and demand is that more people seek to rent apartments for themselves, now that apartments are cheaper. But, without any more apartments being built, this means that many other people cannot find vacant apartments. Moreover, long before existing buildings wear out, auxiliary services like maintenance and repair decline, since a housing shortage means that landlords are no longer under the same competitive pressures to spend money on such things in order to attract tenants, when there are more applicants than apartments during a housing shortage. Such neglect of maintenance and repair makes buildings wear out faster. Meanwhile, the lower rate of return on investments in new apartment buildings, because of rent control, causes fewer of them to be built. Where rent control laws are especially stringent, no new apartment buildings at all may be built to replace those that are wearing out. Not a single apartment building was built in Melbourne for years after World War II because of rent   control laws in Australia. In a number of Massachusetts communities, no rental housing was built for a quarter of a century, until the state banned local rent control laws, after which building resumed.

Some tenants undoubtedly benefit from rent control laws—those who already have an apartment when such laws are passed and who find the lower levels of repair, maintenance and other auxiliary services, such as heat and hot water, acceptable as a trade-off, in view of the money saved on the rent. As time goes on, however, with some deteriorating buildings eventually being boarded up, the circle of tenants who find the trade-off acceptable tends to decline, and places with especially stringent rent control laws tend to have especially bitter complaints about landlords’ neglect in failing to supply adequate heat, hot water, maintenance and repair. In short, reducing the set of mutually acceptable terms tends to reduce the set of mutually acceptable results, with both tenants and landlords ending up worse off on the whole, though in different ways.

Another area where governments impose their own set of acceptable transactions terms are laws regulating the pay, benefits, and working conditions of employees. Improvements in all these areas make the worker better off and cost the employer money. Here again, this tends to lead to fewer transactions. Over the years, unemployment rates have tended to be chronically higher, and the periods of unemployment chronically longer, in European Union countries, where minimum wage laws and government policies requiring employers to provide various benefits to their employees have been more generous than in the United States—and the rate at which these countries create new jobs has tended to be far lower than the rate at which new jobs have been created in the American economy. Here again, the overlap between three sets of acceptable terms tends to be less than the overlap between the two sets of terms acceptable to the parties directly involved.

As in the case of tenants under rent control, those on the inside looking out benefit at the expense of those on the outside looking in. Those workers who keep their jobs are made better off by the various benefits that employers are required to provide by law but the higher unemployment rates and longer periods of unemployment deprive others of jobs that they could have had in the absence of laws which have the net effect of discouraging  hiring and encouraging the substitution of capital for labor, as well as the outsourcing of jobs to other countries. The trite expression “There is no free lunch” has become trite precisely because it has turned out to be true for so long and in so many different contexts.

Perhaps the most detrimental consequences of the implicit assumption of zero-sum transactions have been in poor countries that have kept out foreign trade and foreign investments, in order to avoid being “exploited.” Large disparities between the prosperity of the countries from which trade and investment come and the poverty in Third World countries receiving this trade and investment have led some to conclude that the rich have gotten rich by taking from the poor. Various versions of this zero-sum view—from Lenin’s theory of imperialism to “dependency theory” in Latin America—achieved widespread acceptance in the twentieth century and proved to be very resistant to contrary evidence.

Eventually, however, the fact that many once-poor places like Hong Kong, South Korea, and Singapore achieved prosperity through freer international trade and investment became so blatant and so widely known that, by the end of the twentieth century, the governments of many other countries began abandoning their zero-sum view of economic transactions. China and India have been striking examples of poor countries whose abandonment of severe international trade and investment restrictions led to dramatic increases in their economic growth rates, which in turn led to tens of millions of their citizens rising out of poverty. Another way of looking at this is that the zero-sum fallacy had kept millions of very poor people needlessly mired in poverty for generations before such notions were abandoned. That is an enormously high price to pay for an unsubstantiated assumption. Fallacies can have huge impacts.




THE FALLACY OF COMPOSITION 

What logicians call “the fallacy of composition” is the belief that what is true of a part is true of the whole. A baseball fan at a ballpark can see the game better by standing up but, if all the fans stand up, they will not all see  better. Many economic policies involve the fallacy of composition, as politicians come to the aid of some particular group, industry, state or other special interest, representing the benefits to them as if they were net benefits to society, rather than essentially robbing Peter to pay Paul.

Many local governments, for example, follow policies designed to attract either new businesses or higher-income people, both of which are expected to provide more local tax revenues. Whole neighborhoods have been demolished and “redeveloped” with upscale housing and shopping malls as a means of “revitalizing” the community. Often the federal government subsidizes this operation, with no consideration that the businesses and higher-income people attracted there will simply be transferred from some other place, while the usually lower-income people displaced are also transferred to some other place, with no net benefit to the country as a whole. Yet governments from the local to the national level have set up innumerable programs to engage in what is usually at best a zero-sum operation, and is often a negative-sum operation, as millions of lives are disrupted across the country and billions of tax dollars are spent demolishing neighborhoods, accomplishing nothing on a national level other than a voluntary relocation of taxpayers to places where they can get property without having to bid it away from its current owners, and an involuntary relocation of the people displaced.

Since policies imposed by government are not voluntary transactions, like those of the marketplace, zero-sum and negative-sum operations can continue indefinitely.

Nevertheless, at any given location, there can be impressive drawings beforehand and impressive photographs afterwards to depict the scene “before” and “after” redevelopment and celebrate the visible improvement at a given location. For many years, photographers liked to take pictures of slums in Washington, with the capitol dome in the background. Eventually massive slum-clearance projects put an end to such embarrassing photos—but the people displaced went to live in other neighborhoods, turning many of these other neighborhoods into slums, even if these new slums were now located at a politically convenient distance from the capitol building.

Government spending is often said to be beneficial to the economy, as the money disbursed is spent and re-spent, creating jobs, raising incomes, and generating tax revenues in the process. But usually if that same government money had remained in the hands of the taxpayers from whom it came, they too would have spent it, and it would still have been re-spent, creating jobs, raising incomes, and generating tax revenues in the process. This again is usually at best a zero-sum process, in so far as the transfer of money is concerned, and a negative-sum process in so far as high tax rates to finance government spending reduce incentives to do all the things necessary to generate economic activity and the prosperity resulting from it.

Advocates of policies to preserve “open space” in order to prevent “overcrowding” ignore the fact that the size of the total population is unaffected by such policies, which means that the people who are prevented from living in a given area will make some other area more crowded than it would have been otherwise.




THE POST HOC FALLACY 

One of the most common fallacies is so old that it has a Latin name from centuries ago: Post Hoc, Ergo Propter Hoc—in other words, “After this, therefore because of this.” For example, one of the damning claims against the insecticide DDT, during the successful campaign to get it banned in many parts of the world, was that it caused cancer. In places where DDT had been widely used, cancer rates had in fact gone up. Many of these were countries subject to devastating ravages of malaria, which killed off vast numbers of people. In the wake of using DDT, which killed mosquitoes that transmitted malaria, that disease was drastically reduced, almost to the vanishing point in some places. Now millions of people, who would otherwise have died young, lived long enough to get cancer in their later years. But the DDT did not cause cancer, and its banning led to a resurgence of malaria that took millions of lives around the world.

When two things are both very striking, and one occurs right after the other, then the first is especially likely to be considered the cause of the  second. After the record-breaking stock market crash of 1929 was followed by the record-breaking Great Depression of the 1930s, it has been widely believed, for generations, that the collapse of the stock market caused the collapse of the whole economy. However, a similar stock market crash in 1987 was followed by 20 years of economic growth, with low unemployment and low inflation rates.

As for the 1929 stock market crash, unemployment never reached double digits in any of the 12 months following that event. Unemployment peaked at 9 percent, two months after the stock market crashed, and began drifting generally downward until it reached 6.3 percent in June 1930. That was when the federal government made its first major intervention in the economy, with the Smoot-Hawley tariff. After that intervention, the downward movement in unemployment rates reversed and shot up far beyond the level it had reached in the wake of the stock market crash. Within six months of the first major federal intervention, unemployment reached double digits at 11.6 percent in November 1930. After a series of additional large federal interventions in the economy, unemployment stayed in double digits for the remainder of the decade. An economic analysis published in 2004 concluded that government interventions had prolonged the Great Depression by several years.3


The post hoc fallacy is more than an intellectual problem. In politics, the desire to take credit for beneficial changes and to blame others for detrimental changes has led to many post hoc fallacies. Presidents of the United States almost routinely claim credit for budget surpluses and are blamed by their critics for budget deficits. Yet all federal government spending bills originate in the House of Representatives, and only Congress can change tax rates. When the President and the Congress are of opposite parties, neither a deficit nor a surplus is likely to be due to decisions made in the White House.




THE CHESS-PIECES FALLACY 

Back in the eighteenth century, Adam Smith wrote of the doctrinaire theorist who is “wise in his own conceit” and who “seems to imagine that he  can arrange the different members of a great society with as much ease as the hand arranges the different pieces upon a chess-board.”4 Such theorists are at least as common today and have at least as much influence in shaping laws and policies.

Unlike chess pieces, human beings have their own individual preferences, values, plans and wills, all of which can conflict with and even thwart the goals of social experiments. Moreover, whatever the merits of particular social experiments, experimentation as such can have huge economic and social costs. Although some social experimenters may believe that, if one program or policy does not work, they can simply try another and another after that, until they find one that does work, the uncertainties generated by incessant experimentation can cause people to change their behavior in ways that adversely affect the economy.

Some economists, including John Maynard Keynes,5 saw the uncertainties about the future generated by the experimental policies of the New Deal administration in the 1930s as tending to discourage investment that was much needed to get out of the Great Depression. Boris Yeltsin, the first non-Communist leader of Russia after the collapse of the Soviet Union, likewise spoke of “our country—so rich, so talented and so exhausted by incessant experiments.”6 Because people are not inanimate objects like chess pieces, the very attempt to use them as part of some grand design can turn out to be not merely unsuccessful but counterproductive—and the notion that “if at first you don’t succeed, try, try again” can be a formula for disaster when consumers become reluctant to spend and investors become reluctant to invest when they have no reliable framework of expectations, since they have no way of knowing what will happen next in an atmosphere of unending experimentation.




THE OPEN-ENDED FALLACY 

Many desirable things are advocated without regard to the most fundamental fact of economics, that resources are inherently limited and have alternative uses. Who could be against health, safety, or open space?  But each of these things is open-ended, while resources are not only limited but have alternative uses which are also valuable.

No matter how much is done to promote health, more could be done. No matter how safe things have been made, they could be made safer. And no matter how much open space there is, there could be still more. Obvious as this may seem, there are advocates, movements, laws, and policies promoting an open-ended commitment to more of each of these things, without any indication of a limit, or any principle by which a limit might be set, much less any consideration of alternative uses of the resources that some people want devoted to whatever desirable thing they are promoting.

Health is certainly something desirable and most people are happy to see billions of dollars devoted to cancer research. But would anyone want to devote half the national income to wiping out skin rashes? Crime control is certainly desirable but would anyone want to devote half the national income to wiping out the last vestige of shoplifting? While no one would advocate these particular trade-offs, what open-ended demands for open space, crime control, better health or cleaner air and water do advocate leaves out the very concept of trade-offs. That is what makes such demands open-ended, both as regards the amounts of money required and often also the amounts of restrictions on people’s freedom required to enforce these demands. Open-ended demands are a mandate for ever-expanding government bureaucracies with ever-expanding budgets and powers.

Unlimited extrapolations constitute a special variation on the open-ended fallacy. Much bitter opposition to the building of homes, highways, or even water and sewage systems is based on the belief that these will just attract more people, more traffic and more urbanization, leading to the paving over of fast-vanishing greenery. But not only is there no unlimited supply of people, every person who moves from one place to another reduces the crowding in the place left while increasing crowding in the place that is the destination—with no net change in the amount of crowding in the society as a whole. As to the paving over of greenery, it takes quite an extrapolation to see that as a national problem in a country where more than nine-tenths of the land remains undeveloped.

Unlimited extrapolations are not confined to environmental issues. Courts’ decisions in anti-trust cases have invoked a fear that a particular growing business is an “incipient” monopoly. In one landmark case before the U.S. Supreme Court, a merger between the Brown Shoe Company and Kinney shoe stores was broken up because Brown’s acquisition of the Kinney chain—which sold one percent of the shoes in America—would “foreclose” that market to other shoe manufacturers, beginning the process of creating a monopoly which had to be stopped in its “incipiency.” By such reasoning, the fact that the temperature has risen ten degrees since dawn means that we are all going to be burned to a crisp before the end of the month, if unlimited extrapolations are believed.




SUMMARY AND IMPLICATIONS 

Many beliefs which collapse under scrutiny may nevertheless persist indefinitely when they are not scrutinized, and especially when skilled advocates are able to perpetuate those beliefs by forestalling scrutiny through appeals to emotions or interests. Some popular fallacies of today are centuries old and were refuted centuries ago, even if they are repackaged in up-to-date rhetoric to suit current times.

This brief sampling of general fallacies is just an introduction to many more specific fallacies that are examined in more detail, and tested against hard evidence, in the chapters that follow.






Chapter 2

URBAN FACTS AND FALLACIES

In the Occident the city has been the greatest opportunity and the worst influence; a place of creation and decay, of freedom and subjection, of riches and poverty, of splendor and misery, of communion and lonesomeness—an optimal milieu for talent, character, vice and corruption.


Eric Hoffer1


 



 




One of the first questions to ask about cities is: Why do they exist in the first place? Looking back at history, what caused cities to be built at all—and why in the particular kinds of places where they were built? Looking at the present, what are the economic implications of urban life and what causes cities to flourish or to flounder, deteriorate, and die? What kinds of policies have what kinds of effects on such urban concerns as housing, transportation, crime, and economic activity in general?

The facts are fairly straightforward but the challenge is to untangle the fallacies.




TRANSPORTATION 

Transportation costs have played a crucial role in the creation of cities throughout history, and changing transportation costs in modern times have had much to do with the ways in which cities have continued to change around us. For most of the history of the human race, the transportation of people and  goods on land took place using human or animal power, and took place on water using currents, wind, or oars. Most cities were built before there were motorized vehicles on land or water, or of course in the air. The most fundamental fact is that land transport has always been far more costly than water transport, and especially so during the thousands of years before the invention of cars, trucks and trains. Even today, it is often cheaper to ship goods thousands of miles by water than to ship them hundreds of miles by land.

A city must continuously transport in vast amounts of food alone to feed its concentrated population, and it must also transport out the goods it produces to markets elsewhere in the country or around the world. Given these imperatives, it is hardly surprising that most cities throughout history have been built on navigable waterways—whether rivers, lakes, or the sea. These cities include river ports like Cairo on the Nile, Paris on the Seine, and New York on the Hudson; seaports on harbors like Singapore, Stockholm and Sydney; and ports on huge lakes or inland seas like Odessa and Chicago. The relatively few exceptions have been cities with other transportation advantages, such as Samarkand at the crossroads of routes through oases in the desert, Atlanta as a rail junction or Los Angeles, which became a major city only after the invention of automobiles and the building of a network of freeways.


Population Concentration and Dispersion 

Internal as well as external transportation costs have shaped the history of cities. When most people traveled within a city on foot, ancient cities had to be much more compact and crowded than modern cities, which have buses, subways, and automobiles. Ancient Rome had a population similar in size to that of Dallas today—but living in an area only two percent of the size of Dallas.2 In a sense, crowding is what cities are all about. That is, the concentration of many and varied activities—economic, social, cultural—within reach of large numbers of people is what attracts people, economic activities, and various institutions to cities. How reachable these attractions are depends on transportation costs in both money and time.

Before the building of subways in New York, it was not feasible for most people to live in the Bronx and work in downtown Manhattan. Indeed, what is today downtown Manhattan was the northern limit of urban settlement before horse-drawn rail carriages dramatically increased the area of the urban community, as it moved up from the original settlement at the southern tip of the island:
Where woods, orchards, and cultivated fields had once stood, buildings suddenly appeared. Between 1832 and 1860 the northern boundary of the zone of concentrated settlement moved from Houston Street to Forty-second Street. This was astonishing: In that brief thirty-year period the urban frontier advanced twice as far as it had in the previous two hundred years.3






A few years later, the first elevated urban rail system appeared in Manhattan and, still later, at the beginning of the twentieth century, the city’s first subway, which spread urban settlements to the northern end of the island and even across the Harlem River into the Bronx.

The spreading out of urban communities in general has been made possible by reductions in transportation costs. When trains first made their appearance in early nineteenth century England, this enabled many more people to live farther from their jobs, to spread out into the suburbs, leading the Duke of Wellington to blame the newly created railroads for encouraging “the common people to move about needlessly.”4 In the many years since then, there have been many other third party observers assuming that they know better than the people themselves where those people should be living.

The widespread availability and affordability of automobiles in the second half of the twentieth century has led to rapid suburbanization in affluent industrial societies, whether in the United States, Western Europe or elsewhere, with numerous economic and social consequences that remain controversial. While affordable transportation costs—including walking inside a tightly packed city—have been necessary for urban living, that has not been sufficient. There must be something inside the city worth walking to or riding to, otherwise people would remain scattered through the countrysides.

The tall and thick stone walls around many cities in Europe and elsewhere in centuries past indicate one of the things a city offered, protection against  invaders or lawless marauders. In addition, many complementary activities can be carried on in proximity to one other in a city, and activities with large fixed costs, such as building a water supply system or a sewage disposal system, can be carried on economically when these huge costs can be spread over a large number of people crowded into a given area. Hospitals, theaters, and cathedrals are other structures with large fixed costs which are also more likely to be affordable when these costs can be spread over a large number of people concentrated in an urban community. These advantages of a city are what attract the people who produce the crowding.

One of many urban fallacies is that highly crowded cities are a sign of “overpopulation,” when in fact it is common in some countries for more than half the nation’s population to live in a handful of cities—sometimes in just one—while there are vast areas of open and largely vacant countrysides. Even in a modern urban and industrial society like the United States, less than five percent of the land area is developed, and forests alone cover six times as much land as all the cities and towns in the country put together.5 Photographs of crowded slums in Third World countries may insinuate the conclusion that “overpopulation” is the cause of poverty, when in fact poverty is the reason for the crowding among people unable to afford the transportation costs of commuting or much urban living space, but who are yet unwilling to forego the benefits of urban living.

Many cities were more crowded in the past, when national and world populations were much smaller. The spread of faster and cheaper transportation, affordable to vastly larger numbers of people, has spread out the urban population into the surrounding countrysides as suburbs have developed. Due to faster transportation, these suburbanites now have proximity in time to the institutions and activities of a city from ever greater physical distances. Someone in Dallas, living miles away from a stadium, can get there in a car faster than someone in ancient Rome, living much closer to the Coliseum, could reach that stadium on foot.

Elites with their own horses and carriages have for centuries had greater proximity in time to urban attractions than the poorer masses have had, whether in Europe, Asia or the Western Hemisphere. Transportation costs have long tended to make suburbs the homes of more affluent people, who  could afford such costs. As incomes have risen and transportation costs declined in modern times, ordinary people could now afford to move out to the suburbs in great numbers, while maintaining proximity to their jobs and urban amenities. This greater accessibility to urban institutions has been a result of the twentieth century revolutions in transportation brought about by the introduction and spread of subways, commuter trains, buses and automobiles. Ordinary people can in fact live much farther from an urban center today than the elite could in the past.

Before the transportation revolutions of the twentieth century, even New York City was quite different from what it has become since then. The home in which Theodore Roosevelt spent his late adolescence and early adulthood was a suburban mansion built in 1873 on “the outer fringes of New York City”6—West 57th Street! As late as 1881, “the streets were little more than numbers, and most of the land was vacant” in the west sixties and seventies.7 People in Harlem were living out in the country and few, if any, were black. All that changed after the New York City subway system was built at the end of the nineteenth century, reducing transportation costs in both money and time as the twentieth century began.


The Automobile 

A second transportation revolution profoundly affected the development of urban and suburban communities in the twentieth century, as well as many other aspects of life. This was the increased use of automobiles, as mass-production methods pioneered by Henry Ford drastically reduced the cost of cars, turning them from a luxury that only a few could afford into a means of transportation affordable by millions of people of moderate incomes. Between 1910 and 1916, for example, the cost of the standard Model T Ford was cut in half.8 As of 2007, there were approximately 600 automobiles per thousand population of driving age in Western Europe and approximately 900 per thousand in the United States.9


Among the economic consequences of cars was that workers had access to a wider area in which to seek employment and employers had a wider area in which to seek workers. In Cincinnati, for example, a study found that most  residents could reach 99 percent of the region’s jobs within 20 minutes by car. But they could not reach even half that number of jobs by taking mass transit for twice as long, 40 minutes. A study in Portland, Oregon, found that people with no high school diploma were 80 percent more likely to have a job if they had a car, and they earned an additional one thousand dollars a month. That same study found that getting a car enabled such people to get a job more so than getting a high school equivalency diploma.10


The economic importance of the automobile is demonstrated graphically in places where automobiles are banned. One of the first automobile bans was instituted in 1959 in Kalamazoo, Michigan, where there was an attempt to “revitalize” its downtown areas by closing a street to automobile traffic, in order to create a pedestrian mall to compete with suburban malls. The idea spread to other cities in the decades ahead:
Over the next 30 years, U.S. and Canadian cities created roughly 200 such pedestrian malls. Many won awards from planning groups.

Yet far from revitalizing retail districts, most of the pedestrian malls killed them. Vacancy rates soared, and any pedestrians using the malls found themselves walking among boarded up shops or former department stores that had been downgraded to thrift stores or other low-rent operations... Despite these failures, cities continued to create pedestrian malls 25 years after Kalamazoo’s initial experiment. In 1984, Buffalo closed 10 blocks of its Main Street to autos. In the following years, Main Street vacancy rates increased by 27 percent and property values declined by 48 percent... By 1990, many cities began restoring auto traffic to their pedestrian malls.11






That decades had to pass before a mistake with obvious negative consequences began to be corrected is one sign of the problems of decisions by third parties who pay no price for being wrong. The only test that the initial decision to ban automobiles, in order to create pedestrian malls, had to pass was that like-minded “experts” thought it was a good idea, as shown by the awards that such plans received. Once having committed themselves publicly to an idea, neither the city planners nor the politicians who employed them had any incentive to admit to being wrong and every incentive to ignore or verbally minimize the problems that arose, rather than jeopardize their careers by reversing decisions they had made, often with  public fanfare and promises of great benefits to follow. Sometimes it is only a later generation of politicians or planners who can admit the mistakes of their predecessors with no jeopardy to their own careers. By contrast, people whose own money is at stake have to change course much more rapidly if they want to avoid bankruptcy.

While the advent of the automobile allowed people to live farther from where they worked, the need for large numbers of people to arrive at work at about the same time from widely varying distances and directions created a problem of rush-hour traffic congestion. In fact such congestion on highways and city streets during rush hours became a common problem in cities around the world.

Congestion has generally tended to grow worse over time. In 1983, there was only one urbanized area in the United States where the average driver spent more than 40 hours a year stuck in rush hour traffic congestion but, twenty years later, there were 25 such areas.12 Such congestion has economic, environmental and even medical consequences. A study of traffic congestion in France, for example, found that the number of jobs reachable in a given amount of time, such as half an hour, affected not only workers’ access to better paying jobs but also affected businesses’ access to more customers, as well as access to more qualified employees, so that speedier traffic led to higher productivity. Similar results were found in studies of other urban areas around the world.13 Traffic congestion also increases air pollution and, by delaying ambulances going to and from scenes of medical emergencies, affects death rates. For cardiac arrest, for example, medical people arriving on the scene a few minutes earlier or later can be the difference between life and death.

Communities around the world have tried to cope with traffic congestion in a variety of ways, with varying degrees of effectiveness. Julius Caesar banned carts during the day in ancient Rome and some modern cities have tried to reduce rush-hour congestion by either restricting or banning cars at certain times and places, or by charging fees for the use of streets in parts of London or toll roads in France and Australia, for example.14 Washington, D.C., deals with rush-hour congestion by making some streets one-way in one direction during the morning commute and one-way in the opposite  direction during the evening commute, a system that can create some dicey situations at the times when the direction of traffic reverses.

The fact that most city streets and most highways are free to the motorists—Los Angeles’ freeways being classic examples—means that they tend to be used more extensively than they would be if motorists had to pay the costs that their travel imposed on others. These costs include not only the costs of building and maintaining these roadways but also, and perhaps even more costly, the impeding of other people’s travel by rush-hour congestion. The annual costs in both wasted fuel and wasted time have been estimated at more than a thousand dollars per rush hour traveler in Washington, Dallas, Atlanta and San Francisco, and at more than $1,500 in Los Angeles, whose freeways are not in fact free to either the city or to individual motorists, when congestion costs are taken into account.15


Like most things that are available without an explicit charge, roads and highways tend to be used far beyond how much they would be used if the hidden costs had to be paid in cash whenever these things are used. Increasing numbers of cities around the world have begun to recognize that and to charge motorists accordingly. Singapore in the 1970s pioneered in charging motorists varying amounts according to the area and the time of day in which they drove. At first, these were manually collected tolls that to some extent impeded traffic but eventually this system was replaced by automatic methods of collecting tolls—either electronically or by billing motorists who were photographed in restricted areas or at restricted times. Even during the 1975-1998 era of manual toll collection, charging motorists according to the congestion involved sped up the movement of cars in Singapore. Prior to these tolls, the city’s traffic moved at an average speed of 15 to 20 kilometers per hour during the working day. After the imposition of tolls, traffic moved at an average speed of from 26 to 32 kilometers per hour during the working day.

This happened despite the fact that the city was growing during these years and the number of cars in Singapore tripled. As in other times and places, incentives changed behavior. Some people changed the time of day when they drove, in order to avoid higher tolls and some whose journey began and ended outside the most congested areas with the highest tolls now drove around such areas, instead of through them, as they had before  there were tolls collected. Others changed from driving to taking public transportation. Buses carried 46 percent of the commuters in Singapore before the toll system and 69 percent afterward.16


Stockholm in 2006 introduced an experimental program which charged only half as much for driving between 6:30 A.M. and 7:00 A.M. as was charged for driving an hour later, when the rush hour was in full swing. Given these costs, and especially the differences in costs at different times of day, not only did the total traffic passing through the controlled area decline by 22 percent, the ratio between the volume of rush-hour traffic and non-rush hour traffic changed from about three-to-one to about two-to-one,17 as people either came to work earlier or stayed later to avoid the higher toll charges at the rush hour peaks. Put differently, the Stockholm experiment, like that in Singapore and elsewhere, showed that “free” roadways contribute to congestion, as most “free” things are used more extensively than when the costs of people’s behavior are conveyed to them directly through prices.

While the prices charged or not charged for the use of streets and highways can affect the demands made on these traffic arteries, the supply is also important. One of the persistent fallacies about urban transportation is that it is futile to build more roads because that will only encourage more drivers to add to the traffic, restoring the previous congestion. When the Miami Herald said, “The region can’t pave its way out of traffic gridlock,”18 it was expressing a very widespread view—but one which will not stand up under scrutiny. When Houston, for example, added a hundred miles a year to its road network from 1986 to 1992, average delay per traveler at the rush hour peaks declined 21 percent. But, when Houston drastically cut back on road building between 1993 and 2000, while its population was still growing, travel delays nearly doubled.19 Similarly, between 1989 and 1997, despite the fact that the San Jose region added 100,000 new jobs, the average commuting time during the rush hour declined by 50 percent because its roadway system was growing.20


In other words, building more roadways to keep pace with the growth of traffic only works when you do it. So do most things. Following the kind of reasoning used by those who say that it is futile to build more roads to cope  with traffic congestion, it would be possible to say that it is “futile” to deal with hunger by eating because people just get hungry again later on.

One of the reasons so many are committed to the idea of the futility of building more streets and highways to cope with traffic congestion is that they prefer to rely on mass transit as part of a more sweeping program of centrally planned development or redevelopment. City planners, consultants and “experts” all have a vested interest in the idea that people cannot be left to live their lives as they see fit but must have their transportation and their housing patterns, among other things, controlled by city planners, consultants and “experts.” One of the reasons for a failure to ease traffic congestion is that many see this congestion as a way to “get people out of their cars” and into mass transit. Urban politicians have an additional reason to be against highways and automobiles: Both facilitate the movement of taxpayers out into the suburbs, beyond the tax-collecting jurisdiction of city officials.

The fixation on mass transit, as a substitute for high levels of automobile usage, cannot be justified by the actual track record of mass transit or by its underlying economics. While mass transit played a major role in the development of New York City, that is today the exception, rather than the rule. Nearly forty percent of all American mass transit commuters are in fact in New York. Even so, only about one-fourth of New Yorkers get to work on mass transit. Chicago is the next highest, with 11 percent. Nationwide, mass transit ridership was two million people fewer in 2000 than in 1960, even though there were more than 60 million more workers in 2000. Europe has had similar trends, with mass transit accounting for a declining share of travel in London, Paris, Stockholm, and Frankfurt, for example, and its share of European travel as a whole declined from 25 percent in 1970 to 16 percent in 2000.21


There are economic reasons for this. With rising levels of prosperity, more automobile ownership and increasing suburbanization, there are fewer places with the high population densities needed to make mass transit a predominant means of transportation:
The typical suburban community houses about 2,500 or 3,000 people per square mile, but transit’s share of commute trips is insignificant for tracts with fewer than 4,000 people per square mile... Generally speaking,  transit’s market share doesn’t exceed 20 percent on average until densities reach five and six times the density of a typical suburban community.22






In short, most places are not like Manhattan—and are becoming more and more unlike Manhattan as time goes on. Making mass transit a substitute for the automobile is a daunting task, when so many people prefer the automobile. For one thing, automobiles can deliver people directly from home to work, avoiding trips to and from the points where mass transit can be boarded, as well as transfers that are often necessary. Moreover, just over half of all Americans do not make a beeline between home and work in their cars but make other stops23—for shopping or picking up their children, for example—and for this mass transit is no substitute for an automobile.

Nevertheless, government subsidies have been poured into mass transit. In 1964, Congress passed the Urban Mass Transportation Act, under which the federal government would provide grants to cities that operated their own transit systems. Even though the number of people riding on these systems was declining and most of these transit systems were privately owned in 1964, over the next eight years cities purchased these systems from their private owners. But the number of riders declined an additional 21 percent.24 Clearly, what politicians and planners wanted was not what the riders themselves wanted. Still, third parties who pay no price for being wrong continue to favor mass transit and the larger role it provides for themselves in shaping society to reflect their vision.

Where these third parties are in government, they are in a position to implement their vision, even in spite of, and counter to, the expressed views of the public. One way has been to divert money earmarked for highways into mass transit instead. Thus, in California, where the voters of Santa Clara County in 1990 approved a sales tax increase to build new highways, the Santa Clara Valley Transportation Authority diverted those tax revenues to mass transit. Among the results:
Now the San Jose region is poised to spend more than 80 percent of its transportation funds on the 1 percent of travel in the region that goes by transit.25






Many who condemn the automobile for pollution seem to imagine a pre-automobile society very different from the way the pre-automobile world was in fact. The streets of New York City in the nineteenth century were an example:
Much of the muck followed from the still-unavoidable reliance on horses—forty thousand of them, who each working day generated some four hundred tons of manure, twenty thousand gallons of urine, and almost two hundred carcasses. . . 26






A 1972 study showed that the amount of pollution per mile traveled by horse was a hundred times the amount of pollution per mile traveled by automobile.27 Since the cars produced in later years have had reduced pollution levels, the disparity today would be even greater. It should also be noted that the replacement of horses by automobiles made it possible to “restore more than 80 million acres of forestlands that had once been cleared for horse pasture.”28



Social Pathology 

Important as urban transportation has been, there are limits to what it can explain, as with any other factor—and some people have exceeded those limits when seeking to explain some social phenomena by transportation costs. For example, the movement of inner city jobs to the suburbs, especially after the 1960s, has been regarded by some as the reason for the dramatic rise in rates of unemployment in inner city ghettoes, and that in turn has been seen as a reason for the sharp increase in such other social pathologies as rising crime rates and disintegrating families in these neighborhoods.29 But the fact that these striking trends have been correlated does not tell us which one caused the others, or whether they were all caused by something else. However, the movement of jobs has been undeniable and of a major magnitude, as in the case of a Chicago neighborhood:
Two large factories anchored the economy of this West Side neighborhood in its good old days—the Hawthorne plant of Western Electric, which employed over 43,000 workers; and an International  Harvester plant with 14,000 workers. The world headquarters for Sears, Roebuck and Company was located there, providing another 10,000 jobs. . .But conditions rapidly changed. Harvester closed its doors in the late 1960s. Sears moved most of its offices to the Loop in downtown Chicago in 1973. . .The Hawthorne plant gradually phased out its operations and finally shut down in 1984.30






From this, some have concluded that the movement of jobs to the suburbs created such high transportation costs, in both time and money, that these jobs were now beyond the range of most inner city residents. The resulting economic breakdown in these communities is then blamed for such social breakdowns as a welfare culture with fatherless children and skyrocketing rates of crime and violence. However, businesses and jobs did not leave this neighborhood for no reason. It costs considerable money to relocate operations that employ thousands of people. Moreover, in Chicago as in other cities, massive movements of businesses out of the inner city followed the urban riots which swept across the country in the 1960s. The Chicago community mentioned above lost an estimated three-quarters of its businesses during the decade of the 1960s.

In short, the riots represented a social breakdown that occurred before the movement of businesses out of inner city ghettoes. Moreover, in Indianapolis, where the employers did not move as far away as in some other cities, there was the same inner city social pathology of a rapidly increasing welfare culture, with accompanying increases in crime and violence, as that found in Chicago and other cities where these phenomena were attributed to transportation costs.31 Put differently, inner city ghettoes had lower rates of crime and violence, as well as lower unemployment rates, and most black children grew up in two-parent households, in an earlier era that was by no means free of racial discrimination. The reasons for the changes for the worse in inner city neighborhoods from the 1960s on must be sought elsewhere because the movement of businesses out of these neighborhoods came after these social breakdowns. Getting the sequence wrong is one of many urban fallacies.

Meanwhile, it has become a common sight in many American cities to see immigrants from Latin America gathered at particular places where employers drive by and hire them, taking them to whatever factory, construction site, private home, or other place of employment has a demand  for them. In other words, these workers provide no transportation of their own but still get employed. Usually, these are unskilled laborers with low incomes and the jobs may be temporary for varying amounts of time, but somehow employer and employee manage to get together. Nor is this a unique situation.

In earlier times, when black workers were poorer than today and most lived in rural areas where public transportation was seldom available, black labor force participation rates were at least as high as the labor force participation rates of whites from the late nineteenth century on into the early decades of the twentieth century. The change to today’s situation, in which blacks have lower labor force participation rates than whites, cannot be explained by changing costs of transportation to work, in either time or money, for employers can and do arrange for vans to pick up workers, not only in the case of casual labor hired off the street for a day or for the duration of a given project, but also workers hired as on-going employees for businesses located some distance away from the source of the labor they are seeking. In earlier times, the Ford Motor Company sent buses into Detroit’s black neighborhoods to recruit workers.32


What is crucial is that employers have a demand for such labor at a price at which such labor is available. Many things reduce the demand for inner city workers today, including wage rates set higher than their productivity and things which reduce that productivity, such as deficiencies in education and attitudes.




HOUSING 

The biggest economic fallacy about housing is that “affordable housing” requires government intervention in the housing market, perhaps with subsidies, rent control, or other devices to allow people with moderate or low incomes to be able to have a decent place to live, without paying ruinous prices for homes or apartments. Ruinous prices for housing are certainly a fact of life in some places, leaving people of moderate or low incomes with inadequate amounts of money for other things. The question is whether government programs offer a way out of such situations for most people.
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