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Friedman, David.  David Friedman (1945-), like his father Milton Friedman, is both an academic economist and a popular intellectual with an unabashed libertarian orientation.  But the similarity largely stops there.  Academically, David Friedman is best-known for his largely theoretical work in the economic analysis of law, his uncanny knack for intuitive "armchair economics," and his imaginative textbook-level writings on microeconomics.  Politically, David Friedman is the best-known living advocate of the radical libertarian position known as "anarcho-capitalism," arguing that even the limited functions of the night-watchman state (police, courts, law, punishment) can and should be privately supplied.  Unlike other anarcho-capitalists, most notably Murray Rothbard, David Friedman has never tried to deny the theoretical cogency of the neoclassical literature on "market failure," nor has he been inclined to attack economic efficiency as a normative benchmark.  Instead, Friedman normally prefers one of two kinds of replies.  The first is to question the empirical relevance of market failure charges, by e.g. noting that supposed monopolists in fact acted competitively, or else had extensive government assistance.  The second is to admit that the market failure is real, but nevertheless less serious than comparable "government failures."  For example, Friedman points out that the democratic process is riddled with externalities.  For instance, the costs of gathering political information are private, whereas the benefits are social; the result is an inefficiently small supply of informed voting.  Friedman's academic and popular interests interact along a number of margins.  Most notably, Friedman's academic research on the political economy of medieval Iceland has provided anarcho-capitalists with arguably the closest working historical example of their preferred social system.  At the same time, Friedman's interest in the economic analysis of law has led him to criticize various "absolutist" interpretations of libertarian principles with the aid of some creative counter-examples.  Friedman's vita and a high proportion of his books and articles are publicly available on his personal webpage.
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Laissez-faire Policy.  In broad terms, there are three kinds of economic policies.  The first is government ownership, or socialism, where the government directly owns the means of production.  The second is government regulation, or interventionism, where the government leaves production to the private sector but tries to shape market outcomes with subsidies, taxes, licensing, price and quantity restrictions, standards of quality, safety, and health, non-waivable worker and consumer rights, and other measures.  The third is the free market, or laissez-faire, where private property rights and freedom of contract alone provide the framework for interaction between firms, consumers, and workers.  The relationship between libertarianism and laissez-faire is a simple one: laissez-faire is the libertarian position on economic policy.  While most who use the libertarian label admit exceptions, even the most moderate use laissez-faire as a benchmark.      

There can be little doubt that commitment to laissez-faire is the most distinctive and controversial aspect of the libertarian program, at least in the democracies of North America and Western Europe.  While support for civil liberties is hardly unanimous in these countries, libertarian positions on personal freedom have considerable support from non-libertarians across the left-right spectrum.  In contrast, even in the United States, with a political culture among the most market-friendly in the world, laissez-faire economic policy has few friends.  The politicians most critical of state ownership and regulation are primarily opponents of more state ownership and regulation, rather than proponents of the radical privatization and deregulation measures the laissez-faire norm would require. 

While laissez-faire has often been equated with disorder and even lawlessness, this is primarily its critics' caricature.  As Mises observes, "The alternative is not plan or no plan.  The question is whose planning?  Should each member of society plan for himself, or should a benevolent government alone plan for them all?" (1966, p.731)  Laissez-faire is as much defined by what it forbids as by what it allows.  Under laissez-faire, it is at once legally permissible to use one's own property however one desires, and legally forbidden to use the property of others without their consent.  Similarly, it is legal for parties to make any voluntary contract they desire involving their own property, and illegal to violate such a contract.

Deontological ethics and laissez-faire.  Deontological arguments against laissez-faire are numerous and well-known, appealing to its incompatibility with egalitarian and democratic principles.  But there are also deontological arguments for laissez-faire, most of which fall into three categories.  The first is that people are morally entitled to the fruits of their labor, and that income redistribution and "positive rights" like the "right to adequate health care" amount to a politer form of slavery.  The second is that economic freedom deserves the same respect that personal freedom does, consequences aside.  Using notions of sexual autonomy as his argumentative lever, Nozick famously noted that "The socialist society would have to forbid capitalist acts between consenting adults." (1974, p.163)  The third is to point out the inconsistency of laissez-faire's deontological critics: Few egalitarians want to equalize income on the international level, and perhaps even fewer insist on equalizing friendship or sex. (Landsburg 1997)

Economic efficiency and  laissez-faire.  Consequentialist cases for and against laissez-faire - generally cast in terms of the form of cost-benefit analysis economists term "Kaldor-Hicks efficiency" - are remarkably well-developed. (Landsburg 1993)  The efficiency case against state ownership is now widely accepted, intellectually if not politically.  Bureaucrats lack financial incentives to satisfy consumers and minimize costs, face severe knowledge problems, and have low rates of innovation.  Even if state funding has efficiency advantages, this does not require state ownership.  (Shleifer 1998)  Admittedly, only a minority of economists would favor significant privatization in a country like the United States, but this stems more from status quo bias than efficiency objections.

The primary efficiency debate is now between proponents of laissez-faire on the one hand, and some form of intervention on the other.  Sophisticated critics of laissez-faire like Joseph Stiglitz, Paul Krugman, and Robert Frank would agree that many forms of government intervention - such as price controls, entry restrictions, and high marginal tax rates - are typically inefficient.  But they would still insist that much government regulation has a strong efficiency rationale, pointing to the standard textbook list of "market failures": externalities and public goods, monopoly and imperfect competition, and imperfect information.  

Defenders of laissez-faire have four main levels of responses.  The first is to deny that the critics are applying the market failure concept appropriately.  The second is that markets are much more able to handle genuine market failures than critics realize.  The third is that interventionist policies are ineffective or even counter-productive ways to deal with market failure.  The fourth is to draw attention to a parallel list of "political failures," in order to show that even when promising opportunities for efficiency-enhancing intervention arise, governments usually choose inefficient policies.

i.  Misapplication of the "market failure" concept.  Externalities and public goods are probably the most mis-used of the market failure notions.  Education has been widely classified as a public good, but it is not clear what benefits of their own education individuals are unable to internalize.  Those who acknowledge this point often appeal to vague side effects of education on democracy, but if these exist, they are probably infra-marginal.  Public goods arguments for Social Security, worker safety regulations, and health care for non-contagious ailments are similarly strained.  

Efficiency complaints about monopoly and imperfect political competition rest on particularly weak theoretical grounds.  When economies of scale are large relative to the size of the market, efficiency requires imperfect competition.  Moreover, in many oligopoly models, firms act no differently from perfect competitors, and the same holds for monopolists who face potential competition.

To take a final case, markets can function well even with low levels of information.  So long as information is symmetrically distributed, the standard results essentially still apply.

ii.  Market responses to market failure.  The market itself can often take care of market failures given time or government permission.  Many externalities problems stem from common ownership of government lands, waterways, wildlife, airwave frequencies, etc., and could be readily solved by simple privatization.  Other externalities can be handled with bargaining between affected parties, as Ronald Coase emphasized.  Collusion and predation, the main problems associated with imperfect competition, similarly face serious market checks, and would probably be rare even if they were legal. (Bork 1978)  Imperfect information problems can be solved by investing in firm reputation; simply allowing firms to adjust prices for observable risk can mostly eliminate inefficiencies associated with asymmetric information.

iii.  The failures of intervention.  Government "solutions" to externalities problems often intensify the problem: Drug laws, for example, amplify the crime and health externalities that supposedly justify prohibition.  Antitrust probably remains the best example of government policy with perverse efficiency effects.  They provide a rationale for forbidding mergers with large potential cost savings; allow inefficient firms to sue more successful rivals for "anti-competitive" practices; and in general act as a tax on market leaders.  Most interestingly, as the antitrust laws have been interpreted, one of the few business strategies free of legal risk is to charge high prices!  Similarly, much insurance regulation that economists rationalize in terms of imperfect information intensifies the problem by making it more difficult to tailor prices to risk.

iv.  Political failure.  Even when efficiency-enhancing government policies are feasible, will they actually be implemented?  Defenders of laissez-faire often appeal to "public choice theory," which emphasizes that politicians and bureaucrats are self-interested actors who respond to political clout, not economic efficiency.  Democracy is a weak check at best: political information and economic understanding are public goods that individual voters have little incentive to supply.  Giving government the power to "subsidize goods with positive externalities," for example, sparks wasteful competition for government support ("rent-seeking") between rival lobbies.  The winners tend to be the best-connected political players, not industries with particularly large externalities.  

More generally, all of the problems interventionists find in markets - externalities, monopoly, imperfect information, and so on - can and do also appear in the political arena.  Combining this realization with other doubts about intervention yields a strong consequentialist presumption for simply accepting market failures rather than trying to correct them.

Other consequences and laissez-faire.  Efficiency is not the only consequentialist measure of interest.  Most philosophers would at minimum correct for the marginal utility of income.  Here again, though, the consequentialist reply in favor of laissez-faire retains its standard structure.  Many supposedly redistributive programs like spending on education, Social Security, and Medicare actually tend to increase income inequality.  Redistributive programs aimed at the poor have large negative side effects: Aside from the obvious impact on work and family structure, welfare programs provide a rationale for harming the world's poorest with stricter immigration restrictions.  Simple public choice considerations - in particular, that the poor are unlikely to be successful rent-seekers - again bolster the case for simply accepting income inequality rather than using state action to improve upon it. 

Remaining weaknesses of laissez-faire policy.  There are cases where "the" laissez-faire policy is difficult to ascertain.  Air pollution can be seen as a property rights invasion, but human beings exhale carbon dioxide onto one another simply by living.  All "capitalist acts between consenting adults," as Nozick terms them, may be legal, but when does a person become an "adult"?  In other cases, the laissez-faire policy is clear, but horrifying, as a number of David Friedman's hypothetical scenarios show.  Still, occasional ambiguities and fanciful counter-examples are at most mild impediments to laissez-faire as a practical policy regime.  The more serious question is "What role for government is compatible with 'laissez-faire'?"  If the market failure literature entirely fails to make its case, the anarcho-capitalist position readily follows.  Libertarians who wish to stake out a more moderate position have to acknowledge that the market failure literature, whatever its faults, offers important insights.   
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