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Last month, many Americans will have celebrated the birth of George Washington, Abraham
Lincoln and Ronald Reagan. Few, unfortunately, recalled the birthday of a relatively little-known
US academic, Julian Simon. The University of Maryland professor, who died in 1998, would
have been 86. That’s an unfortunate oversight, for Simon was a truly original thinker and author
of The Ultimate Resource — surely one of the most contrarian books ever published.

In the book, Simon dismissed the widely held belief that population growth must inevitably
result in poverty and famine. Unlike other animals, he argued, humans innovate their way out of
scarcity by increasing the supply of natural resources or developing substitutes for overused
resources. Human ingenuity, in other words, is “the ultimate resource” that makes all other
resources more plentiful.

Simon’s conclusions and forecasts were based on meticulous research, facts, and a deep
understanding of human nature, intelligence and creativity. They put him at odds with the
doomsayers of his day, such as Paul Ehrlich of Stanford University, whose best-selling 1968
book The Population Bomb argued that over-population would lead to exhaustion of natural
resources and mega-famines. As one of us wrote on these pages over a year ago, the two thinkers
agreed to put their ideas to a test.

“In October 1980, Ehrlich and Simon drew up a futures contract obligating Simon to sell Ehrlich
the same quantities that could be purchased for $1,000 of five metals (copper, chromium, nickel,
tin, and tungsten) ten years later at inflation-adjusted 1980 prices. If the combined prices rose
above $1,000, Simon would pay the difference. If they fell below $1,000, Ehrlich would pay
Simon the difference. Ehrlich mailed Simon a check for $576.07 in October 1990... The price of
the basket of metals chosen by Ehrlich and his cohorts had fallen by more than 50 per cent.”

The Cato Institute in Washington, D.C., has recently published an update to the Simon story. It
looked at population, prices, and income from 1960 to 2016. Over these 56 years, world
population increased by 145 per cent, from 3 billion to almost 7.5 billion. Yet, inflation adjusted


https://capx.co/human-ingenuity-will-always-solve-the-scarcity-problem/
https://www.cato.org/publications/economic-development-bulletin/julian-simon-was-right-half-century-population-growth

gross domestic product (GDP) per person increased by 183 per cent, from $3,689 to $10,391. So,
income grew 26 per cent faster than population — just as Simon had predicted.

What about natural resources? After all, as people grow richer, they consume more stuff. The
study looked at prices of 42 natural resources from 1960 to 2016, as tracked by the World Bank.
Adjusted for inflation, 19 declined in price, while 23 increased in price. Out of those 23
commaodities, only three (crude oil, gold, and silver) appreciated more than GDP per person. Put
differently, GDP per person grew faster than 92 per cent of the commodities measured.

The overall inflation adjusted price index of the 42 commaodities increased by 33 per cent over
the 56 year period. However, after adjusting for the appreciation in GDP per person, commodity
prices fell by 53 per cent. Humanity is creating faster than it is consuming. That is an astonishing
verification of Simon’s prophecy.

Commodity Prices
Relative to Income Growth and Adjusted for Inflation
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In America, both parties grumble about globalisation. China, they say, has pocketed the lion
share of the benefits from free trade. And it is true that China has benefited. The Chinese GDP
per person went from $192 in 1960 to $6,894 in 2016, an inflation adjusted increase of 3,494 per
cent. But, American GDP per person grew from $17,036 to $52,194 — an increase of 206.3 per
cent. That’s 13.6 per cent faster than the global average. That’s not growth that should be
sneered at.

1960-2016:  iUnits m 1960 Unit= n 2016 1960-2016
1960 2006: % change hcome PPi Iheome PP % change
Abmimim (S/mt)i 26719 1490.4 -44 2% 14 1.0 -B02%
Bamama, US. (8% 0.3 0.9 24.0% 40187 111731 -36.0%
Badey (S/mt) 1053 147.3 30.0%; 350 70.3 -303%
Beef {5k 3. 37 -32% 9382 28468 -66.3%
Coal Australian (S/mt) 33 61.2 2.2% 109 8 169.8 -35.3%
Cocoa (S/ke) 3. 2.7 -12.7% 11977 38628 -69.0%
Cocomt oil & copra (S/mi) 13426 1140.4 -15.1% 2.7 a1 -69 8%
Coffee, avg. Arabica & Robusta (Skg) 42 2.6 -30.0% g1 4027.5 -18.3%
Copper (S/mty; 354358 45023 27.5% 1.0 23 -54.7%
Cotton, A Index (Skg) 3.4 1.3 -35.6% 1078.7 6836.2 -842%
Crode oil average (5/bb 8.3 o8 367.3% 4333 261.3 63.9%
Fertilizer (5/mf) 1786 2216 24 1% 207 4690 _354%
Fish meal (S/m) 6660 1395.0 108 5% 55 74  -256%
Gold (5/trovy 02) 1843 1160.4 528 8% 20.0 o0 12346%
Grroundnut oi (S/mf) 17082 1396.0 -183% 22 74 -T10%
Iron ore, off. spot {5/ dmin) 597 543 -80% 618 191.5 -67.7%
Lead (S/mf) 10388 1734 2 66.9% 3. 6.0 -407%
Liquefied natural gas, Japan (5/mmbtu) 6.1 6.4 3.8% 608.7 1621.1 -62.4%
Logs, Malaysian (5/cubic mt) 166.9 2549 32.8% 221 40 8 -43 8%
M= (S/mt) 2323 1479 -36.4% 159 703 -71.4%
Nizat, chicken (5kg) 16 23 45.2% 23497 4337.3 -48 4%
Meat, chesp (5kg) 33 4.4 33.7% 1131 6 23833 -32.5%
MNatural gaz, avg. US. & Europe | (5/mmbtu) 14 33 131.0% 259738 3168.0:  -18.0%
Nickel (S/mt) 85202 8014 5 4.6% 0.4 12 -62.9%
Orangs (5/ke) 0.7 0.8 22.1% 5425 0 12519 3 -36.7%
Palm oil (S/mt) 11723 630.1 -44 5% 31 16.00  -803%
Platimim (§/troy 02) 4362 917.1 110.2% 8.3 113 -25.4%
Plywood (¢/zhest) 4430 467.6 3.5% 8.3 22 -62.53%
Fice, Thai J percent (S/mt) 560.8 368.1 -34.4% 6.6 282 -76.7%
Fubber, SGP/MMY S (Skg) 41 1.3 -63.5% 0042 6973.8 -87.0%
Sawn wood, Makvsian (5/cubic mt) 7793 686.3 -11.9% 47 151 -68.7%
Shrimps. Mexican (S/ke) 17.2 10.4 -390 6% 214.1 a8 2 -78 6%
Siker (5/trov o) 43 13.9 234.0% 773 4 632.3 18.6%
Somhm (S/mt) 1011 148.3 -22.4% 193 0.1 -12.5%
Soybeans, soybean ol & meal (S/mt) 6009 403 9 -28.5% i3 2100 -T46%
Sugar, world {8k 04 0.4 3.7% 105400 28083 .8 -62.53%
Tea, average of 3 auctions (5/%ke) 54 2.5 -5435% 6857 4241 2 -83.8%
Tin (S/mt)i  114735: 166615 45 2% 3 0.6 -4335%
Tobacco, US. import (S/mty; 90733 44720 -50.7% 0.4 2.3 -82 5%
Wheat, US. HEW (S/mt) 3030 154.8 -48.0% 2.2 67.1 -31.9%
Wood pulp (S/mi) 1410 812.9 9.7% 30 128 -61.1%
Zinc (S/mi) 1286.1 19417 31.0% 2. 34 -464%
GDP per capita (world) 2010 US 5 36800 103910 181.7% 1.0 1.0 0.0%
Population (world) Billion= 30 74 1435.3%




What about gold, which rose by 530 per cent, silver, which rose by 234 per cent, and oil, which
rose by 367 per cent? The three outliers are connected to particular political and monetary issues,
and may be excused from obeying Simon’s law.

Historically speaking, the oil market was partly shielded from competitive forces by the
Organization of Petroleum Exporting Countries (OPEC), a cartel of oil-producing countries. The
OPEC nations frequently colluded to restrict production of oil in order to keep its price
artificially high. The extent to which OPEC was able to achieve its goal in the past is subject to
much debate, but many experts have come to believe that OPEC’s ability to affect the future
price of oil is in decline. That’s partly because of fracking of previously inaccessible oil reserves
in non-OPEC countries, such as the United States, and partly because of technological
developments, such as the accelerating move away from combustion engine vehicles.

Gold and silver are, in addition to their commercial uses, also “stores of value” or assets that can
be saved, retrieved, and exchanged at a later time. Historically, people of all income groups used
gold and silver to hide their wealth from rapacious government officials and in the time of war.
More recently, both metals rose in price during the inflationary 1970s, when many of the world’s
most important currencies, including the US dollar, were rapidly losing their value because of
monetary mismanagement. They spiked again after the outbreak of the Great Recession and the
subsequent uncertainty about the soundness of the financial system.

Where will prices of commodities be 56 year hence? Paul Ehrlich is still around and still
sounding the alarm. But he has never again made another bet. As long as humans can avoid war
and are free to create and test their ideas, life will continue to improve — perhaps at an even faster
rate.

More people, more ideas, more innovations, more value created. Twenty years after his
premature death, Simon is still right. May his legacy of optimism endure for generations to
come!
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