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The issue is control. The problem is that two enormous forces are vying for it. The solution is not for either of these forces to prevail, but for both to achieve as much as possible of what they want to achieve and to make whatever adjustments are needed to eliminate the enormous costs of the conflict..

The reason that there is a battle for control is that the American economy, like other economies,  has evolved in such a way that the interests of those who need what the system can supply to them are incompatible with the interests of those who do the supplying. To put it simply: The consumer wants to obtain the highest possible quality and quantity of goods and services at the lowest possible price, while the producer wants to provide the lowest possible quality and quantity of goods and services at the highest possible price. Clearly these two wishes cannot be satisfied simultaneously.

Or can they? In fact there is one term common to the description of both sides of this conflict: possible.

What quantity and quality are the highest possible while prices are the lowest possible? For each good or service there is clearly one combination of price, quantity, and quality that will yield the closest approach possible to satisfying the goals of both consumer and producer. If both consumer and producer were to adjust their goals to match the optimum combination of the critical variables, both sides would be satisfied and neither side would have to devote any large part of its efforts merely to nullify the efforts of the other side. All the energy and resources used to maintain the conflict in a stalemate could then be turned to enhancing life, liberty, and the pursuit of happiness.

The question remains as to how this simple idealized picture is to be transformed into a practical scheme that takes into account all the multiple variables actually involved, and all the individual differences in ambitions, desires, and preferences. A critical question is, furthermore, who is going to put this scheme into effect? Are we to envision a team of government planners, regulators, and price controllers? Should we accomplish the desired end by passing laws or generating rewards and punishments to encourage cooperation? Just how can we arrange for people to change what they want?

Again, this word possible arises. Is it in fact possible to make people change their goals, to change them in specific ways to make the system work? The mechanisms that produce change inside of people are inside of them; no external agency can reach into a brain to reroute its nerve fibers or alter the effect that the impulses carried by those fibers have when they get to the destination. Those changes are accomplished by the brains and nervous systems of the individuals and they are made because of influences inside those individuals coming from their own life experiences and at a deeper level from the experiences of all their ancestors. People reorganize themselves. Attempts to direct their reorganizations simply arouse resistance and countermeasures.

If we give up the idea of forcing people to reorganize in the required ways, all that is left is the possibility that they might, under the right circumstances, reorganize themselves. Or even more to the point, there is a possibility that they might already be reorganizing themselves (because of difficulties in their economic lives), but not while focusing on the most relevant things that need to be changed. It might, in fact, be sufficient to present the problem and its causes in a way that can be understood. The turning point in human affairs often involves a realization that what one is trying to do will have effects opposite to what is desired, or is simple impossible. 

In a way, this realization has already had effects. Many attempts have been made to design economies by regulating the behavior of the people who create and live within them. These attempts have generally failed and created more misery than they attempted to alleviate. The result has been a reaffirmation of the superiority of the “free-market” economy, in which people are left to themselves to work out the best balance between the interests of producer and consumer, employer and worker, leader and follower. In this kind of economy, people adjust their own goals and methods of action until, in principle, everyone has found an equilibrium in which prices are as low as possible and quantity and quality are as high as possible. The so-called law of supply and demand automatically, without outside or central planning, causes that equilibrium to be reached. Economists have pointed out that this principle of naturally reorganizing to achieve the best possible balance actually applies to most human affairs, whether economic or not.

This, in fact, is how the current state of the American economy, and all economies organized in a similar way, came into being. And that brings us back to the starting point. As it exists now, this is an adversarial economy, in which the interests of some groups are incompatible with the interests of other groups, and in which large amounts of effort and resources are expended for no more useful end than to cancel out the effects of similar expenditures by those on the other side of the conflict. In the present state of the system, for either side to achieve exactly what it wants means that the other side would experience an even greater discrepancy between goal and actuality. It is literally impossible for both  sides to get what they want at the same time. And since the side that sees its objectives receding will increase its effort while the side that sees its own approaching achievement will start to relax, the actual result cannot reach a state that is satisfying to either side as long as the sides have comparable strength.

Clearly, further reorganization is called for, and not in the direction that previous failed reorganizations have gone. Yet no previous change can be wholly ruled out, because there is no way to know which part of any massive reorganization – which we call a revolution -- was actually responsible for its failure to improve matters. What we need first is an improved ability to judge whether any given change is taking us in a better or a worse direction. If the direction is wrong, we can change it; if it seems to be improving matters, we can pursue it a little longer. In this unsystematic way, we can develop a systematic understanding of what is happening, and improve it until we can make realistic plans that will work because they help us achieve all our goals, rather than achieving some at the expense of giving up others of equal importance to us.

We come to the point of this presentation. How can we improve our ability to see whether any policy or procedure improves matters or makes them worse? How can we do this, that is, without having to suffer the consequences of putting our proposals into practice and following the principle of survival of the fittest? We can do it by using a tool that is commonplace in physical sciences and engineering, but almost unknown in the life and social sciences: simulation, also known as modeling. A working model embodies all that we understand about any system, and furthermore, it can be set into motion, which gives us a simulation of reality, a virtual reality in which the modeled world reacts to changes just as the real world does. Using such models, phyical scientists can answer questions about what will happen if something in a system is changed, so it's not necessary to fly an airplane into the ground or actually build a new kind of bridge to discover undesirable or unintended consequences of a given design.

To apply such a model to economic problems we must first create the model. We must study the real economic system and compare the behavior of the model to the real behavior. This phase is not complete until the behavior of the model agrees in sufficient detail with the behavior of the real system that has actually been observed.  Using historical data, the modelers can set the model up to match what was observed up to some date, and then run the model beyond that date to see how closely it predicts what actually happened next.  Once this test has been passed, and a great deal of work may be necessary for that to happen, the second phase can be started. 

In the second phase, the model is used to predict what will happen in the real future, the one nobody can yet see. This phase goes on until there is confidence that the model is the best we can produce for now. Then the real purpose of the model can become clear.

The real purpose of the model is to predict the consequences of changes in the behavior of economic agents, changes in policy by regulators, changes in the structure of the financial system, and so on. The reality testing never stops, but as the predictions are tested and the model continues to be refined, we can begin to take the predictions seriously and to think about using the model to help us accomplish human purposes. But most important, having a reliable, tested, working model of the economy will effectively allow the participants in that economy to see for the first time the most likely consequence of any economic decision they choose to make. 

If the predicted effect is against their interests, they will be unlikely to go ahead with the proposed action. There is no need for anyone to try to tell people what their interests are; only they can know that in the necessary detail. But if there is a trustworthy way of seeing the  consequences of any action, people will quite likely use it, because the only alternative is to make a blind guess in the dark. And given a reliable way of predicting, people will then be able to explore possible alternatives and find the action that gives the best possible outcome, without the delay, uncertainty, and danger of having to try each possibility and finding out the hard way what the consequence is.

This approach avoids the kind of economic planning that is anathema to those who prefer a free market: central planning of the details of economic interactions, with the inevitable loss of individual freedom. Nobody can successfully micromanage the economy, and even if someone could, the result would be only to satisfy the subset of the population who share the goals of the micromanager. The best solution to economic problems, I am proposing, is to give the people the nearest we can provide to the facts, and let them choose their own ways of using those facts. In this way the government can serve rather than dictate, inform rather than prescribe,  and predict carefully and accurately without taking over the planning.
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