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From knowledge to ignorance in four easy steps 
 

To engage in a business, to undertake a project, to provide long-term financing or do 
anything “for the long haul”, takes one on a mental journey into a land we call “the future”. 
Initially, when we are contemplating the short run, the terrain looks familiar. But it becomes 
less and less so, the farther we look ahead and the more and more uncertainty and ignorance 
displace certainty and probability. This marked deterioration in our ability to anticipate and 
understand the future as our planning horizon advances, is the chief problem today of what 
may be called “the epistemology of economic decision making”.  

 
One approach to this problem is to systematically describe as many as possible of 

the things that might happen to us “on the road of life”, do so in terms of possible “outcomes” 
and the possible “impacts” of each outcome and then attempt to estimate for each one, the 
probabilities that it will be realized. Unfortunately the results of this effort will vary greatly in 
quality, depending on many factors, especially our time horizon. So it is convenient to group 
the outcomes in four “domains” — certainty/near certainty, risk, uncertainty and a fearsome 
domain of high-impact, low-frequency outcomes, one which we may call HILFO’s or “hill 
fows”. 

 
 In oversimplified fashion, the nature of the these four domains may be illustrated as 
follows — 
 

Certainty/near certainty  —  There will be no hurricanes before June. [Or, I am 95 % 
sure that there will be no hurricanes before June.] 
 
Risk  —  There is a 45% chance of a major hurricane this summer. 
 
Uncertainty  —  There might be as many as five hurricanes next summer but if we are 
lucky, there could be none ! [No probabilities ventured]. 
 
HILFO’s  —  I am sure that there will be at least one hurricane next summer, but I 
have no idea if any of next summer’s hurricanes will be as nearly bad as Hurricane 
Andrew.  
 
Unfortunately, in forecasting and decision making, most people tend to focus on first 

two domains as if they were the only ones which count. In these domains, we can usually 
enumerate each and every one of the possible outcomes and most [if not all] of the several 
impacts which each outcome might cause. Moreover, we can estimate the great majority of 
the probabilities, construct a collective probability distribution for all the outcomes and 
construct individual distributions for many of the sets of the impacts corresponding to 
particular outcomes. [Feynman 1999, Seife 2003.]  
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However, such cases as Chernobyl, Deepwater Horizon, Exxon Valdez, Three Mile 
Island and massive extinctions of dinosaurs remind us that the third and fourth domains are 
sometimes of great consequence for humanity. So we must give them some thought as well. 
 
 
Domain of uncertainty 

 
Beyond the domain of risk, lies the domain of uncertainty. And if our long run is long 

enough, it is probably the most populous. Here we can neither fully enumerate all the 
outcomes nor all of the impacts, we lack a full understanding of the impacts and we certainly 
cannot calculate all the probabilities. At best, any estimates of the latter will have wide 
margins of error and at worst, they will border on the indeterminate. In many cases, the best 
we can do is to guess at the rank order of outcome probabilities. 

 
Uncertainty has many origins. We mention the ones which seem to be most common 

and/or important  —  
 
[1] Our imperfect knowledge of dynamic systems and their processes. 
 
This is especially so for those systems which are not only complicated but also 

complex  —  such as economies, enterprises, markets, nuclear generating stations, space 
missions and large telecommunications systems. It is an even bigger problem with those 
which are predominantly chaotic  —  such as weather systems. 

 
[2] Difficulties in interpreting the time series generated by the diverse processes 

which drive dynamic systems, that is, “the tracks which they make in the sands of time”. For 
example  — 

 
[a]  It is frequently possible to characterize a particular line segment of such a time 

series by a mathematical function or statistical test and so define what one may call the 
system’s “mode of behavior” during the period. However, we often find that a particular 
segment looks like it came from somewhere else. That is, that it could have been generated 
by a process other than the one which actually originated it. This can happen even if the 
process is deterministic and generates a long run of data.  

 
In fact, each of the major types of dynamic systems — the chaotic, the complex and 

the random — is capable of imitating several of the modal patterns exhibited by the other two. 
In particular, any one of the three can exhibit trends, pseudo trends or random  behavior on 
occasion. [Auffhammer, 2005. D’Agostini et al, Apr 2006; Ormerod and Mounfield, Jan. 2000; 
Phillips, Jul 20O4; Phillips, 2003; Ploberger and Phillips, Mar. 2003; Smith 2002, Sornette, 
2003 and Jan 2003; and Zellner, 2005.] 

 
[b] Tests for identifying a process, based on the characteristics of particular line 

segments, tend to be complicated and require large samples of data.  
 
[Das 2005, Hommes 2006, Srbljinovic 2003;, Voorhees 2006.]  
 
[c] Despite the best efforts of econometricians in academia and the “technicians” on 

Wall Street, there is no foolproof method for telling when a given time series is going to switch 
from one mode to another. In securities markets, for example, it is very hard to call more than 
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70% of the turning points. The NYSE in 1986-87 is a classic case of the latter. [Blackman  
2003, Penn 2006, Snead 1999 and Zellner 2005.]   

 
While prices in securities markets frequently trend, when a trend ends, most of the 

time it is not replaced by another trend but by an altogether different pattern of behavior. 
[Coles 2010.] 

 
And once a complex system has entered a chaotic or a random mode, there is no 

way of telling where it going to end up. So there is no way of telling what will be the starting 
point of the next mode, even if we have reason to believe that this will be the resumption of 
the previous trend.  

 
[d] The behavior of complex systems is further complicated by such phenomena as 

increasing returns to scale, path dependence [Reinhart 2003] , positive feedbacks and 
“branch jumps on the possibility tree”. The latter occurs, for example, when a nation of camel 
herders discovers a huge reservoir of crude oil under their historic pasture lands. 

 
[e] While economists like to characterize dynamic systems with continuous, smooth, 

twice-differentiable curves, the world faces the possibility of three thresholds in the 
foreseeable future, thresholds which will most likely produce severe discontinuities  —  Peak 
oil no later than 2020, peak gas no later than 2025 and irreversible damage to our climate and 
weather systems no later than 2050. 

 
[3] Trends are less trustworthy. 
 
While most dynamical systems continue to generate trends from time to time, there 

has been a marked deterioration over the last several decades in the confidence we can 
place in these trends, both with regard to their persistence in time and as to the stability of 
their slopes. Two problems are especially troublesome —  “ambushes”, which affect the 
persistence, and “structural breaks”, which affect the slopes. 

 
[Ambushes are unpredictable events (foreseen or unforeseen) which “derail” or 

seriously impact a trend, of which more following. We call the problem of structural breaks, 
the problem of “wiggly parameters” !   Smith 2010, p. 22+.] 

 
[4] The energy sector  —  is it going over a cliff ? 
 
Although abundant and cheap energy has been the foundation of human progress 

since the beginning of the Industrial Revolution, today the future of the energy sector of the 
world’s economy is highly uncertain, more so than the future of any other economic activity. 
For example  — 

 
[a] Peak oil and peak gas are coming sooner than most people expect, but when and 

with what impact is a matter of dispute.  
 
[b] Measures to brake Global Climate Disruption must be taken but whatever they 

may be, they will seriously affect the energy sector. As yet, however, there is no agreement 
on their content, coverage or the timing of their implementation. 
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[c] The traditional type of cost/benefit analysis used to account for the environmental 
impacts in this sector is being strongly challenged by proponents of alternate techniques. So 
how do we account for these impacts in the meantime?  Needless to say, the lack of 
resolution adds to our uncertainty.  [See Day 2009, for example.] 

 
[d] More than in any other sphere of human activity, trends in the energy sector are 

subject to being “ambushed” by untoward events, most of them conceptually foreseeable but 
little more. For example  —  War over Israel/Palestine issues, an Israeli attack on Iran, the 
development of an Iranian atomic bomb, the shut down of the exit to the Persian Gulf, the 
shut down of the entrance to the Red Sea, the death of the ailing king of Saudi Arabia, the 
insoluble and growing water shortage in the Middle East and political disruption in China. [For 
example, see Lloyd 2010, pp. 24+, especially pp. 26 and 31.] 

  
[5] Human imperfection.  
 
This includes not only failings in matters of altruism, morality and rationality but many 

other kinds including — administrative, intellectual, physical and technical failings. These 
ensure that with any human venture, there will be frequent foul ups, mistakes, shortfalls and 
outright failures  —  in forecasting, execution, investing, management, strategic planning et 
cetera. So a key question in forecasting becomes, When and how will our people “goof up”, 
and what impact will this have on our operations?  Do we have the kind of corporate 
“subculture” that could lead to a a disaster like Deepwater Horizon? 

 
Moreover, it is difficult to incorporate such possibilities into ones forecasting and 

planning, even with a good sensitivity analysis for each and every undertaking. Plans are one 
thing. Execution is another. [We use “sensitivity analysis” in the project evaluation sense, not 
the econometric sense.] 

 
This is an special problem for energy since the expansion of capacity is usually on 

the basis of new projects rather than an incremental increase in output at existing facilities. 
The former is more difficult to execute well than the latter. Among other problems, achieving 
collaboration between construction and operating people is not always easy.  

 
This latter problem in turn aggravated by the diversity of algorithms, architectures, file 

formats and user interfaces which has evolved over time in the information technology used in 
the construction business, resulting in “data silos” or “islands of information”, which in turn 
impede communication between contractors, operators and vendors. [McPhator 2010.] 

 
[6] The way people make decisions.    
 
Contrary to some versions of Neoclassical theory, economic decision makers take 

account of many more things than just the price and volume at which a particular good is 
trading at a given moment. Among other things, they develop expectations about the future 
and formulate strategies for dealing with it. And these expectations include perceptions with 
regard to the expectations and strategies of other participants in the market, whether or not 
any of these expectations will ever be fulfilled!  Moreover, the information on which these 
expectations are based is almost always incomplete, sometimes contradictory and sometimes 
erroneous. 
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Under the circumstances, the farther the planning horizon advances, the more likely 
is it that the outcome of this circular reasoning process will be indeterminate, rather than 
leading to an equilibrium. And this indeterminacy cannot be conjured away by mathematical 
slight of hand. [Arthur 2002.] At worst, the participants can end up looking like a pack of 
unruly hound dogs, chasing each others’ tails. By contrast, the particles of physics merely 
bump into each other, without ever worrying about each other’s expectations ! [Stauffer, Oct. 
2003.] This problem is ignored by most economists, especially Neoclassical ones. 

 
In addition, the preferences of the participants in an economy or a market are neither 

complete, fixed nor transitive, contrary to theory. As demonstrated clearly by behavioral 
economics and psychology, preferences may not only be inconsistent but may cycle or evolve 
and do so in part because they are affected by the preferences of others — passively by 
richer  neighbors and actively by those who explicitly try to change them  —  such as 
advertisers, civic leaders, political leaders and religious leaders,. [Manski, 2000, Ostrom 
2000.]   

 
To complicate matters further, people behave differently when they know the odds in 

a particular situation than when they don’t. [Epstein 2010.] 
 
[7] Low-frequency events.  
 
It is usually very difficult to predict the timing of low-frequency events. For example, 

Will a fifty-year flood hit the newly completed county bridge two weeks from now or 100 years 
from now ?   

 
[8] The limitations of economic institutions, instruments and systems. 
 
The verdict of history is that none of these deal very well with the  
long run, rapid change, significant technological change or strategic considerations. 

The massive failure of the Neoclassical model and the US economy in the recent financial 
crisis are good examples. However, it would be equally instructive to sit in on a debate 
between “the bean counters” and the strategic planners in a pharmaceutical company, over a 
new product of great strategic value but one which does not meet the firm’s “hurdle rate” for 
internal rates of return on investment. 

 
[9] National and regional variation 
 
It is the belief of the writer and many others that countries and regions vary too much 

in their characteristics, resource endowments and national objectives for one to take a “cookie 
cutter” approach to economics. [See Universal 2004, for example.] But by “custom designing” 
for each jurisdiction, we increase uncertainty about the attainment of desired outcomes.  

 
[10] Forecasting 
 
As a result of the above and factors intrinsic to particular classes of dynamic systems, 

we can no longer do a good job of forecasting the behavior of many dynamic systems beyond 
the short run, including that of almost any economy. The “best estimate” forecasting once so 
beloved by large corporations and Marxist dictatorships is no longer reliable.  
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In the case of complex systems, our precision today is limited to that offered by 
sophisticated scenario planning. [Smith 2002.] As for chaotic systems and for other systems 
when they are in chaotic modes, it has always been very hard. [Mitchel 2009 and Hubler 
2009] And in the case of random systems and other systems in random modes, it is inherently 
impossible, if the most of the outcomes are truly independent events. These events have no 
memory, and any apparent cycles or trends are mere statistical illusions which could cost you 
your stake, especially if you expect the “law” of averages to bail you out of a “loosing streak”. 

 
 

Domain of the HILFO’s 
 
Uncertainty is also a problem in this domain and for the same reasons, but perhaps 

the greatest problem is shear ignorance! 
 
In this domain, all of the outcomes have a high impact [often negative] yet all have a 

very low probability of occurring, which of course usually makes their timing impossible to 
predict.  Moreover, some of them are beyond the human imagination [at least until they 
happen] . Last but not least, few of the desired probabilities can be calculated and then not 
with much precision. 

 
HILFO’s vary so much that it is useful to group them into three “sub-domains”  — 

outcomes which result from the activation of a path of failure [whether foreseeable or not] , 
non-path outcomes which are foreseeable and non-path outcomes which are not. Each sub-
domain present distinct problems for forecasters, managers, strategic planners and others of 
like ilk.  

 
 

Path-of-failure type outcomes  [POFE’s] 
 
A path of failure is highly improbable sequence of events in an engineered system 

which result in one or more severe, negative impacts. Moreover, the probability of any one 
event in the sequence may vary considerably, and there may be alternate “routes” to a given 
impact. Examples are the California blackout, the Chernobyl disaster and the Three Mile 
Island accident. [Iansiti and West 1997; Mattick 2005 ; Zorian, 1999.] 

 
These paths are typically activated by sequences of faults in design, manufacturing 

and/or operations, by the impact of external factors or by some combination thereof.  [Li  
2006.] 

 
POFE’s typically occur in complicated and/or complex systems  —  such as advanced 

communications systems, complicated semi-conductors, large electric grids, missions to outer 
space and nuclear-electric generating stations. Often these systems are so full of obscure 
“paths of failure” that we lack the imagination, money and/or time to uncover all of them, let 
alone provide remedies against them. At some point, we just give up searching, shrug our 
shoulders and hope for the best. [Iansiti 1997; Mattick 2005; Zorian 1999.) 

  
As noted, each path has a very low probability of occurrence. But the presence of 

many such systems in every human society and many such paths within each system 
guarantees that within our planning horizon, at least one of these paths will be activated 
sooner or later, often with serious consequences for human beings who live in the vicinity. 

 52



real-world economics review, issue no. 54 
 

 
Non-path foreseeable outcomes  [NP foreseeables] 

 
These are negative outcomes in any type of system which are foreseeable but are 

either not foreseen or so improbable that people wonder whether it is worth while taking 
precautions. [Mandelbrot 2006.] 

 
They are surprisingly common with infrastructure subject to natural disasters and in 

the transportation of chemicals, explosives, nuclear waste and non-solid fuels. But they also 
occur in industrial operations, especially those using biological and chemical processes, and 
in drilling for oil and natural gas. They may include one or more spectacular combustion 
events as part of the outcome. For example  — 

 
[a]  Dalian, China. 
 
The recent explosion of two crude-oil pipelines at Dalian, China. 
 
[b]    Deepwater Horizon.  
 
It is well known that drilling for oil is an inherently risky business. Spills have occurred 

before and will occur again. So the fact that 5,000 deep-water wells had been drilled in the 
Gulf of Mexico without major incident, should not have lulled BP into disregarding obvious 
safety measures on the Deepwater Horizon platform. 

 
[c]  The terrorist attack of September 11, 2001.  
 
Not only had the possibility of such attacks been previously discussed within the 

intelligence community, but there were prior warnings [ignored] that such an attack might 
occur. Even without warnings, such an attack was not only conceivable but more probable 
than the oft-discussed ignition of a nuclear bomb in a New York City subway. 

 
[d]   Exxon-Valdez. 
 
An annual meeting of private-sector and public-sector emergency-management 

planners in Alaska discussed the possibility of an Exxon Valdez-type oil spill well before it 
happened, but they determined that it too improbable to prepare for ! [Badolato 1989.] 

 
[e]   Long-term Capital. 
 
In 1998, a pair of interest rates moved against the firm and threatened not only its 

bankruptcy but the liquidity of the US financial system. This possibility was anticipated by a 
questioner at a previous meeting of fund holders, but he was told in no uncertain terms that 
such an event would never happen! 

 
[f]  Dead dinosaurs. 
 
The asteroid strike in Yucatan, Mexico, which is blamed for exterminating most of the 

dinosaurs. 
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In many other cases, however, foreseeable outcomes are neither foreseen in 
planning nor detected during operations, due to carelessness, ignorance, lack of testing 
equipment et cetera. Yet they happen. For example  — 

 
[g]  Creeping corrosion. 
 
Minor errors in the compounding of metal alloys or in the fixing the carbon content of 

steel can lead to a slow accumulation of corrosion which ends in the spectacular blowout of a 
pipe or valve. Similar outcomes can result from the presence of diffuse hydrogen in a 
process. This sort of outcome is most common in petrochemical plants, refineries and such 
like. [Freít 2010.] 

 
 

Non-path unforeseeable outcomes [NP unforeseeables] 
 
These are non-path outcomes which are either truly unforeseeable, or so “off the 

wall” that we do not conceive of them until after they have occurred. Many of them would 
qualify as one of Taleb’s “black swans”. [Taleb 2007.] And some can even be positive, for 
some people. [For the distinction between Sornette’s “dragon kings and Taleb’s black swans”, 
see Sornette 2010, pp. 5-9, 21.]  

 
Technology provides many examples of the first kind, such as the invention of the 

Internet and the personal computer. Although the development of a new technology typically 
involves the exploitation of known phenomena for perceived needs, the critical moment in its 
evolution is often a “breakthrough” achieved by a unique combination of known technologies. 
[Arthur 2009.]  

 
History provides many examples of the second kind, such as the highly improbable 

sequence of events which lead to World War I, not a path in any logical sense. Such 
outcomes are reflected in the phrase, “Sometimes history turns on a dime” and in the rhyme 
about the kingdom that was lost “for want of a [horseshoe] nail ! 

 
In sum, if your occupation is that of forecaster, manager, strategic planner or such 

like, there is a HILFO in your future !  But when, where and of what kind, is anybody’s guess! 
 
 

Some conclusions 
 
[1] Murphy lives. 
 
Although we will never know for sure, it is probable that each sub-domain of the 

HILFO’s has it own probability distribution and that these distributions are lopsided. Worse 
yet, it is probable that the “bad tail” is by far the longest, only we cant tell how long !  We can 
even add a corollary to Murphy’s Law  —  Murphy’s ex-employees are everywhere !  

 
As a result, the probability distribution of all possible outcomes for a given new 

venture may be skewed as well, even if the one for risky outcomes is symmetrical, a 
conjecture which has to be proven in each case. [It should never be assumed, as “Wall 
Streeters” have been accustomed to do, at least until 2008  
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In other words, there may be a statistical basis for Murphy’s Law and even for the 
famous declaration of US president James Earl Carter, “Life is unfair”.  

 
To oversimplify a bit, “bad luck” may to be more probable than “good luck”. This of 

course shows up in the high mortality of new ventures and in the repeated failure of 
economists to “get the future right”, among other examples. 

 
 [2] Bad epistemology.  
 
As human beings, we all face serious limitations on what we know, when we know it 

and how well we understand it, as described above. Metaphorically speaking, one might well 
say that all of us suffer from “bad epistemology”, as if it were a chronic and incurable disease 
!  Regardless of name, this condition affects all people, all organizations, all systems and all 
societies. This is not just a problem for centrally planned economies, with their high 
information requirements, as the Austrian School of economics would have us believe. 

 
[3] Most people don’t like risk or ambiguity.  
 
As a result of human failings, of risk, uncertainty and HILFO’s, bad things can happen 

to good people, regardless of the economic, political and social systems in which they live. 
 
The crippling or closing of enterprises, the loss of assets, freedom, incomes, jobs 

and/or pensions for individuals and bankruptcy for both are all very real possibilities during 
their respective lifetimes. Indeed at times, the five-year survival rate for new ventures in the 
USA has been as low as 20%.  [For the current situation, see Inc. magazine.]  

 
Outside of selected enterprises in centralized economies, any one individual is almost 

certain to be laid off at least once in his or her lifetime, due to such factors as the business 
cycle, changes in a supervisor, competition between countries, competition between firms, 
corporate takeovers, personal failings, policy changes and technological changes. Moreover, 
the next job may pay less than the job lost and/or require new learning and/or retraining. 

 
Even if an individual owns stock in an apparently successful company, this does not 

always assure justice, convey power or guarantee future income. As the victims of Enron 
know, appearances and formal structure  —  whether in society or the firm  —  may not lead 
to desired outcomes or expected behavior.  

 
As a result of the foregoing and other factors, most individuals are risk adverse and 

ambiguity adverse, enough so that most of them will not attempt to start a new business nor 
invest heavily in assets, other than their own home.  

 
[4] We are poorly prepared to deal with risk, uncertainty and HILFO’s. 
 
Even people who are willing to run risks are often poorly prepared to deal with them, 

much less to handle the domains of uncertainty and HILFO’s. This includes some of the 
people who currently are responsible for investments in financial or non-financial assets, not 
withstanding 2008. In the USA and many other countries, failure is overlooked in the 
distribution of year-end bonuses, provided the failed person has the right friends, ethnicity, 
gender et cetera. And nowhere does the “vast herd” of well informed, rational stockholders 
posited by Neoclassical economics exist.  
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In developing countries, where the vast majority of small businesses are, most people 

who are in business are in it because they have few [if any] alternatives for making a living, 
not because of a tolerance for risk and ambiguity. This is reflected by the facts that typically in 
these countries, there are too many people employed in distribution and too many levels in 
the distribution chain. 

 
In developed countries, what does exist often does act like a vast herd, but it would 

be a misnomer to call them stockholders in any meaningful sense.  
 
In the USA, for example, the vast herd is composed of gamblers in “the Wall Street 

casinos” who care little about the companies to which they have entrusted their meager 
fortunes. When things go wrong, they sell out, rather than protest to “their” board of directors 
or mount a proxy war.  

 
And even when they do care, neither they nor the boards have [or can have] any real 

influence over the management of these companies. To begin with, a proxy war costs too 
much time and money, and the members of the boards are almost always chosen by the 
Leninist system of cooption. This usually ensures that the board’s loyalty is to management, 
not the stockholders. The latter are the ones who almost always get “fleeced”, in a showdown 
between the twos.  

 
[5] Equity financing is essential. 
 
Opinion is some quarters notwithstanding, financing is an essential input to the 

production of goods and services, since it smoothes out the unavoidable irregularities in cash 
flow. Moreover, every business needs some long-term financing, regardless of who owns it or 
the economic system in which it is embedded. And all forms of financing merit a return of 
some kind, regardless of who is the supplier.  [The proofs of these assertions lie beyond the 
scope of this paper.] 

 
What this paper does is provide support for an additional assertion  —  All by itself, 

the epistemology of economic decision making requires that at least some of this financing to 
be in the form of equity investment, regardless of who owns the firm or what is the economic 
system in place. 

 
That is, every enterprise needs “a cushion against adversity”, a portion of its financing 

which does not carry an obligation to make some kind of payment in a fixed amount on date 
certain. Given the limitations on our ability to forecast and execute, the firm dare not offer 
such guarantees to every claimant on its revenues. Somebody is going to have to take a risk! 

 
[6] Under the circumstances presented above, optimization of the joint welfare of the 

firm, its stakeholders and society as a whole may be approximated by optimization of its 
profits [or the equivalent] subject to four provisos —  

 
[a] This optimization must be done over the firm’s planning horizon, not the short run. 
 
[b] Since the final division of profits comes at the end of each fiscal year rather than at 

the end of each planning period, this division must not only be done fairly and wisely, but it 
must be done with a proper balance between a prudent estimation of future needs and the 
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just claims of  present stakeholders. When “the pie” is to be divided, “the future” should be 
always at the table. 

 
[c] Entities which have not directly contributed inputs to the firm’s operations but 

which have helped to create an environment in which the firm has a chance to grow and 
prosper must be recognized as “stakeholders”. Their contribution must be internalized through 
taxes, donations to NGO’s and other means, regardless of other arguments for such 
payments. Otherwise the cost of producing goods or services will be understated. 

 
[d] Widespread tax evasion and a large “underground economy” must not be 

tolerated. Otherwise the presence of a large group of “free riders” will seriously undermine the 
fairness and effectiveness of all attempts at optimization. 

 
[Obviously the foregoing is not the same as maximizing short-term profits for the 

primary benefit of management, the typical situation in the American plutocracy. Nor is it the 
same as the Neoclassical ideal, as espoused by Milton Friedman, for example. But these are 
stories for another day.]  

 
 

Towards a new type of capitalism 
 
If the epistemology of economic decision making was difficult before, it has gotten 

worse with the passage of time, to the point where in this writer’s judgment at least, its 
imperatives override most of the traditional factors considered in designing an ideal economy. 
The latter may include — ownership of the means of production, the factors of production 
available, possible governance structure of firms and markets for the goods and services 
which can be produced. 

 
In today’s world, flexibility, resilience and the capacity for innovation in the face of the 

unexpected are the most important characteristics of a successful economy and its 
component economic enterprises.  

 
To achieve these abilities, an economy and its component organizations should have 

certain features. Following is a list of some which seem to follow from [or are compatible with] 
what we have said so far about the known and the unknown  —  

 
[1] The components of the economy and their units should have considerable 

individual autonomy, regardless of who owns them. One might say that they should be 
“loosely articulated. Yet they should also be well connected and enjoy a good information 
flow, not only between firms but with the public sector. As uncertainty increases, the diffusion 
of such information as we have becomes more important. And these components should 
forecast and plan using scenario planning, rather than “best estimate” planning.  

 
[2] The components should include a wide variety of business enterprises and other 

economic institutions, including novel ones like DARPA, the Department of Energy 
laboratories, alliances between organizations of diverse kinds and Ostrom’s polycentric 
governance systems. [Ostrom 2010.] 

 
For example, a municipal agency, several private corporations and a public authority, 

all resident in the same industrial park, might form a cooperative or a limited partnership, to 
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generate and wheel “green electricity” to the residents of that park from a distant location over 
the lines of the local utility. This sort of thing is, of course, to be found in very few [if any] 
expositions of economic theory or textbook of economics. 

 
[DARPA is the Defense Advanced Research Projects Agency of the US Department 

of Defense.  Among other activities it promotes long-distance, over-the-road races of robot 
cars, to stimulate the growth of the robotics industry!] 

 
[3] The economy should be broadly inclusive, in terms of the distribution of economic 

power, the distribution of information, participation in planning processes and participation in 
decision making. Where conflicts between the powerful and the weak have no clear-cut 
solution, the benefit of the doubt should be given to the weak. Where conflicts between 
transparency and propriety rights to information have no clear-cut solution, the benefit of the 
doubt should be given to transparency. And so on. 

 
[4] Needless to say, decentralized, competitive markets [wherever they are feasible] 

have an important contribution to make toward the attainment of [1] through [3]. But these 
markets should not be allowed to “run wild” [as was Wall Street for many years] . Nor should 
they become “golden calves”, to which human welfare is sacrifice in the name of economic 
theory. 

 
[5] The economy should have an active public sector  which functions simultaneously 

as a facilitator, guide, referee, stabilizer, stimulator and selective investor. 
 
[6] The economy should operate within a framework of normative laws and 

regulations which, among other things, take into account the imbalances of power which may 
arise here and there, as when management escapes from the control of its stockholders, as 
so frequently happens. In particular, organizations which might “bully” their competitors, 
exploit other participants in the economy or control legislatures should be watched closely 
and contained the minute they get out of line. 

 
[7] Some of the most important people in such an economy will be “the antenna 

people”. These are ones who use their knowledge, experience and diverse “conning towers” 
to detect which scenario is unfolding, whether or not it morphing into some other and whether 
or not it is about to be replaced by still another, perhaps one which is not on the current 
planning menu !  This is a first in world history. 

 
[8] Other important [but usually separate] groups of people will be comprised of those 

who have primary responsibility for decisions about new investments, whether financial or 
non-financial. However, these people should not have the last word on these decisions. Nor 
should their selection  be left “to the market”, to political leaders, to religious leaders or to the 
vagaries of the organizational politics. Instead society should pay special attention to the 
recruiting, training and supervision of the individuals assigned to these vital tasks.  

 
[9] Needless to say, the foregoing considerations are not the only ones to take into 

account in designing an economy for a country. For example  —  We should consider the 
Barcelona Consensus, the implications for economics of the new discipline of complexity, 
John Paul II’s principal of subsidiarity and so forth.  
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[10] Guided by the overwhelming evidence of history, certain options can be ruled out 
in advance, in part because all of them are prone to abuses of power. They include — poorly 
regulated economies, plutocracies and highly centralized economies.  [Aside from their 
proclivity for dictatorship, the latter are also prone to low productivity and low product quality 
and need more information about the future than is available.] 

 
In brief, the epistemology of economic decision making is pushing us in the direction 

of a new type of capitalism. 
 
 

Postscript 
 
The economy describe above is obviously “capitalist” in a generic sense, because its 

features include the following — investment in assets is important, a small minority has the 
dominant influence on decisions about these assets and this minority has an elite status in 
society, although it is not the only elite nor is it an unbridled elite.  

 
However, the other characteristics of our proposed economy make it clear that we are 

talking about a very different kind of capitalism than any seen or imagined to date. Examples 
of the latter include Adam Smith’s owner/operators, American plutocracy, Iranian theocracy, 
the Neoclassical ideal, private enterprise in China, private enterprise in the first stages of the 
Industrial Revolution, the small-business sectors of developing countries today and the state 
capitalism of Marxist dictatorships.  

 
If the foregoing stands the test of time, arguments for capitalism based on 

decentralization, efficiency, greed, incentives, the invisible hand, Pareto optimality, the rights 
of private property and/or the supply chains required by high-tech industries may continue to 
be interesting and even significant but as a practical matter, they may well become of 
secondary or tertiary importance.  
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