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VATTONAL AFFATRY

The New Commanding Heights

ARNOLD KLING and NICK SCHULZ

In the early 1920s, the Russian economy was flagging, having been ravaged by years of war and political turmoil. In an
attempt at revival, Vladimir Lenin initiated a series of controversial reforms, including permitting a bit of profit-making enterprise
in some areas of the economy. This move naturally shocked many Bolsheviks, who had risked their lives in the Russian
Revolution in order to advance communist principles. Eager to alleviate their concerns, Lenin addressed the communist-party
faithful at a convention in 1922. He told them not to worry: The reforms were relatively modest, and the new Soviet state would
always retain its control over what he called the "commanding heights" of the economy.

By "commanding heights," Lenin meant the critical sectors that dominated economic activity — primarily electricity generation,
heavy manufacturing, mining, and transportation. Because these industries were the foremost drivers of employment,
production, and consumption in Russia — and because they were the essential growth sectors in any economy of that era that
sought to be called "modern" — government control of these particular sectors meant government dominance over the
economic life of the nation. A communist government could afford to permit relatively free markets in less significant sectors,
Lenin thought, because as long as it controlled those industries that formed the heart of the economy, it effectively controlled
the whole.

Throughout much of the 20" century, communist and socialist parties around the world continued to see government
dominance of these industries as a key goal. The commanding heights of the economy became crucial battlegrounds in the
struggle between advocates of central planning and defenders of market economics.

In America today, few people champion government control of the industries Lenin saw as the commanding heights. On the
contrary, these sectors have been largely deregulated, and market forces have, for the most part, been permitted to govern
their development for decades. Defenders of the market might therefore imagine that they have won, and that the struggles that
remain are peripheral debates.

But such a declaration of victory would be dangerously premature. Over the past few decades, our economy has undergone
some fundamental changes — with the result that the fight for control over the commanding heights of American economic life
is still very much with us. And it is a fight that, at least for now, the free-market camp appears to be losing.

The commanding heights of our economy today are not heavy manufacturing, energy, and transportation. They are, rather,
education and health care. These are our foremost growth sectors — the ones most central to employment and consumption;
the ones that, increasingly, drive our economy. And it is in precisely these two sectors that the case for extensive government
intervention and planning, if not outright control, is dominant — and becoming ever more so.

If there is to be any hope of reversing this trend, champions of market economics must come to see these two sectors as the
front lines in the battle for capitalism. At stake is not only an ideological or theoretical point, but also American prosperity. The
historical record makes this clear: In the nations where it was practiced, government control of the old commanding heights of
the economy made those industries less efficient and less innovative — bringing overall economic performance down with
them.

Today, America risks following the same course. Looking to the coming decades, it will simply not be possible to maintain a

genuine free market — or a thriving, innovative, growing economy — if our education and health sectors are controlled by the
government. Champions of the market thus have their work cut out for them. First and foremost, however, they must come to
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understand the central place that education and health care occupy in America's economic life.
AN ECONOMY TRANSFORMED

To discern where the heart of an economy lies, one must identify the sectors in which employment and consumption are
focused, and in which growth is swiftest. In the case of our own economy, the data over recent decades clearly show the
decline of the old commanding heights — manufacturing and heavy industry — and their replacement by "softer" sectors,
especially health care, education, and government work.

Economists Michael Spence and Sandile Hlatshwayo recently devised a way of breaking the American economy into industries
that produce tradable goods and services and industries that produce non-tradable ones. They calculated that, from 1990 to
2008, employment in the tradable sector edged up from 33.7 million to 34.3 million. Meanwhile, in the non-tradable sector —
which covers most service-based businesses — employment rose from 88.3 million to 114.9 million. Thus the non-tradable
sector accounted for nearly all of the job growth during this period.

We are accustomed to thinking that our country is in the midst of a long transition from an industrial economy to a "service"
economy, and these figures would seem to confirm that perception. But the service economy is not what we often think it is.
The images that most readily come to mind when we think of these sectors might involve retail sales, information-technology
consulting, and financial services. But Spence and Hlatshwayo's work shows that, within the non-tradable sector, health care
was easily the growth leader — increasing from 10 million to 16.3 million jobs, and accounting for almost 25% of total job
growth in the past two decades. Government was second, growing from 18.4 million to 22.5 million jobs, and accounting for
about 15% of total job growth. Of this expansion in government employment, nearly 70% was attributable to jobs in education.
Today, the drivers of the American labor market are therefore clearly health, education, and government work; these sectors
form the backbone of our post-industrial economy.

Over the past decade, this trend has only accelerated. Economist Michael Mandel has shown that, between February 2001
and February 2011, employment in the U.S. economy in health care, education, and government increased by 16%. This was
not simply a function of a growing population and economy: During the same period, employment outside of those sectors
decreased by 8%. Wage gains were similarly tilted toward health and education. "What we see," Mandel explains, "is that
health and education (public and private) accounted for an amazing 75% of real wage and salary gains."

A similar picture emerges when one looks at changes in American spending and consumption patterns. Our examination of the
most recent data from the Bureau of Economic Analysis concludes that spending on health care and education (public and
private combined) accounted for 21% of gross domestic product in 2000 and roughly 26% in 2010. Education and health-care
spending thus accounted for an astonishing 37% of the overall growth of the economy over the past ten years.

The recession of the past few years presents an especially clear picture of consumption patterns and priorities — for it is
during such downturns that people must prioritize their spending, thus offering economists a sense of the relative degree to
which Americans value certain goods and services over others. In the period between January 2008 and January 2009, for
instance, Americans significantly reduced spending related to cars, as well their spending on clothing and food. At the same
time, they increased spending on education, recreation, and, most of all, health care.
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Several related factors have combined to produce this trend. When economists compare different sectors — particularly in
terms of employment — they consider the relationship between demand for the goods those sectors provide and the
productivity of those sectors in meeting that demand. If demand for a sector's product grows more rapidly than that sector's
productivity can increase in order to keep up, employers in that sector will need to hire more workers to bridge the gap.
Similarly, when demand grows less rapidly than productivity, that sector will experience relative shrinkage.

Changes in both demand and productivity across the economy have brought about the growing dominance of the health and
education sectors. Relative changes in demand have chiefly been a function of rising incomes over many decades — a shift
that has put many basic necessities (such as food, clothing, and shelter) more easily within the reach of more Americans. At the
same time, this shift has provided Americans with more disposable income, which many people have chosen to spend on
health care and education. This does not mean that people are spending less money in nominal terms than they once did on
food, clothing, or manufactured items. What it means is that people spend a smaller proportion of their incomes on these
commodities, since Americans now have significantly more money to spend than they used to.

This change is easiest to see when examining spending patterns over the very long term. Economic historian Robert Fogel
compared how potential income was divided among broad categories of goods and services in 1875 with its distribution among
the same categories 120 years later. He found the following:

Category Percent of Consumption, 1875 | Percent of Consumplion, 1995
Food 48 5
Clathing 12 2
Housing and Durable Goods 13 G
Health Care 1 ]
Education 1 5
Laisure 18 1]
Other . & 7

The period Fogel examined is, obviously, an extremely long stretch over which to trace economic trends — spanning from
roughly the beginning of the industrial era in America to nearly its end. But what Fogel confirmed in his research was that,
across this wide window of time, the proportion of people's incomes spent on bare necessities diminished as their incomes
rose. Meanwhile, more of Americans' wealth came to be devoted to health, education, and leisure.

It should be noted that Fogel's findings are expressed in terms of potential income — in other words, the income that someone
could earn from working full time as an adult, including income that is implicitly taken as leisure. Thus, when Americans devote
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greater portions of time to leisure (as they now do, thanks to developments like a shorter work week and longer lives in
retirement), this is expressed as a proportion of income — which tends to inflate the numbers for leisure in Fogel's calculations.
Putting leisure aside, however, his consideration of how real income has been used by Americans over the past 12 decades
provides more evidence in support of a crucial point: As our society has grown more wealthy, there has been a significant
increase in the proportion of income that people choose to devote to education and health care; a significantly smaller share,
meanwhile, has come to be devoted to basic necessities and durable goods.

Economists describe such trends in terms of "income elasticity of demand." This phrase refers to how the demand for a
particular good responds to changes in the incomes of the people demanding that good. Some goods, like public
transportation, show a negative income elasticity of demand — meaning that people consume less of them as they get
wealthier. Others, like bread and butter, show an elasticity near zero — meaning people buy them at roughly constant levels
regardless of whether they are rich or poor.

Fogel has shown that education and health care have particularly high income elasticities of demand. By his calculations, the
long-term income elasticity of demand for each is roughly 1.6 — meaning that, if a person's potential income goes up by 1%,
his spending on those services will rise by 1.6%. As people get wealthier, therefore, the relative portion of their incomes going
to health and education will increase.

To illustrate the point, suppose, for example, that in 2030 potential income has increased over its 1995 level by 100%. If in
1995 we had $100 in potential income and spent $9 on health care (as Fogel's figures show), then in 2030 we will have $200 in
potential income and spend $23 on health care. In other words, while potential income will have doubled, spending on health
care will have increased by a factor of more than 2.5. Generally speaking, this is the trend that has emerged in education and
health-care spending in recent decades — and all signs suggest that it will continue.

But the growing centrality of education and health care is not only a function of public preferences and demand. Another
important factor, especially to the two sectors' growth within the labor market, is the fact that it is more difficult to squeeze labor
costs out of those industries than it is in, say, manufacturing or agriculture. After all, most factory work does not require deep
knowledge or complex judgment. As a result, engineers are constantly developing machines that can substitute for humans in
manufacturing. Furthermore, as countries like China and India become more integrated into the global economy, an ever-larger
pool of low-skill labor becomes available. The need for manufacturing labor in the United States is therefore reduced; the
relative cost of manufacturing output is thus held down.

Compared to manufacturing, the delivery of services in education and health care today is relatively labor intensive. Teachers
and doctors require much more training than do manufacturing workers. Everyday work in education and health care generally
involves more judgment and complex decision-making than are required on a production line. These higher-level tasks are not
as easily handed over to machines or outsourced to low-skilled workers abroad.

Education and health care are also more resistant to the productivity increases that have dramatically altered the
manufacturing sector. Factory automation, for instance, can swiftly raise the number of widgets produced per worker; office
automation has vastly streamlined supply-chain management, inventory control, and accounting. But increasing the number of
operations per surgeon, or the number of essays graded per teacher, is much more difficult. Hence, productivity growth in
health care and education lags behind that in other industries.

As a rule, this means that health care and education tend to be less efficient. As increased productivity has led to wage growth
in other, more efficient industries, the inefficient sectors must maintain competitive wages. But without the commensurate
productivity gains, they experience cost growth, an effect named "Baumol's Cost Disease" (after the economist William Baumol,
who identified it in the 1960s).

Baumol's famous illustration of this phenomenon compared classical musicians with auto workers. It takes just as many
musicians to play one of Mozart's symphonies today as it did a half-century ago, but it takes far fewer auto workers to produce
a car now than it did then. As a result, manufacturing has become much more efficient — employing fewer people, but paying
each of them somewhat more. Orchestras can't employ fewer people, but they do have to pay each of their employees more
than they used to — if only to keep up with the rest of the economy, lest their musicians run off to become auto workers.

The result is that, over time, costs in less efficient industries — like the fine arts, but also health care and education — will
increase in relation to costs in more efficient industries. And these increasing costs, as well as rising demand for the services
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these sectors offer, have combined to place both education and health care at the commanding heights of today's economy.
PUBLIC SECTORS

If it were true only that health care and education are increasingly important sectors of our economy, there would be little cause
for concern. Indeed, societies ought to desire economies that are strong and flexible enough to hum along as new technologies
and other developments cause industries within them to rise and fall. The problem, rather, is that both health care and
education are increasingly government-dominated industries. And this domination produces two ill effects that exacerbate the
changes these sectors are already undergoing: Government's influence artificially increases the demand for health care and
education (by significantly subsidizing both), and it makes both sectors even less efficient than they would be otherwise (by
heavily regulating them and shielding them from market forces).

In most industrialized countries, more than 80% of health-care spending is now paid for by third parties, primarily government,
leaving about 20% to be paid directly by consumers. In the United States, however, only about 10% of health-care spending is
paid for by households out of pocket. About 50% is directly paid for by government, mainly through Medicare and Medicaid.
And about 35% comes from private health insurance, which is heavily subsidized by the government through the income-tax
exemption for employer-provided coverage. The result is that patients rarely need to factor in cost when making choices about
medical treatment, since someone else is footing almost all of the bill.

Removing cost as a consideration certainly increases the demand for medical services, although it is difficult to calculate
precisely how much. In 1971, RAND began a 15-year study to examine the effects of free medical care on both health-care
consumption and participants' actual health quality. To date, the experiment is the only major controlled study of health-care
spending behavior in America. And its findings clearly demonstrated that households tend to reduce consumption of medical
services when they shoulder a greater share of the cost. Families whose coverage included cost-sharing components (like
co-insurance) used between 20% and 30% less medical care (depending on the extent of their co-insurance). Moreover, as the
RAND study put it, "In general, the reduction in services induced by cost sharing had no adverse effect on participants' health."

As for education in the United States, government directly provides most schooling from kindergarten through 12t grade
through the public-school system that now educates about 90% of American children. Through various tax benefits, it also
subsidizes some educational expenses for parents who choose to have their children educated outside of that system. In
addition, there are large public universities where many students pay less in tuition than the cost of their education, pushing
enormous expenses onto the taxpayer. Finally, the federal government subsidizes college education to a massive degree even
in private colleges and universities, with generous student-loan guarantees and other financial-support programs.

Government also has enormous influence over the supply side of health care and education. For instance, in primary education
— again, because most children attend public schools — states and localities employ the great majority of educators.
Government schools face little market pressure to improve productivity, and it is difficult to change outmoded practices and fire
incompetent teachers.

Another way government shapes work-force supply (and, for that matter, demand) is through its support for credential
requirements. The salary scales for government employment often automatically reward people for obtaining additional
educational credentials; given the massive number of jobs in the government sector, as well as the high demand for them, this
helps to stimulate the demand for post-graduate education. Requirements for credentials also restrict the supply of teachers in
public schools: Even though there is reason to doubt the practical classroom value of teacher education provided at the college
level, a degree in education is required for employment by most public-school systems.

The entry of new providers into the health-care sector is similarly regulated, primarily through government-mandated licensing
requirements. Not surprisingly, these requirements are often manipulated by incumbent practitioners in order to restrict supply.
They can make it impossible for health-care providers to improve efficiency by substituting on-the-job training for formal
educational credentials. Such restrictions might make sense in the case of many physicians and nurses, but they extend to
every variety of service provider in health care in ways that often undermine cost effectiveness and efficiency. For example,
several years ago, the state of Maryland increased the education requirements for licensed physical therapists, insisting that
anyone entering the profession hold a doctorate. This sort of requirement benefits degree-granting institutions and works to the
advantage of the incumbent physical therapists, but comes at the expense of consumers.

We are left to wonder how much of the salary gap between workers with college degrees and those without is artificial. We
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cannot tell how salaries would be determined if government did not set its own pay scales based on educational attainment
(thereby setting a standard that private employers must compete with); we cannot calculate precisely where pay levels would
be if government did not enforce licensing restrictions in health care, education, and other industries. Still, it is not difficult to
imagine that, if a dynamic and free market were allowed to flourish in education and health services, there might be more
apprenticeships and fewer degree factories; one can easily see how salaries might be determined more on the basis of
performance than of educational attainment. But because there is no true free market in these industries, the usual methods we
have for evaluating such patterns simply do not suffice.

The inability to apply the usual standards and measures of our market economy to health care and education points to a
broader problem with government's domination of our new commanding heights. The unique characteristics of these sectors —
and especially the fact that they are subject to so much government influence and control — make it very difficult to assess
them using the terms in which we usually describe our economy. It is therefore nearly impossible to compare them to other
sectors, to distinguish success from failure, and to make informed consumer choices.

In health care, education, and government work, concepts like economic value, efficiency, productivity, and consumer
preferences are obscured. And as these sectors continue to grow more central to our economy in the years ahead, our broader
economy will therefore become more difficult to analyze and understand in traditional market terms.

THE NON-MARKET ECONOMY

To be sure, part of this shift is inherent to the nature of the "softer" sectors that now make up the commanding heights of
American economic life. The "products” of education and health care are less tangible than those of heavy industry or
agriculture, making them more difficult to measure and quantify. We can quantify the inputs — the workers and equipment used
in medical procedures or in teaching — but their effects on outcomes are notoriously difficult to judge.

Nobel Prize-winning economist Kenneth Arrow is usually credited with first noting the information asymmetries that characterize
health care — for instance, the basic fact that it is often difficult for a consumer to know whether the treatment provided by his
physician is correct. Doctors, after all, have expertise that patients lack. Similarly, in education, consumers typically have to
trust that the educators involved in selecting a curriculum, and the teachers who are delivering it, know what they are doing.
But it is not simply that consumers may lack knowledge about the value of educational or medical services: The providers
themselves suffer from biases and large gaps in their knowledge. Thus, economic decisions and the allocation of both private
and public resources in these sectors are often poorly informed.

Many careful studies show little or no value added from increased health-care expenditures or additional resources devoted to
education. It is true, of course, that people in the United States, and indeed all over the world, are healthier today than they
were one or two generations ago; the average lifespan appears to be increasing at a rate of about three months per year, or
about 2.5 years per decade in this country. And it's not just longevity: Overall health quality throughout one's life has improved
as well. Robert Fogel has shown that the quality of life of people in their sixties is much improved in recent decades. The
average number of chronic ilinesses for those over age 65 has fallen dramatically. And these improvements in longevity and
general health have had an enormous impact on well-being. Economists Kevin Murphy and Robert Topel estimated the
economic value of the measurable improvements in health in the United States from 1970 to 2000 at about half of the value of
the increase in GDP over that same time period.

Nonetheless, although there is no doubt that health has improved considerably over time, it is not clear how much of this gain
can be attributed to health care. Indeed, much of the improvement comes from better nutrition, less dangerous work
environments, better sanitation, and other public-health measures, as well as more informed and health-conscious citizens.
The marginal impact on health outcomes of increased spending on medical procedures appears to be low. Numerous studies,
including the RAND health-care experiment, find no significant effect on outcomes for more intensive medical treatment in
similar groups of patients. The Dartmouth Atlas project has documented large differences in health-care spending through
Medicare across different regions of the country, with no apparent effect on outcomes.

A similar pattern prevails in education. Looking at population averages, the correlation between schooling and earnings is
unmistakable. Regions and countries with higher average levels of schooling have higher per capita incomes. Work by Claudia
Goldin and Lawrence Katz has recently shown that, within the United States, the gap in average earnings between workers
with college education and those without is large and apparently growing.
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But this correlation does not demonstrate causation, and the true impact of spending on outcomes in education is as elusive as
it is in health care. In 2006, the United States spent close to 40% more per student on K-12 education than the average of the
34 developed nations of the Organization for Economic Cooperation and Development. Yet according to student-performance
rankings in science, reading, and math, the U.S. ranks far below the OECD average. And in higher education, Stacy Dale and
Alan Krueger have found that, controlling for factors that could be observed prior to college attendance, the actual choice of
college (i.e., the choice between a very expensive and a far less expensive school) makes little or no difference in subsequent
earnings.

This is true even of education programs specifically meant to compensate for the many obstacles — poor home or community
environment, low income, neglect, a lack of early-childhood schooling, and so forth — that are often blamed for gaps in later
income attainment. Summarizing a large body of research, James Heckman wrote in 2005,

[C]lassroom remediation programs designed to combat early cognitive deficits have a poor track record.
Public job training programs and adult literacy and educational programs, like the GED, that attempt to
remediate years of educational and emotional neglect among disadvantaged individuals have a low
economic return, and for young males, the return is negative.

In both education and health care, then, our faith in the value of expensive interventions is not reliably supported by the
evidence. And as these sectors absorb larger shares of employment and spending, and become increasingly central to our
economy, aggregate productivity measures will become more problematic — making our understanding of the economy at large
ever more hazy.

Naturally, there are also difficulties in measuring the value of complex durable goods in other sectors of the economy. It can be
hard to compare, for instance, the value of this year's cell phone that includes a five-megapixel digital camera with last year's
model that included only a three-megapixel camera. For these goods, however, consumer preferences offer vital guidance
concerning value. The willingness of consumers to pay more for goods with certain features provides a clue as to the true
value of those features.

But in the cases of health care and education — in large part because of the dominance of government in these sectors — the
prices of various "features" are often barely related to consumer preferences. With much of health-care and education
spending paid for by third parties (and ultimately subsidized by government), consumers generally do not make decisions
based on perceived relative value. The medical patient, instead of asking which medical procedure offers the greatest value,
asks only whether the recommended procedure will be covered by insurance — a decision made by insurance-company or
government bureaucrats, who have little sense of what is most important to the patient. The parents of a student in an
elementary school are not responsible for choosing the school's teaching methods; as "consumers," they have no say in — and
indeed, no way of knowing — whether the costly programs they pay for with their tax dollars are in fact producing good "value"
in the form of their child's education.

The result is that, in the sectors of education and health care, the preferences of policymakers — not of consumers — become
the driving economic forces. And as these sectors become the new commanding heights, policymakers — rather than
consumers and producers — will come to dominate more and more of our nation's economic life.

Under these circumstances, the supposed inadequacy of market economics will become a self-fulfilling prophecy. Markets can
work in education and health care, but only if governments allow them to. This means that, for the champions of free
enterprise, introducing market principles and mechanisms into health care and education must become a top priority in the
years ahead.

NEW PRIORITIES

Unfortunately, these would-be champions have a lot of work to do. As the advocates of state control over education and health
care have steadily ascended the new commanding heights, advocates of markets have been flat-footed. Why?

In August 2008, Philip Klein wrote a perceptive article in the conservative American Spectator magazine. Addressing his
compatriots on the right, and astutely anticipating the coming political dramas, Klein argued that his fellow conservatives
needed to start "learning to care about health care." "While the right has been effective at mobilizing support among its activist
base on issues such as guns, taxes, and judges," Klein wrote, "when it comes to health care, conservatives who aren't involved
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in public policy for a living tend to tune out.”

As a generalization, it's difficult to deny Klein's point. The academic and professional public-policy communities have long
contained conservative and libertarian scholars doing serious and thoughtful work on health care. But, broadly speaking, the
most politically active advocates of free enterprise have usually been uninterested in the details of health-care policy.

Klein was concerned that apathy would ultimately translate into political defeat and greater state involvement in the nation's
health-care system. The passage of Obamacare seemed to validate his concern (although the drawn-out fight over the law
helped galvanize conservative activists and the Tea Party movement). That struggle has certainly made conservatives a little
more interested in health care, but they have a lot of catching up to do. Most conservative politicians and activists still know
little about the details of health policy, and still struggle with profound apathy. As one right-leaning policy wonk quoted by Klein
put it, most of his fellow libertarians and conservatives "find health care a sort of squishy, bleeding-heart kind of issue that
doesn't interest them very much."

What has been true of health care has also often been true of education — an issue most conservative politicians have
struggled to speak about. Market-minded conservatives have tended to dismiss both as "soft" issues with little relevance to the
kind of "hard" economics that moves them most.

As with all generalizations, there are exceptions. But it is telling that, when George W. Bush sought to distinguish himself from
traditional conservatives — going so far as to brand himself a "compassionate conservative" — his campaign focused on his
interest in education policy. And when prominent conservative politicians (including Bush) have shown a serious interest in
health care and education, they have usually advanced policies that ceded control of the new commanding heights to critics of
the market. Rather than looking for ways to bring market principles to these arenas, they have accepted the premise that
"reform" of these sectors must require exceptions to their usual belief in the benefits of markets.

Bush, for instance, pushed through a major expansion of the health-care entitlement system with his Medicare
prescription-drug plan. And his signature domestic-policy achievement, the No Child Left Behind Act, marked a significant
expansion of the federal government's role in K-12 education. Mitt Romney took a similar approach to health-care reform as
governor of Massachusetts. He opted for greater government involvement in the state's health-care sector through an
ill-considered system of mandates, price controls, and subsidies. The result has been, as the Wall Street Journal reports, that
the state's total health-care spending as a share of its budget has gone from 30% in 2006 (when the law was enacted) to 40%
today.

Thinkers on the left have long seen these subjects more clearly. Consider the insights of the great social scientist Daniel Bell
— who, while difficult to categorize politically, once famously described himself as "a socialist in economics." In his prophetic
book The Coming of Post-Industrial Society, Bell predicted that, over time, "there will be an enormous growth in the ‘third
sector': the non-profit area outside of business and government which includes schools, hospitals, research institutes,
voluntary and civic associations, and the like" (emphasis added). Bell published this forecast in 1976, when the Cold War fight
over the political control of the old commanding heights was still raging. It is safe to say that Bell and other economic
progressives had a better understanding of how the new commanding heights of the economy would emerge over time than
have their more conservative counterparts.

But while advocates of market control (as opposed to political control) of the economy's commanding heights may have been
slow to recognize the importance of education and health care, they may now finally be starting to catch up. The events of the
past few years seem to have made the public increasingly wary of America's looming fiscal challenges. This is prompting
renewed scrutiny of the nation's health-care entitlement programs, especially Medicare and Medicaid. It is also emboldening a
number of reform-minded legislators and executives to propose changes to programs that were once thought politically
untouchable. For its part, the passage of Obamacare has caused more conservatives to think seriously about the structure of
our entire system of health insurance and medical care.

Meanwhile, as concerns over federal finances have mounted, there has been an increasing awareness of the budget crises
facing states and municipalities. The states' problems include underfunded public-employee pensions, particularly for teachers,

as well as the ever-increasing costs of Medicaid.

It is worth examining the recent contretemps in Wisconsin — the fight over Governor Scott Walker's efforts to eliminate some
collective-bargaining privileges for public employees — through the lens of the broader battle over the new commanding
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heights. On one level, the Wisconsin situation was a squabble about mundane questions of salaries and benefits. On another
level, however, it was a more fundamental struggle over political control, with the state's teachers' unions struggling to maintain
their power over the commanding heights of education. Walker, for his part, was trying to restore that power to citizens and free
markets.

It is clear that such struggles will continue in the coming years, so that health care and education will increasingly be front and
center in our economic debates. This is as it should be. But defenders of the market can waste no time in preparing themselves
accordingly.

THE NEXT FRONT

The growing economic significance of health care and education makes the question of their ultimate control — whether by
government or the market — one of deep national importance. It is no exaggeration to say that the struggle for power over
these sectors will be the focal point of American domestic politics in the 215 century.

The fight over the relative merits and demerits of Obamacare leading up to its passage last year highlighted the inadequacy of
our current political debates about the new commanding heights. Champions of the law pointed to its distributional effects —
broadening access to health coverage for those without employer-provided insurance, for example. Critics focused mostly on
excessive costs or fears of rationing — worthy concerns, to be sure. But there was very little attention paid to what greater
government control of the health sector would mean for the adaptive efficiency of the health-care system — the ability of
providers to generate and use new techniques, business models, services, and technologies to keep quality high and costs
low.

It is not surprising that the debate among the political class focused on questions of allocation. Much of politics is a scramble
for existing resources, and so political fights often boil down to questions of control over a fixed set of goods and services. But
the long-run success of a health-care system — or any economic sector, or an entire economy — has much more to do with
guestions of adaptation, new technology, and innovation than with the allocation of fixed resources. The more that we allow our
economy to be governed by politics rather than market forces, the more inclined we will be to forget that fact, and so to see our
dynamism and prosperity diminish.

If the century-long battle over Lenin's old commanding heights should teach us anything, it is that the extent of government
control over the key sectors of a nation's economy matters tremendously to that nation's eventual success. That lesson should
be foremost in our minds as we commence a long and arduous struggle over the American economy's new commanding
heights.

Arnold Kling is an adjunct scholar with the Cato Institute and a member of the Financial Markets Working Group at the
Mercatus Center at George Mason University. Nick Schulz is the DeWitt Wallace Fellow at the American Enterprise Institute
and the editor of American.com.
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