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Onward
and Upward!

Bet on Capitalism—It Works
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Our views of the world are heavily 
influenced by the environment 
we live in. We here in Texas feel 
pretty good about the economy 
because we’ve seen steady growth 
in employment, incomes and 
population. For the same reason, 
optimism marks a handful of other 
states, mostly in the Southeast and 
the Mountain West. 

In other parts of the country, 
decades of job losses and declining 
population have left many Americans 
somewhere between apprehensive 
and downright pessimistic. It’s not 
because they’re all that different 
from Texans; it’s because the 
economic realities they encounter 
every day give them little reason to 
expect a brighter future. 

The essay that starts on the next 

page focuses on this perennial divide 
between optimists and pessimists. 
O’Neil Center founding director 
W. Michael Cox and his co-author 
Richard Alm answer a question 
that’s growing more pressing in 
these uncertain times: Is American 
capitalism headed into inevitable 
decline, as so many pessimists claim, 
or will human ingenuity, spurred by 



By W. Michael Cox and Richard Alm

In the early 1980s, two college 
professors faced off in a highly public 
battle about American capitalism and 
the future of humankind. Paul Ehrlich 
predicted the world, with too many 
mouths to feed, would soon run out 
of resources, leading to a bleak future 
of growing scarcity and widespread 
starvation. Julian Simon offered 
a far more upbeat view, a future 
of abundance with higher living 
standards for more and more people, 
thanks to almost limitless potential 
of human ingenuity operating in a 
capitalist system.

For more than a decade, the two 
professors slugged it out in the arena 
of public opinion, largely through 
a series of books and articles, the 
academics’ weapons of choice. Along 
the way, they made their disagreement 
personal with a bit of impromptu 
political theater that history knows as 

The Bet. The actual wager amounted 
to a few hundred dollars in cash, but 
it carried much higher stakes in the 
currency of intellectual prestige.

The Bet took place in 1980—a time 
when the intellectual climate tilted in 
favor of Ehrlich, and Simon initially 
struggled to be heard. It focused on the 
inflation-adjusted prices of five industrial 
metals over the upcoming decade as a 
test of whether the world was heading 
toward scarcity or abundance. 

If the metals’ prices rose, it would 
signify the world was running out of 
important commodities, vindicating 
Ehrlich’s pessimistic view of the 
future. If the prices of the five metals 
declined, it would indicate that 
humans had produced more than 
enough to meet growing demand, 



of limitations imposed by its small 
sample of five metals, single decade of 
data and muddled concept of how to 
calculate real prices as a measure of 
human progress. 

“Onward and Upward!” takes a 
fresh look at The Bet, expanding it 
to include more goods and services, 
extending the time period and using 
more precise concepts to gauge scarcity 
or abundance. Recasting the Ehrlich-
Simon wager in this way will allow 
today’s Americans to see for themselves 
whether it’s wise to bet on capitalism.

A Long-Simmering Dispute 

Does capitalism work? The rivalry 
between optimists and pessimists on this 
question goes back to the earliest days 
of economic thought. In 1776, Adam 
Smith’s The Wealth of Nations struck a 
hopeful note by focusing on how trade 

and specialization in market economies 
made both individuals and societies 
better off. In Smith’s view, progress was 
possible in a capitalist system. 

We now revere Smith as the founder 
of modern economics, but it wasn’t 
long before the pessimists raised 
their objections. Thomas Malthus 
published An Essay on the Principle 
of Population in 1798, arguing that 
population would grow to exhaust 
any increases in the resources that 
sustain life, condemning the mass 
of mankind to a meager existence at 
subsistence wages. 

David Ricardo let some sunlight 
into Malthus’ gloomy scenario by 
asserting that wages could rise above 
subsistence when new investment or 
technology pushed up productivity 
and pay, increasing the demand 
for labor faster than its supply. A 
generation after Ricardo, Karl Marx 

savaged capitalists for plundering the 
working class—although, somewhat 
ironically, he had an optimistic side, 
proclaiming a future of material 
abundance. It just wouldn’t arrive, 
Marx declared, until capitalism had 
been eradicated from the Earth.

The critics of capitalism remained 
vehement, but the Industrial 
Revolution hurtled forward, bringing 
with it the greatest material progress 
in human history. According to 
Angus Maddison, global real income 
per capita was just $615 a year in 
1700—less than $2 a day. Today, it’s 
12 times higher at more than $7,600. 
Under its capitalist system, the 
United States did quite a bit better, 
with average real income increasing 
33-fold from $1,257 in 1800 to more 
than $40,000 today.

Rising incomes fueled optimism 
about capitalism, but the relative 
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BOX  1

‘The Bet’—Bigger than Two Men 
Paul Ehrlich Julian Simon

Disputes between college professors rarely spill out 
of academia and into Americans’ living rooms. One 
that did involved Paul Ehrlich and Julian Simon, who 
squared off from the late 1970s to the 1990s. Two 
compelling and combative protagonists tackling high-
stakes issues struck a chord with the general public.
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Data Divide Optimists, Pessimists

BOX  2

Inflation-adjusted median household income rose 25 
percent over three decades, going from $44,339 in 1967 
to $57,915 in 1999. It then fell 3 percent to $56,245 
in 2015 (left chart, red line). With their incomes shaky, 
American households have struggled to maintain their 
living standards—or so the narrative goes.

Another data set tells a starkly different story. 
Consumption per capita stood at $14,237 in 1967, 
and it rose steadily to an all-time high of $38,146 in 
2015—a total gain of 168 percent (left chart, blue line). 
These numbers support an alternative narrative: the U.S. 
economy can still deliver higher living standards. 

Hourly wages, adjusted for inflation, averaged $22.80 
in 2015, up an underwhelming 19 cents since 2003 
(right chart, red line). With pay essentially flat, the path to 
upward mobility has become a much harder climb. 

When benefits earned on the job are included, however, 
the value of work in America has never been higher. 
Inflation-adjusted total compensation rose from $24.99 
in 1991 to $32.85 in 2015—a gain of 31 percent (right 
chart, blue line). 

American capitalism’s critics are likely to latch onto 
the household income and hourly wage data. Those who 
favor free enterprise will find per capita consumption and 
total compensation more persuasive. Ideological shouting 
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Self-driving carsCommercial drones

worriers, for example, might have 
been wise in the years leading up to 
the financial crisis of 2008-09. 

Optimists’ sunny outlook might 
make them more pleasant company, 
but they can be faulted for living in 
fantasylands far removed from the 
real world and its troubles. Blindly 
accepting the Pollyanna’s happy view 
of life increases the risk of being 
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The 2015-16 academic year began 
with Robert Lawson taking over as 
director of the O’Neil Center for 
Global Markets and Freedom. In 
his first year, the center continued 
successful programs established in 
seven years under founding director 
W. Michael Cox, and it expanded 
its reach to include free-enterprise 
courses for high school teachers and a 
focus on economic freedom in Texas 
and other states.

During the year, the O’Neil Center 
added three new members. Dean 
Stansel, a George Mason University 
Ph.D. who had been a professor at 
Florida Gulf Coast University, came 
on board in January. Since 2013, 
Stansel has been the primary author 
of the 
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Hong Kong, Singapore, New Zealand, 
Switzerland and the United Arab 
Emirates. For the United States, the 
latest report revealed a further ebbing 
in its economic-freedom ranking—
from 12th to 16th. The United States’ 
EFW scores peaked in 2000, when it 
ranked second in the world.

The  O’Neil Center continued reaching 
the broad public via newspapers’ op-ed 
pages. The Dallas Morning News printed 
“Economic Freedom Down Again in 
America” by Lawson and “Tyranny, 
Not the Free Market, Spurs Human 
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meetings of the Federal Reserve’s 
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Economy Strong” program included:
Dean Stansel: A few months before 

joining the O’Neil Center, Stansel  
described the EFNA’s measurement 
of state-level economic freedom, then 
pointed out that Texas has consistently 
been at or near the top of the annual 
rankings. He showed that greater 
economic freedom leads to better 
economic outcomes—i.e., faster 
growth in per capita incomes, larger 
employment gains and higher rates of 
population growth. 

“The Texas model shows that 
economic freedom leads to high 
economic growth—and the EFNA 
confirms that,” Stansel said.

W. Michael Cox: The O’Neil 
Center’s founding director presented 
his Wealth of Cities research on 
how economic freedom boosts the 
performance of U.S. metropolitan 
areas (MSAs). The research relies on 

Stansel’s MSA index, which ranks 
Houston second and Dallas-Fort Worth 
third in economic freedom among the 
nation’s biggest urban areas. 

Cox also presented his latest work 
on how greater diversity—the creation 
of new industries—has helped the 
Texas economy continue to grow 
despite the recent decline in oil prices. 
“We remade our economy from oil to 
something else,” Cox said. “We had 
the economic freedom to do it.”

Brooke Rollins: The president of 
the Texas Public Policy Foundation, 
an Austin-based research institute, 
stressed the importance of free-
market policies for strengthening 
Texas over the next decade.

While saluting today’s high degree of 
economic freedom, Rollins suggested 
avenues for further improvement—
repeal the “complex and onerous” 
business margins tax, continue to 

keep spending low, make school 
choice universal, reduce dependence 
on property taxes, end corporate 
subsidies, get public pensions under 
control and end criminal penalties for 
some offenses.

“Prosperity requires freedom to 
precede it,” Rollins said. “If we want 
to have a strong economy, we must 
have a free society.”  

James K. Galbraith:  The 
University of Texas at Austin 
professor agreed Texas had “a 
successful model,” but he reminded 
the audience that Texas’ prosperity 
hasn’t been solely due to the private 
sector. Governments at all levels have 
played a role—for example, through 
the federally financed interstate 
highway system. 

According to Galbraith, we 
shouldn’t forget that federal money 
boosted such Texas industries as 
aerospace, electronics and health 
care. Border security pumps resources 
into a poor region of the state. “Texas 
is not unique in having benefitted 
from federal investment, but thanks 
to its particular political weight in our 
nation’s history, it has done extremely 
well,” Galbraith said. 

To allow continued access to the 
conference presentations, the O’Neil 
Center has posted videos of all 
speakers except Will on its website. 
Previous conferences are available on 
the site as well.

In addition to the conference, the 
O’Neil Center enhanced intellectual 
diversity on the SMU campus by 
sponsoring an eclectic assortment of 
speakers. In September, Helen Chan, 
a government economist, gave O’Neil 
Center faculty and staff a briefing on 
Hong Kong, which has consistently 
ranked No. 1 in the EFW report. 

Brooke Rollins
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The next month, the O’Neil Center 
hosted Danish monetary-policy guru 
Lars Christiansen, founder of Markets 
and Money Advisory and senior 
fellow at the Adam Smith Institute. 
In a classroom session with more 
than 100 SMU students, Christiansen 
discussed the European Union’s 
malaise as the logical end to misguided 
monetary policy. The O’Neil Center 
subsequently teamed up with the 
Federal Reserve Bank of Dallas to 
sponsor an evening program, with 
Christiansen warning that the United 
States has been forcing deflationary 
monetary policy on China.

In January, University of Oklahoma 
professor Kevin Grier gave an O’Neil 
Center seminar on “The Economic 
Consequences of Hugo Chavez: A 
Synthetic Control Analysis.” Using 
a methodology that constructs 
counterfactuals based on real-world 
outcomes, Grier finds that the overall 
economic consequences of the Chavez 
administration were bleak.

In February, Eaton Vance 
investment strategist Marshall L. 
Stocker presented his finding that 
financial and political shocks are 
unlikely to promote greater economic 
freedom. In a seminar co-hosted with 
the SMU Economics Department, 
Chapman University professor Bart 
Wilson presented his behavioral study 
that shed light on the relationship 
between human cooperation and 
language in prehistoric times.

Adam Martin, research fellow at 
Texas Tech University’s Free Market 
Institute, gave an O’Neil Center 
seminar in April on the “Myths of 
Economic Development and Foreign 
Aid,” discussing why trillions of 
dollars in government largesse have 
done little good in helping the 

world’s impoverished nations sustain 
economic development.

Have Ideas, Will Travel

O’Neil Center faculty members 
took to podiums across the nation 
and around the world, speaking 
on a range of topics. Lawson gave 
13 public lectures on the Economic 
Freedom of the World report, finding 
eager audiences as close to home as 
Arlington and Dallas and as far away 
as Israel, Lithuania, Latvia, Estonia 
and Georgia (the country). 

In addition to his presentation 
at the O’Neil Center conference, 
Stansel spoke on aspects of state 
and MSA economic freedom in 
Fort Lauderdale, Florida Gulf Coast 
University in Fort Myers, Alabama’s 
Troy University and Virginia’s James 
Madison University.

Cox gave 20 speeches around the 
country, many of them to professionals 
in the financial services industry. His 
topics included U.S. economic growth, 
personal and corporate tax rates, interest 
rates and monetary policy, the stock 
market, trade policy and economic 
freedom.  On the Texas economy, Cox’s 
speeches addressed the state’s dwindling 
dependence on oil, its growing economic 
diversity, labor markets, migration, taxes, 
regulation, school quality, the cost of 
living and the importance of economic 
freedom for states and cities.  

Five O’Neil Center members 
went to the Association of Private 
Enterprise Education (APEE) annual 
meeting in Las Vegas. Lawson gave 
a talk on “What Matters More? Tm
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