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In Praise of Living Economics

“Living Economics is a superb book. Peter Boettke's passion for excellence in teaching and for his subject, mainline economics (the sort of basic economic reasoning that draws on the ideas of a line of thinkers from Adam Smith through the Austrians to people like Jim Buchanan and Elinor Ostrom), shines through on every page. It is vintage Boettke: engaging, witty, and chock full of insight. This book should be put in the hands of every first-year student of economics, if only to show them what they are missing!”

—Bruce Caldwell, Research Professor of Economics and Director, Center for the History of Political Economy, Duke University

“Economics as it should be, Living Economics is a solid book that counters the excessive simulation of modern academic economics while, at the same time, avoiding the temptation to extend application of the logic beyond reasonable limits. Boettke concentrates on the primary purpose of economics, which is to convey an understanding of how, within properly designed institutional constraints, operative markets generate and distribute value without overt conflict.”

—James M. Buchanan, Jr., Nobel Laureate in Economic Sciences; 
Advisory General Director of the Center for Study of Public Choice and Distinguished Professor Emeritus of Economics, George Mason University

“Peter Boettke's book Living Economics not only is splendidly characterized by broad erudition, solid analysis, shrewd observation, and expositional clarity, it appears at a propitious moment. We are in a presidential election year, with most political spokespersons relying on embarrassingly superficial and bastardized economic diagnosis and rabble-rousing prescription. And the bulk of professional economists persist in putting precious and arid formalism over substantive content. It is high time—but Professor Boettke thinks that it is not too late—to join the impressive and long-persisting caravan of scholars promoting a feel for, sense of, and interest in the contribution which genuine economics can make to a free and increasingly prosperous society.”

—William R. Allen, Professor Emeritus of Economics, University of 
California, Los Angeles

“Living Economics is in many ways a remarkable book. The volume luminously reflects the amazing breadth of Professor Boettke's reading, and the deep and careful thoughtfulness with which he reads. But the true distinction of this volume consists in more than the profound economic understanding and wealth of deeply perceptive doctrinal-history observations that fill its pages. Its distinction consists in the delightful circumstances that these riches arise from and express Peter Boettke's extraordinary intellectual generosity and unmatched intellectual enthusiasm—rare qualities which have enabled him to discover nuggets of valuable theoretical insight in the work of a wide array of economists, many of whom are generally thought to be far away from the Austrian tradition which Boettke himself splendidly represents. Boettke's prolific pen is dipped, not in the all-too-common ink of professional one-up-manship, but in the inkwell of an earnest, utterly benevolent—and brilliant—scholar, seeking, with all his intellectual integrity, to learn and to understand.”

—Israel M. Kirzner, Professor Emeritus of Economics, New York University

“Living Economics is a spirited, passionate, and exciting tour of free-market economics. I enjoyed every page!”

—Andrei Shleifer, Professor of Economics, Harvard University; 
Faculty Research Fellow, National Bureau of Economic Research

“Living Economics is inspired by Boettke's students and great teachers, such as Boulding and Kirzner, and the central theme that economics has strayed dangerously from a ‘mainline’ emphasis on process and rules, as opposed to outcomes. The mainline sinew is rooted in Adam Smith's The Theory of Moral Sentiments extending to Hayek, Ostrom and other moderns whom Boettke examines with deep understanding of their relevance for our time.”

—Vernon L. Smith, Nobel Laureate in Economic Sciences; George L. Argyros Endowed Chair in Finance and Economics, Chapman University School of Law

“Living Economics is a treasure trove of ideas for anyone interested in communicating economics to students and the broader public. The author's enthusiasm is evident throughout. Professor Peter Boettke shows us what he learned from some of the great figures in economics and what, from their work, he has been able to distill and elaborate as his own teaching message. At the end of the day, this book is about more than teaching economics, it is about Boettke's ‘love affair’ with the subject.”

—Mario J. Rizzo, Professor of Economics, New York University

“Boettke's passion for economics and the clarity of his vision make Living Economics a pleasure to read. No reader will fail to benefit from his broad and deep insights.”

—Steven E. Landsburg, Professor of Economics, University of Rochester; author, The Armchair Economist

“I am very pleased with Peter Boettke's book Living Economics, which has fully captured the essence of my work and that of others on what good economics is all about and why understanding it is so important.”

—Gordon Tullock, University Professor Emeritus of Law and Economics, George Mason University

“Peter Boettke's insightful and wide-ranging book Living Economics is not simply about teaching economics: it is a joyous exercise in teaching us through the great teachers of economics. This volume shows us how the mainline of economic teaching from Smith through Hayek to contemporary thinkers such as Buchanan and Ostrom has analyzed the core features of economic cooperation while recognizing the cognitive limits of economic and political actors, and indeed of economic analysis itself. All students of the moral sciences need to learn Boettke's master lesson: ‘We have to understand man as a fallible yet capable chooser, who lives within an institutional framework that is historically contingent.’”

—Gerald F. Gaus, James E. Rogers Professor of Philosophy, 
University of Arizona

“With Living Economics, Peter Boettke cements his reputation not only as one of the leading Austrian economists of our time, but as one of the most compelling and engaging communicators of economic ideas. Teachers will derive inspiration from his essays and policy officials will likely gain a little humility regarding their ability to improve upon undesigned economic processes. All readers of this book will be hard pressed not to come away sharing Boettke's enthusiasm for economics as ‘a deadly serious discipline that tackles vital questions of wealth and poverty, of life and death,’ as well as ‘an amazing framework for thinking about human behavior in the real world, including all human endeavors,…that is entertaining and downright fun.’”

—Susan E. Dudley, Research Professor of Public Policy and Director, Regulatory Studies Center, George Washington University; former Director, Office of Information and Regulatory Affairs, U.S. Office of Management and Budget

“Through his scholarly and entrepreneurial work, Peter Boettke has transformed a sometimes hostile, sometimes neutral, field of economics into a thoroughgoing revival of Austrian ideas in the worlds of thought and action that is in full flower today. Living Economics reveals how Boettke has been the energetic catalyst so pivotal to this transformation. This book provides wonderful insight into how this future has been brought about.”

—Richard E. Wagner, Hobart R. Harris Professor of Economics, George Mason University

“Reading the wonderful book Living Economics by Peter Boettke made me start loving economics, and I am sure it will inspire many more readers to do the same. It makes me optimistic for the return of real economics.”

—Nassim Nicholas Taleb, Distinguished Professor of Finance and Risk Engineering, New York University Polytechnic Institute; author, The Black Swan: The Impact of the Highly Improbable

“There exist noteworthy works that survey economic thought and others that provide insights into current economic challenges. This highly unusual book does both at once and very successfully. Interpreting and contrasting major contributions to economics in clear prose, it also identifies the policy implications of key economic insights. Insightful, instructive, and also entertaining throughout, Peter Boettke's Living Economics can be read profitably by academics, policy makers, students, and a wide range of other constituencies concerned about our economic institutions.”

—Timur Kuran, Professor of Economics and Political Science and the Gorter Family Professor of Islamic Studies, Duke University

“Peter Boettke has spent a career not just as a scholar of economics, but as an educator of both the general public and generations of students. In Living Economics, he reflects on the importance of teaching and of his own teachers in spreading the ideas of the mainline of economic thinking from Smith, Say and Wicksteed to Mises, Hayek, Buchanan, Coase, and Friedman, including his own contemporaries. This book is essential reading, especially in a time when the tradition of sound economics Boettke focuses on is under increasing threat by old fallacies and new politicians. The passion for ideas and economic theory that permeates these pages is exactly the inspiration one gets from a great teacher. Peter Boettke is indeed that.”

—Steven G. Horwitz, Charles A. Dana Professor of Economics, 
St. Lawrence University

“The truly wonderful book Living Economics shows students and scholars alike why Peter Boettke is one of the most original scholars and teachers of his generation. Boettke's goal is to form minds young and old in the way that his was formed, and thus the lessons of this book come from across the intellectual spectrum. Boettke's masterful ability to deftly meld a variety of approaches to economics into a lens through which to view the world shows the possibilities of economics analysis at a time when its status is much in question and breathes new life into the dismal science.”

—Steven G. Medema, Professor of Economics, University of Colorado, Denver

“Living Economics by Peter Boettke is aptly titled. It's all about what he received from his teachers (broadly defined) and what he, in turn, has imparted to his students. Boettke's deep scholarship, serious reflections and passion for economics come through on every page. Accordingly, unlike most economics prose, Living Economics can be safely read before driving. Indeed, Living Economics is full of surprises—like an entire chapter on my former professor, Kenneth Boulding. Boettke's treatment of that great economist hits the nail on the head. The book is well suited for anyone with an interest in economics and finance and should be a required supplemental text for principles of economics courses, as well as courses on the history of economic thought.”

—Steve H. Hanke, Professor of Applied Economics, Johns Hopkins 
University

“Loaded with content well worth reading and carefully arrayed gems from the history of thought, Peter Boettke's Living Economics is literally his personal statement about living with and living through economics. But be careful as you read. Boettke's love affair with economics is contagious. You will find yourself cheering for more.”

—Bruce Yandle, Professor of Economics Emeritus, Clemson University

“Living Economics is a fascinating discussion of the increasingly-acknowledged-as-important field of Austrian economics and its main contributors. But more important is Peter Boettke's lessons not only on the importance of teaching about Austrian economics but on how economics should be taught generally. Living Economics makes a useful tool for both students and their teachers.”

—Walter E. Williams, John M. Olin Distinguished Professor of 
Economics, George Mason University

“In Living Economics, Peter Boettke has written a compelling book that is part intellectual autobiography and part a discussion on what economics is, and how it should be taught. Professor Boettke's love of economics comes through on every page, and the book is filled with insights on the nature of economics and how it should be presented to students. His sympathy toward free-market ideas and the Austrian school of economics comes through clearly, and much of the book is devoted to discussing the ideas and work of major scholars who have influenced him. The book is delightful to read, and will appeal to both students and teachers of economics.”

—Randall G. Holcombe, DeVoe Moore Professor of Economics, Florida State University

“This set of essays is Peter Boettke at his best; they are instructive, learned, entertaining and brilliant. Not only is Living Economics a must read but it is a very enjoyable read for today's economists and social scientists.”

—Richard Swedberg, Professor of Sociology, Cornell University

“In Living Economics, Boettke expresses well the ‘joy of economics,’ the expansion of one's own understanding of the process of social coordination we all benefit from, and the pure pleasure in communicating that understanding to students and others. He draws upon a deep well of teaching and guiding both undergraduate and graduate students and his lively advocacy of ‘mainline economics,’ as opposed to ‘mainstream economics,’ makes for an important read for anyone seeking to understand what economics is really all about.”

—P. J. Hill, Professor Emeritus of Economics, Wheaton College

“We have here a fascinating reflection that stems from more than a quarter century of Peter Boettke's scholarship and masterful teaching. One cannot close this book without a renewed appreciation of the core insights of economics that run from Adam Smith to F.A. Hayek to James Buchanan and others. On page after page Living Economics bubbles over with enthusiasm, as Boettke shows that our tradition is intellectually rich, robust and exciting to learn. The economic way of thinking, properly understood, studies real people. And Boettke clearly shows that our everyday lives are at stake if the lessons of economics continue to be misunderstood by pundits, politicians and the bulk of a misguided economics profession.”

—David L. Prychitko, Professor of Economics, Northern 
Michigan University
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Preface

It is no crime to be ignorant of economics, which is, after all, a specialized discipline and one that most people consider to be a “dismal science.” But it is totally irresponsible to have a loud and vociferous opinion on economic subjects while remaining in this state of ignorance.

—Murray N. Rothbard1

MY LOVE AFFAIR with economics began in the fall of 1979. The summer prior to that I had experienced the long lines for gasoline, and I was confused and frustrated by the experience for a variety of reasons. Economics erased my confusion and targeted my frustration on the cause of the shortages. I was hooked.

In many ways, the logic of economic reasoning came naturally to me once I started studying. My first readings in the field were Henry Hazlitt's Economics in One Lesson, and Bettina Bien Greaves, ed., Free Market Economics: A Basic Reader (which included Leonard Read's “I, Pencil”). These were followed by various essays and excerpts from books by Ludwig von Mises related to the problems of socialism and interventionism and the benefits of the free market economy, and then Milton and Rose Friedman's Free to Choose. By the time I finished Free to Choose, I would never think about the world around me the same way. I saw everything through the economic lens—from the most mundane human activities to the most profound. To me, economics is simultaneously the most entertaining discipline in the human sciences and the most important discipline in the policy sciences as it ultimately answers fundamental questions about human life and death.

It is my hope that the following essays capture not only my thirty—plus year love affair with economics as a discipline, but also the sheer joy I get from economic inquiry and inviting my students to join me in that inquiry. I believe that much of modern economics has lost its way, and I am actively engaged in trying to get the teaching and doing of economics back on track. Following one of my teachers—Kenneth Boulding—I use the term “mainline economics” to describe a set of propositions that were first significantly advanced in economics by Thomas Aquinas in the thirteenth Century and then the Late Scholastics of the fifteenth and sixteenth centuries at the University of Salamanca in Spain (especially the Christian clerics, Francisco de Vitoria, Martin de Azpilcueta, Diego de Covarrubias, Luis de Molina, Domingo de Soto, Leonardo Lessio, Juan de Mariana, and Luis Saravía de la Calle).2 These insights were further developed in economics from the Classical School of Economics (both in its Scottish Enlightenment version of Adam Smith and the French Liberal tradition of Jean-Baptiste Say and Frederic Bastiat), to the early Neoclassical School (especially the Austrian version of Carl Menger, Ludwig von Mises, and F.A. Hayek), and finally with the contemporary development of New Institutional Economics (as reflected in the property rights economics of Armen Alchian and Harold Demsetz; the new economic history of Douglass North; the law and economics of Ronald Coase; the public choice economics of James Buchanan and Gordon Tullock; the economics of governance associated with Oliver Williamson and Elinor Ostrom; and the market process economics of Israel Kirzner). The core idea in this approach to economics is that there are two fundamental observations of commercial society: (1) individual pursuit of their self-interest, and (2) complex social order that aligns individual interests with the general interest.

In the mainline of economics, the “invisible hand postulate” reconciles self-interest with the general interest not by collapsing one to the other or by assuming super-human cognitive capabilities among the actors, but through the reconciliation process of exchange within specific institutional environments. It is the “higgling and bargaining” within the market economy, as Adam Smith argued, that produces social order. The “invisible hand” solution does not emerge because the mainline economist postulates a perfectly rational individual interacting with other perfectly rational individuals within a perfectly structured market, as many critics suppose. Such idealizations would be as alien to Adam Smith as they would be to F.A. Hayek. Instead, for those who “sit in the seat of Adam Smith” man is a very imperfect being operating within a very imperfect world. Sound economic reasoning, by focusing on exchange, and the institutions within which exchange takes place, explains how complex social order emerges through the aid of prices and the entrepreneurial market process.

The mainline of economics, in my narrative, is to be contrasted with the “mainstream” of economic thought. Mainline is defined by a set of positive propositions about social order that were held in common from Adam Smith onward, but mainstream economics is a sociological concept related to what is currently fashionable among the scientific elite of the profession. Often the mainline and the mainstream dovetail, but at other times they deviate from one another. It is at these moments of deviation that acts of intellectual entrepreneurship are acutely needed by those working within the mainline of economics to recapture the imagination of mainstream economics, getting the discipline back on track.

My research has primarily been in the area of comparative political and economic systems and the consequences with regard to material progress and political freedom. In addressing these questions, I have also had a particular interest in twentieth century economic thought and the methodology of the social sciences because of my judgment that much suffering throughout the socialist and less developed worlds in the twentieth century was caused by bad ideas in economic theory and public policy and that these bad ideas were promulgated because of misguided notions in the philosophy of science as applied to the social sciences. It has become an important part of my research and teaching efforts to explore and tell the tale of this mistaken intellectual path. The Austrian School of Economics, its ideas, its historical figures, and its fate in the economics profession and public policy discourse has been a source of continued intellectual inspiration for me since my undergraduate days, and is no doubt evident throughout all my writings.

A trip I made to Universidad Francisco Marroquin (UFM) with my close colleague and friend, Chris Coyne, in June of 2011 inspired this particular book. UFM is an amazing institution of higher learning in economics. We were both impressed by the commitment of the entire intellectual community at UFM to sound economic reasoning and to high quality teaching of economics. Throughout the campus of UFM, there are images of the great economists throughout the history of the discipline and the core ideas that they sought to communicate in their writings. The various essays in this collection are my attempts to communicate those core ideas of the mainline of economic science from Adam Smith to J.B. Say to Philip Wicksteed to Ludwig Mises to F.A. Hayek to James Buchanan to Vernon Smith to Elinor Ostrom, and many others in-between, and currently practicing economists.

Economics teaches us many things, but to me the most important is how social cooperation under the division of labor is realized. This is what determines whether nations are rich or poor; whether the individuals in these nations live in poverty, ignorance, and squalor or live healthy and wealthy lives full of possibilities. If the institutions promote social cooperation under the division of labor, then the gains from trade and innovation will be realized. But, if the institutions, in effect, hinder social cooperation under the division of labor, then life will devolve into a struggle for daily existence. Economics, in other words, gives us the key intellectual framework for understanding how we can live better together.

This theme of what Mises called “the law of association” is also what animated the founder of UFM, Manuel Ayau—who in his own books stressed this idea of social cooperation under the division of labor. In the essays in this book, I repeatedly stress the role of property, prices, and profit/loss for providing economic actors with the incentives, information, and the spur for innovation that is required to achieve the complex economic coordination and the social cooperation among anonymous actors that characterizes a peaceful and prosperous society.

It is with this shared vision of the nature and significance of economic science and the commitment to teaching that I am especially thrilled to be publishing this book with the Independent Institute and UFM Press. I want to thank David Theroux, President of the Independent Institute, and Giancarlo Ibarguen, the current President of UFM, for the opportunity to do so. It is an honor to work with these two men who have dedicated their lives to the promotion of sound economic reasoning both inside and outside of the academy. I do hope this book will make a minor contribution to the goal of spreading the economic way of thinking.

I want to thank the staff at my office at GMU and the Mercatus Center for helping in the preparation of this manuscript for publication: Peter Lipsey, Liya Palagashvili, David Currie, Carly Reddig, and Matthew Boettke. I also benefited greatly from editorial suggestions from David Theroux, Roy Carlisle, and Alex Tabarrok. Responsibility for remaining errors are exclusively my own.

I also want to thank the wonderful teachers of economics I have had over the years from Hans Sennholz at Grove City College to James Buchanan, Gordon Tullock, Kenneth Boulding, and Don Lavoie at George Mason. I also was fortunate to have some established figures in the discipline take me under their wing and mentor me at a formative stage of my career: Warren Samuels, Peter Berger, and especially Israel Kirzner, who I worked alongside of for eight years at NYU. It was a dream come true for me to work at NYU (the home of Ludwig von Mises) and to work in close collaboration with Israel Kirzner.

In graduate school, I bonded quickly with two fellow students and they have traveled this entire journey with me—Steve Horwitz and David Prychitko. I don't say thanks to them nearly enough for making me a better teacher and better economist by setting a professional standard early in our careers that we have all tried to maintain. It is my sincere hope that these essays have met that standard even in the areas that they disagree most strongly with me. In one of the essays in this collection, I give the advice to students that they have to choose their teachers wisely because you will teach as you are taught, and that they have to choose whom they read wisely because you will write like those you read. I should add that you must choose your friends wisely because it will be your friends who help set the standard of argument you strive to meet and who will honestly tell you when you are falling short of that standard. Steve and Dave have respectively been those close friends of mine since we entered this profession as teachers and scholars in the 1980s.

And finally, I would like to thank all the wonderful students I have had the privilege to teach throughout my career and especially those I have had the great honor of serving as their dissertation advisor. I don't know if they realize just how much I have learned from them and how much pride I take in their developing careers as first-rate teachers of economics, significant contributors to the development of mainline economics, and to their amazing abilities to communicate sound economic reasoning not only to their students but to the general public as well.

As I write this, we are living through particularly turbulent economic times. It is a time when we need sound economic reasoning more than ever, rather than the sort of “emergency room” economics that has dominated public policy since 2008. Armed with the truth of the mainline of economic teaching from Adam Smith to F.A. Hayek, and with the great communication skills that these former students of mine have, I am confident that high quality representatives of sound economic reasoning are growing in number and will ultimately beat back economic ignorance and special interest politics, shifting the tide of public opinion in the direction of sound economics. As Milton and Rose Friedman argued in Free to Choose3 (1980, 272): “A tide of opinion once it flows strongly tends to sweep over all obstacles, all contrary views.”

We all have a lot of work to do to get economics back on track. Let's go to work.



1. Murray Rothbard, Egalitarianism as a Revolt Against Nature (Auburn, AL: Ludwig von Mises Institute, 1974, 2000), 202.

2. Rodney Stark, The Victory of Reason: How Christianity Led to Freedom, Capitalism, and Western Success (New York: Random House, 2005); Alejandro A. Chafuen, Faith and Liberty: The Economic Thought of the Late Scholastics (Lanham, Md.: Lexington Books, 2003); Murray N. Rothbard, Economic Thought before Adam Smith: An Austrian Perspective on the History of Economic Thought, vol. 1 (Brookfield, Vt.: Edward Elgar, 1995), 51-64, 97-133; Marjorie Grice-Hutchinson, The School of Salamanca: Readings in Spanish Monetary Theory, 1544-1605 (Oxford University Press, 1952) and Early Economic Thought in Spain 1177-1740 (London: Allen & Unwin, 1978); Laurence S. Moss, ed., Economic Thought in Spain (Aldershot, England: Edward Elgar, 1993); Raymond de Roover, Business, Banking, and Economic Thought in Late Medieval and Early Modern Europe (Chicago: University of Chicago Press, 1976); and Joseph Schumpeter, History of Economic Analysis (New York: Oxford University Press, 1954).

3. Milton Friedman and Rose Friedman, Free To Choose (New York: Harcourt, Brace & Jovanovich, 1980), 272.






1

Economics for Yesterday, Today, and Tomorrow

The latest “new economics,” and in my opinion rather the worst for fallacious doctrine and pernicious consequences, is that launched by the late John Maynard (Lord) Keynes, who for a decade succeeded in carrying economic thinking well back to the dark age
…. The serious fact is that the bulk of the really important things that economics has to teach are things that people would see for themselves if they were willing to see…. “The time has come to take the bull by the tail and look the situation square in the face.”

—Frank H. Knight1

Introduction

AN IMPORTANT UNSUBTLE point should be stressed in every economic conversation with peers, students, policymakers, and the general public concerning the great recession since 2008. John Maynard Keynes was wrong in both his analysis of capitalist instability and reasons for persistent unemployment in 1936, and he was wrong in 2008. The ideas Keynes developed in The General Theory of Employment, Interest, and Money (1936) were as wrongheaded in the nineteenth century as they were in the twentieth century, and as they are in the twenty-first century. Keynesian economics is simply bad economics. And it is vitally important to always remember that in the field of economics, bad economic ideas lead to bad public policies, which in turn result in bad economic outcomes.2 The realization of this string of logically connected “bads” might be long and varied, but it is inevitable. The Keynes of The General Theory was never right when it came to how an economy operates, let alone how to fix it when it teeters during crises. And the resurrection of Keynes among professional economists, public intellectuals, and especially politicians and policymakers in the wake of the global financial crisis of 2008 has been one of the most disappointing developments I have witnessed in my career as an economist.

Keynes was wrong because his analysis was based on a set of flawed premises. The earlier analysis of “effective demand” failure was first pioneered by Malthus but vehemently opposed by Ricardo and the other “classics,” and was forced, according to Keynes, to exist “below the surface, in the underworlds of Karl Marx, Silvio Gesell or Major Douglas.”3 Keynes believes that the complete victory of the “classics” is a mystery and reflects an unwillingness of professional economists after Malthus to recognize that disconnect between their theory and the basic facts of observation. “It may well be that the classical theory,” Keynes argued, “represents the way in which we should like our Economy to behave. But to assume it actually does so is to assume our difficulties away.”4

But there are good reasons why economists forced these theories into the underworld of economic opinion. They reflected bad economic analysis. What I mean by that is that these theories implicitly assume away scarcity and believe the fundamental problem of modern society is poverty amidst plenty; they explicitly deny both actor rationality and the coordinating role of prices, as well as the function prices serve in guiding decisions and the feedback and discipline provided by profit and loss.5 If you postulate a world of post scarcity, then neither the coordinating role of the price system, nor the incentives of the property rights structure is critical, and if you don't allow the individuals that populate your economy to learn from market signals, and you don't allow those signals to actually work, then of course the economy will not work! This is not mysterious. Without prices and the market process continually guiding economic actors on a path of learning and discovery “amid the bewildering throng of economic possibilities,”6 the economic future will indeed be ensnared by the “dark forces of time and ignorance.”7

It is important to stress, as J.B. Say did in his Letters to Mr. Malthus (1821), that all discussions of overproduction or underconsumption make reference to the price system. The cure to a “glut,” Say argued, was neither monetary expansion nor fiscal stimulus, but allowing the prices to adjust to clear the market. In response to Malthus's theory of the “general glut,” Say painstakingly explains how the market process coordinates the production plans of some with the consumption demands of others through market price adjustments. Say simply points out that “the slightest excess supply beyond the demand is sufficient to produce a considerable alteration in price.”8 And this focus on market prices and the role price plays in the self-regulation of the market economy (and not his value theory, as Malthus had argued), Say argues, forms the true cornerstone of Adam Smith's lasting contribution to the science of political economy.9


It is this last point raised by Say that I want to emphasize, namely that the cornerstone of Adam Smith's economics is his analysis of the price system and the self-regulating capacity of the market economy. This is where we find what is enduring in economics, whereas what is fleeting is found in that underworld of economic thinking that denies that analysis. Unfortunately, as has been pointed out by thinkers such as F.A. Hayek, James Buchanan,10 and more recently Luigi Zingales, the Keynesian message appeals to technocrats and politicians.11

This is the economists’ age-old plight, what is fleeting in economics is politically popular, whereas what is enduring in economics is politically unpopular. Hayek describes the economists’ conundrum as consisting of being called upon to consult with politicians on matters of pubic policy more often than any other social scientists, only to have their advice based on the principles of the science dismissed as soon as it is uttered. Not only are the teachings of the discipline dismissed, but public opinion on the matters at hand seems to run in precisely the opposite direction of that of the economist. This position, Hayek argued, was not unique to his time, as it has been the plight of classical economists as well.12 But what is most fascinating as an issue for a theory of social change is that economists’ ideas in general are not dismissed because public opinion clearly reflects the ideas of economists of the previous generation. Unfortunately, the ideas that dominate are those that Keynes pointed to that had been relegated to the underworld. This is precisely the situation we find ourselves in today. And as economic educators, we must, as the epigraph from Knight argues, stare the situation square in the face, acknowledge the ugly and unpleasant nature of things in our profession and the body politic, and take up the challenge of teaching the principles of economics to those who refuse to learn and in most instances even seriously listen.

What Adam Smith Did Not Say, and What He Did Say

Adam Smith was not the first economic thinker. But Adam Smith synthesized existing knowledge and did so in a way that has captured the imagination of intellectuals ever since. His is one of the towering achievements in the scientific and literary history of Western civilization. Even to this day, Smith's legacy is hotly debated.

A new generation of scholars such as Emma Rothchild and Sam Fleischacker are battling to save Smith's legacy from the Adam Smith tie-wearing conservative policy community.13 Stressing the human and egalitarian sides of Smith's theory, they seek to counter the reading of Smith that focuses exclusively on self-interest and market efficiency. This caricature of Smith, as this egalitarian and progressive reading of Smith points out, is false. Smith never said “Greed works” and that is that. His argument is much different. But the Smith of Rothchild and Fleischacker is also a confused caricature. Smith was not an egalitarian social democrat. He was an analytical egalitarian, but he was also a classical liberal political economist. The Wealth of Nations develops the positive science of political economy, and Book V can be read as an attempt to provide a set of rules that an enlightened statesman who desired to produce the “good society” could follow on the basis of that positive science.14 In Smith's work, the scale and scope of government is limited. While not nonexistent, it is limited to basically the “night watchman” state of classical liberal political philosophy: protections from foreign aggressors, protection of person and property and the administration of justice domestically, and the provision of essential public works. Only a distorted reading of Smith could produce either the institutionally antiseptic “self-interest”—only interpretation, or the Smith as precursor of the modern social democratic welfare state. The more modern social democratic reading of Smith is a consequence of the caricature prevalent in our culture of the “self-interest” reading as that of the laissez-faire economists in general. To distance Smith from the “economists,” they offer an interpretation that is more compassionate to the poor and the dispossessed.

An older literature exists in intellectual history, which also tried to drive a wedge between Smith's Theory of Moral Sentiments (1758) and The Wealth of Nations (1776). Called the Das Adam Smith Problem, it argued that Smith built his theory of moral sentiments on human sympathy, whereas self-interest drove his theory of the economy. In one book we get other-regarding behavior, whereas in the other we get self-regarding behavior—how can we reconcile these works? Many attempts have been made to address this problem, including Vernon Smith's “The Two Faces of Adam Smith.” The bottom line is that the “problem” is really not a problem.

The Wealth of Nations is about social order among strangers—a social order in which our span of moral sympathy moves far beyond the realm of the familiar. “In civilized society,” Smith argued, man “stands at all times in need of the co-operation and assistance of great multitudes, while his whole life is scarce sufficient to gain the friendship of a few persons.”15 The market economy is about cooperation in anonymity, cooperation with strangers. In the chapter just before the cited passage, Smith presents the reader with the basic mystery of economic life. The number of exchange relations that must be coordinated to produce even the most common products we take for granted “exceeds all computation.”16

The source of the wealth of nations arises from social cooperation under the division of labor, and to realize this social cooperation certain fundamental institutions in society must be in place—the delineation and enforcement of private property, the keeping of promises through contract, and the acceptance of the legitimacy of the transfer of property by consent. Benevolence would not be able to achieve this social cooperation under the division of labor. The relationships exist at the outer bounds of our span of moral sympathy. But when the institutions of property, contract, and consent are in place, then the self-interest of individuals can be marshaled to realize the mutual gains from trade and the benefits of every refined division of labor in society. Our moral sentiments do not disappear as the span of moral sympathy moves from the intimate order to the extended order of the market. They are omnipresent, but we must be mature about them; otherwise, our moral intuitions will be in conflict with the moral demands of the market order. The moral sentiments within a commercial society manifest themselves in more general rules of just conduct (related to the institutions of property, contract, and consent), rather than specific outcomes of just division given a fixed resource endowment. The rules of the intimate order do not transfer to the extended order without sacrificing the gains from social cooperation under the division of labor, in which case we sacrifice the extended order itself.

Smith certainly did not teach that individuals should pursue their self-interest at all costs. But he also didn't even teach the more subtle presentation that the pursuit of self-interest will automatically translate into public benefits. The Wealth of Nations actually has plenty of examples in which the pursuit of self-interest can lead to socially undesirable outcomes. His discussion of the vocation of teaching in Oxford (bad) and in Glasgow (good) provides a classic example.17 In Glasgow, the teacher had a strong incentive to provide valuable instruction because salary was a function of fees paid by the students, whereas in Oxford, because an endowment guaranteed a teacher's salary, the professors had long ago given up even the pretense of teaching. Smith's work is full of such comparative institutional analysis. The pursuit of self-interest in one case leads to a socially desirable outcome, whereas in the other it leads to an undesirable one. The key point: Smith's analysis does not turn on the behavioral postulate of self-interest but instead on the institutional specifications that are in operation. The institutional specification of a private property market economy guided by price signals and disciplined by profit and loss accounting will steer self-interested behavior in the direction of social cooperation. The vast division of labor is coordinated throughout the world, and the most common products—from a woolen coat in Adam Smith's time to a pencil in Milton Friedman's—are made available to individuals who will never know who played a part in the production of that good, and who if required to produce this product all by themselves wouldn't know where to start.

This is just another way to state Smith's “invisible hand” proposition. Individuals pursuing their own self-interest within an institutional setting of property, contract, and consent will produce an overall order that, although not of their intention, enhances the public good. Absent that institutional setting, self-interest may very well not produce publicly desirable outcomes and, in fact, may produce the opposite. What matters for Smithian political economy is the institutional filter that individual actors work within, and which produces unique equilibrating processes.18

J.B. Say in his Letters to Malthus states that he revered Smith: “he is my master.”19 As I mentioned before, Say had such a strong affinity to Smith because of his exposition of the fundamental role of prices in coordinating economic activity. As Say argued, exchange and the market prices that emerged in the “higgling and bargaining” among individuals formed the cornerstone of Smith's political economy. Smith's economics was price theoretic economics, but it was also institutional economics. The link between the abstract function of price and the concrete role of institutions that Smithian political economy provides supplies the foundation for what endures in economics. However, in understanding the full implications of Smith's message about market theory, the price system, and the role of institutions, we also reveal why technocrats and meddlesome politicians find it unpopular.

Hayek has argued that Smith designed his political economy to be robust against both the stupidity and arrogance of actors within the system.20 Smith and his contemporaries (e.g., Hume) sought to discover a system of governance in which bad men can do the least harm and which did not require for its operation that only the best and the brightest be in charge. They sought, in other words, a system of societal governance that treated men as they are—sometimes good, sometimes bad; sometimes intelligent, sometimes not so bright—and that would use their human variety to produce peace and prosperity. The classical political economists of the eighteenth and nineteenth century discovered that the private property market economy provided the basis for just such a system.

Smith had argued in The Theory of Moral Sentiments that the “man of systems” was wise in his own conceit, but perhaps his most biting passage on the arrogance of the politician is found in The Wealth of Nations. In the paragraph after the famous invisible hand passage, Smith argued the following:

What is the species of domestic industry which his capital can employ, and which the produce is likely to be of the greatest value, every individual, it is evident, can, in his local situation, judge much better than any statesmen or lawgiver can do for him. The statesmen, who should attempt to direct private people in what manner they ought to employ their capitals, would not only load himself with a most unnecessary attention, but assume an authority which could safely be trusted, not only to no single person, but to no council or senate whatever, and which would no-where be so dangerous as in the hands of a man who had folly and presumption enough to fancy himself fit to exercise it.21

This passage anticipates the calculation/knowledge argument about government planning associated with Mises and Hayek, as well as the problem of arrogance and power that Hayek identified with the “pretense of knowledge” or “fatal conceit.” In other writings I have argued that David Hume's dictum that when we design institutions of government we must assume that all men are knaves implies that we must watch out for both hubristic knavery of the kind that Hayek has emphasized as well as the opportunistic knavery of the kind that Buchanan and Tullock have emphasized in the development of public choice theory. Smith, in this passage, anticipates the core ideas in those modern critiques of government control over economic life and reveals another element of what is enduring in economics.


What Is Enduring and What Is Not

When we teach principles of economics to our students, most teachers of economics introduce the concept of scarcity quickly. Individuals choose within constraints and do not make unconstrained choices. As a result, our choices always involve the assessment of trade-offs, and as such we need some tools to help us make those assessments. The price system provides those tools for us. More importantly, the price system translates our private assessment of trade-offs into publicly useful information for others to utilize in their own private assessment of trade-offs, and thereby establishes the terms of exchange on the market.

Economics explains exchange and the institutions within which exchange takes place. As Frank Knight often stressed, economic analysis must always begin with the recognition of the fundamental point that an exchange is an exchange is an exchange, and exchange is mutually beneficial, otherwise the trade would not have taken place. Economics is elementary, but the persistent and consistent application of the economic way of thinking to all walks of human life requires discipline and creativity. Economics is a deadly serious discipline about deadly serious topics, and economics is a joyous exploration of man in all his endeavors. In our capacity as teachers of economics, it is our responsibility to introduce our students to both sides of the economic way of thinking.

But one of the most valuable applications of the economic way of thinking may very well be in explaining why good economics more often than not conflicts with good politics under democracy. An economic analysis of democratic politics reveals that the process pits a vote-seeking political entrepreneur against rationally ignorant voters and voters with special interests. The logic of this situation produces a bias in which the vote-seeking political entrepreneur will seek to secure votes and campaign contributions by promising to concentrate benefits on the well-informed and well-organized special interest voters while dispersing costs on the unorganized and ill-informed rationally ignorant voters. Moreover, the election cycle will impact the timeframe and produce a short-sightedness bias to compound the concentrated benefits/dispersed cost logic.

This is good politics. To do otherwise risks not gathering the required votes to win election. A vote-seeking politician who cannot garner votes eventually is weeded out of the political marketplace. But do shortsighted policies that concentrate benefits on special interest groups and disperse costs on rationally ignorant (or rationally abstaining) voters produce good economics? We must conclude NO; they instead produce political externalities. Good economics instead would concentrate costs on decision makers but disperse the benefits widely on the population. This is, again, one way to think about the implications of Adam Smith's invisible hand postulate—individuals pursuing their self-interest within a system of private property and the competitive market system will bear the costs of their decisions but possess the opportunity to reap the benefits from mutual exchange, and these exchanges produce more generalized benefits to the society as a whole. As we can see in the spread of trading opportunities and gains from technological innovation, these benefits of modern commercial life are the gift that keeps on giving. In other words, the benefits are not short-term gains, but are long-term in nature and at the core of the explanation of the wealth of nations (and their poverty when the benefits from trade and the benefits from innovation are not regularly realized).

Good economics concentrates costs on decision makers in the short run and disperses benefits to the society as a whole in the long run, whereas good politics concentrates benefits on well-organized and well-informed interest groups in the short run, while dispersing costs on the ill-organized and ill-informed mass of voters (both rationally ignorant and rational abstainers) in the long run. Since the beginning of the discipline, economists have recognized the conflict between good economics and good politics.

In the wake of this realization, we must remember that our job as economic educators and scholars is neither to steer the ship of state in one direction or another nor to provide pleasant and popular news to the ears of politicians and the public about the possibility of enlightened government policy to provide a corrective to the social ills of this world. Instead, our job is the twofold task of (1) the pleasant job of presenting the basic principles of our discipline to our “students” and deploying those basic principles to make sense of the world around us, and (2) the unpleasant one of playing the social critic who demonstrates logically and empirically how the best intentions of policymakers go astray and produce outcomes that are worse than the conditions the policies intend to eradicate. As Knight stressed, we should not underestimate our role in providing negative knowledge.22 Economics puts parameters on people's utopias, and the teachings of the principles of economics should inform as much on what not to do, perhaps even more than providing a guide to public action.

Implicit theories of post-scarcity worlds, theories that do not see a role for property, prices, and profit and loss, or theories that assume that the decision makers in policy are omniscient eunuchs (or more traditionally benevolent despots) should not endure in economic education. The vulnerability of such fragile analysis must be exposed and subjected to harsh criticism in our scientific journals, in our classroom lectures, in the policy papers we write or testimony before committees that we provide, and in our effort to reach the everyman with magazine articles, newspaper opinion editorials, Twitter and blog posts, and radio and television appearances. Arthur Marget supposedly used the analogy to the netman in the days of the gladiator to describe his intellectual endeavor. Carrying a net and a trident, the fighter would entrap his adversary in the net and then use the trident to strike the deathblow. Marget reportedly described his massive tome, The Theory of Price (1938–1942), as his effort to entrap all the Keynesian fallacies in his net, after which he would strike the deathblow with his analysis.

Amazingly, Keynesianism as a system of political economics displays resilience in the face of repeated efforts (intellectually successful from my perspective, I should add) to be ensnared in the net of economics as fallacious doctrine. I contend that political, rather than analytical, reasons explain its appeal, and so we must continue to fight this battle and expose the intellectual bankruptcy of politicized economics. Keynesianism is indeed a disease on the body politic in democratic society. An economic doctrine of technocratic arrogance, it suffers from the “pretense of knowledge” and gives scope to the opportunistic behavior of politicians who become unconstrained by Keynesianism in practice.

I have referenced J.B. Say as stressing the role of the price system in the self-regulation of the market, but his fellow Frenchman, Frederic Bastiat, should not be forgotten.23 His infamous “petition,” the classic economic satire, exposes the silliness of special pleading. What differs between the candlestick makers’ petition and the calls for bailouts, for protection from foreign competitors, for the establishment of public unions whose members are exempt from the vagaries of the marketplace, and so on? Not only must cold heads prevail over warm hearts; the arrogance as well as the loose reasoning must be continually exposed—no doubt first by careful theoretical and empirical analysis, but don't forget that ridicule and satire are also effective teaching tools.

Conclusion

This discussion of what is enduring in economics serves as a rally call for all of us who view our primary professional duty as that of economic educators. We have a job to do; we have to teach the basic principles of economics and cultivate an appreciation among our students of the teachings of the great political economists from Adam Smith and David Hume to F.A. Hayek and James Buchanan. Their message was clear: Not only is the private property market economy a self-regulating system guided through relative price adjustment and profit and loss calculus, but the market society forms the basis for a political order of free people. Efforts to intervene in the market order should always be checked for knavish efforts of either hubris or opportunism (or both). Even as we are staring the current situation of anti-economics knavery gone amok squarely in the face, let us, as economic educators, never lose sight of the core message and communicate it simply and clearly: When it comes to realizing the mutual gains from social cooperation, prices work, politics doesn't. The central message of the superiority of economic freedom compared to the tyranny of government control is what emerges from the study of the economic thinking that is valid for yesterday, today, and tomorrow.
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On the Tasks of Economics Education

Academic economics is primarily useful, both to the student and to the political leader, as a prophylactic against popular fallacies.

—Henry Simons1

Introduction

EACH FALL PARENTS across the country are saying goodbye to their kids who are setting off for college. Many of these students will travel great distances. Many of them will find living away from home to be a new experience. A subset of these fresh and eager young minds will find themselves sitting in an economics class. They will have purchased a textbook that costs close to $100 (or at least gained access to an online version of it).

Most likely the textbook will be written by Gregory Mankiw, though if the professor is of a certain age it might be written by Campbell McConnell. If the professor is of a certain ideological bent, the textbook might be written by James Gwartney and Richard Stroup, or perhaps E. K. Hunt, or Joseph Stiglitz. If the professor prides him- or herself on being a conventional center-left nonideological/technocratic professor of economics, the students might have to work through a textbook by William Baumol and Alan Blinder. If the students are very fortunate they will be asked to purchase the textbook by my colleagues Tyler Cowen and Alex Tabarrok, Modern Principles of Economics. If they are extremely fortunate (I am undoubtedly biased here) they will have that rare professor of good taste and judgment who assigns Paul Heyne's The Economic Way of Thinking?2

Of the thousands of students enrolling in their first economics class each fall, very few will have chosen how they would like to be taught economics, or by whom, or from what perspective. For the vast majority, enrollment in a particular class will be simply a random act or a decision based on scheduling trade-offs. Any given student might wind up with a dynamic economics professor, or more likely, to be honest, a boring dud. The professor might be very well informed about current affairs; then again, he or she might have no idea what is going on in the real world and might not care much about it either.

Because economics is often taught poorly, I find that, when people who discover that I am an economist, I can pretty much count on one of three reactions from them: (1) “Ugh! That was my least favorite class. How can you study that?” (2) “Oh, that's interesting. Do you know where interest rates are going?” (3) “Yea. I really enjoyed my economics class”—which remark is usually followed by a set of policy questions and, more often than not, a set of policy pronouncements randomly left, center, or right.3 In the aftermath of 2008, I have often met people who, upon learning that I am an economist, blame my colleagues and me for the current financial crisis and insist that economists know absolutely nothing of value. Rarely, and I mean really rarely, do I encounter someone who says, “Oh, how exciting. I loved my economics teacher. He/she really changed my life and the way I think about the world.” The few people who express an attitude of that sort are apt to be graduate students, or perhaps other colleagues, if graduate school hasn't beaten all enthusiasm out of them. They are not apt to be people you just happen to meet in your neighborhood, at your church, or out in the community at large.

I have always been intrigued by this discrepancy. I had plenty of college classes outside of economics that to this day I remember with great fondness, for the professors’ teaching and for the knowledge I gained.4 But in economics it appears either that you get it or you don't. If you get it, you work in the field; if you don't, you hate what economists (as popularly imagined) stand for. Why?

I believe it is because we fail in our efforts to teach economics as an intellectually exciting and world-illuminating discipline. I often say that economics is a deadly serious discipline that tackles vital questions of wealth and poverty, of life and death; that it is an amazing framework for thinking about human behavior in the real world, including all human endeavors; and that is entertaining and downright fun.5 Admittedly, there seems to be something strange and counterintuitive about economics. It is about freedom of choice, but within constraints; it is about human intentionality, but also the unintended consequences of human action. As Hayek has stated, “The curious task of economics is to demonstrate to men how little they really know about what they imagine they can design.”6 But it is also the case that economics in the hands of its finest practitioners is little more than applied common sense. As Frank Knight pointed out, “The serious fact is that the bulk of the really important things that economics has to teach are things that people would see for themselves if they were willing to see. And it is hard to believe in the utility of trying to teach what men refuse to learn or even seriously listen to.”7 The tension between these two claims is largely a by-product of the way the discipline is taught and the way its teachings are applied to the realm of public policy in an inconsistent and ultimately ad hoc manner.8

Paul Heyne's basic approach to economic education was a combination of KISS (keep it simple, stupid) and a deep commitment to certain core principles of the discipline, both of which help to keep the message simple. But a professor who strives for simplicity and a sharp focus must also believe firmly that simple economics is not simple-minded economics. A professor who cannot genuinely believe that will be inclined to teach nuanced theoretical propositions acquired from graduate school courses, even when doing so is not appropriate. Even for those not uncomfortable with basic economics, the incentives faced in trying to balance teaching responsibilities with the demand for publication for professional advancement may cause a drift toward teaching the principles course as if it were a watered-down version of the courses they took in graduate school.

This approach to teaching economics fails to communicate basic principles effectively; it also pitches the principles of the discipline in the most inappropriate way for the audience intended. If you emphasize the exceptions to the principles at the principles level, the students learn the exceptions, not the principles. Thus, students walk away thinking about monopoly, externalities, public goods, income inequality, macroeconomic instability, and the corrective government policies launched to address each of these. They consider market failures to be the main lessons of economics, rather than the role played by private property, relative prices, and profit-and-loss accounting in an economic system (i.e., structuring incentives, generating information that guide decisions, inspiring innovation, and providing disciplinary feedback on decisions).

In short, following the watered-down PhD approach to teaching the principles of economics class doesn't cultivate an understanding among students of the gains from trade and the gains from innovation that explain the wealth and poverty of nations. Instead, it simply teaches a set of models and techniques of social control. The “worldly philosophy” of economics and political economy becomes the “dismal science of optimal” taxation, regulatory control, and macroeconomic fine-tuning. Both the science and its application are ill served by these lame attempts at teaching the economic way of thinking and demonstrating its relevance. Perhaps more importantly, the students are ill-served as the stuff of economics is presented in as boring and, ironically, as arrogant a manner as possible.

The Basic Economic Way of Thinking

One of the great joys of teaching basic economics is taking students who are completely innocent of the economic way of thinking and getting them to see that they are “all doing it, but none of them know they are doing it.”9 When I introduce the basic ideas of marginal benefit and marginal cost decision calculus to my introductory class, I draw the curves and label them correctly (marginal benefits declining, marginal costs rising), and then I ask, “How many of the young ladies in the room have been on a date?” Several hands are raised. I continue: “How many of you married that guy?” This is usually followed by some chuckles. I continue: “How many of you went on only one date with him?” Hands rise and the murmur in the room is audible. So I say, “OK, I see. The marginal costs of going out with ‘Ed’ another time exceeded the marginal benefits of another date with him.” I elaborate: “Most guys are neither the guy you want to marry after one date, nor are most of them the guy you want to run away from for the rest of your life. Instead, with the guy in question, you probably go on three, five, or ten dates.” Then I usually invoke a mythical break-up, “Look, you are a great guy; you are just not good boyfriend material.” In such a case, her experiences with “Ed” reached a point of “optimality” at say, five dates; she chooses not to go on a sixth date because the marginal cost of the experience would exceed the marginal benefit. Neither my made-up couple nor my students are unique in this respect. When it comes to economic behavior, they are all doing it, but none of them know they are doing it. The economic way of thinking gives us a language to analyze their behavior in a systemic manner.

The economic way of thinking begins with understanding that human choice in all walks of life is always exercised against a background of constraints. The fundamental constraint is the fact of scarcity—not material or merely financial scarcity, but the logical fact of scarcity. Poverty and scarcity are not identical, and it is important to stress this point. Bill Gates must make choices just as you and I do; he also makes his choices against a background of constraints, and his choices reflect his trade-offs. But we do often identify the additional constraints that include financial constraints, technological constraints, time constraints, and resource constraints.

The reality of choice within constraints implies that we face trade-offs in making decisions. Substitutes abound. We are always choosing between alternative courses of action, and in making those choices we require various tools to aid us in assessing the trade-offs. We choose one path for an expected return, and we forgo an alternative with an expected cost. We need aids to assess the opportunity cost of our course of action. The exchange ratios established in the market come to us in the form of relative monetary prices that we can use to think about the alternatives. An introduction to monetary prices used in this way would emphasize, on the one hand, how the subjective assessment of trade-offs for some can become objective information about the market, which can then be used by others as they make their subjective assessments of trade-offs in economic decision making. An adequate introduction would also emphasize, on the other hand, the role played by property, prices, and profit/loss in coordinating economic decisions.

Both aspects of this subtle understanding need to be communicated to students if they are to understand market theory and the price system, the power of the market to coordinate the plans of buyers and sellers, the impossibility of rational economic calculation under collective ownership and the absence of a market for capital goods, and the economic instability of interventionist measures with price controls, regulations, and restrictions. Students must gain the same insight to understand their own participation in the market—buying and abstaining from buying as consumers; keeping alert to opportunities for mutual gain as traders and as entrepreneurs; and exercising creativity (in the discovery of innovative production processes, which provide cost savings, or in imagining new products, which better satisfy consumer demand) as entrepreneurs, managers, and enterprising business owners.

Basic economics teaches us that individuals, while not lightning-speed calculators of pleasure and pain, nevertheless are purposive actors who weigh costs and benefits in decisions and strive to do the best they can, given their situations (which include not only their constraints and specific contexts but also their cognitive limitations). This is, in short, what economists mean when they say that individuals engage in rational choice, or that individuals act in a self-interested manner. It does not mean that they are robotic in their choices, nor does it mean that they are atomistic, selfish actors. It does mean that they have ends and that they employ the means available to them to achieve those ends. They will pursue mutually advantageous exchanges with other economic actors. The prospect of great gains to be realized through specialization and exchange will guide them. They will focus on supplying goods and services they can produce at a low opportunity cost, and they will exchange their products for goods and services they could produce only at a high opportunity cost. In such exchanges, mutual gains from trade are realized, and the composition of the division of labor in society emerges.

The exercise of choice within constraints; the mutually beneficial aspect of exchange; the importance of property rights, incentives, prices, and information; the lure of profit and the penalty of loss; the spontaneous emergence of social cooperation under the division of labor—these basic principles comprise the core that beginning students must grasp as prerequisites for a more complete understanding of how a market economy works.

The great economist Henry Simons argued (as reflected in the epigraph to this chapter) that the primary purpose of economics as a discipline is to provide a prophylactic against popular fallacies. The insights needed to combat popular fallacies, Simons claimed, have to do with the role of prices and the adjustment of relative prices in bringing about the required adjustments that enable economic actors to realize mutual gains and push the economic system toward its market-clearing position (where all the gains from exchange and innovation at any point in time are realized). As Frank Knight often stressed, an exchange is an exchange is an exchange.10 An exchange is mutually beneficial; otherwise it would not have been made. In a free market economy, economic interaction is a positive-sum game. That is, the interests of the players do not necessarily conflict; one player's gain does not entail another player's loss. Politics, on the other hand, is at best a zero-sum game, in which interests do conflict and one player's gain is another player's loss. (Politics can also be a negative-sum game, visiting mutual harm on the players, if the churning or rent-seeking state is unconstrained.)

Most popular fallacies are rooted in confusion over this basic point about exchange relationships. And a failure to understand the machinations of politics, even under democracy, leads many people to believe the opposite—that markets are zero-sum or negative-sum games, while politics represents a positive-sum game. From this perspective, politics is viewed as a corrective to market failures, operating through the basic legal framework it provides, the fiscal policy it enacts to stimulate aggregate demand, and the government policies it designs to promote economic growth and development. In this sense, government is the solution, while the market system is the problem.

These popular fallacies are a function of ignorance of the basics of economics; they are also fostered by the special pleading of interest groups. Teaching economics at the principles level will be effective to the extent that it communicates to the students the ubiquitous nature of trade-offs that individuals must negotiate, the role played by private property rights in structuring incentives, the role played by prices in communicating information to economic actors, the role played by the lure of profit in spurring innovation, and the role losses play in disciplining decisions and reallocating scarce resources to higher-valued uses. Sound economic policy embodies these basic principles; popular fallacies deny or ignore them.


Tools Economic Actors Use, and the Way Economists Understand Them

It is important to distinguish between economic actors and the economists who try to understand the behavior of economic actors. Here is a favorite thought experiment of mine—one I often share with my students. Imagine that you are in New York City or Washington, DC. What would have a greater impact on your life—if all the economists went on strike, or all the garbage men? The students immediately (and inevitably) get the point. Garbage men are more important for your day-to-day living than those of us who study the economy for a living. But the thought experiment also suggests a broader point. Economic life exists without economists. If there were no economists, there would still be trading, specialized production, constant seeking of economic advantage, and a strong desire to avoid losses. Individuals would want to buy low and sell high, and they would know they should avoid buying high and selling low. They would not need an economist to tell them this.

Economists came along after the existence of the phenomena they try to understand. In other words, economists emerged in a philosophic effort to understand an already existing practice. This point has broad implications for the nature of the discipline, even though we do not usually address them in introductory courses.11

In market economies, one vital activity economic actors engage in is rational calculation about alternative uses of scarce resources. Again, no economists were needed for this practice to evolve. All it took was private property and free pricing. Economic systems that do not permit private property and free pricing will distort the process of economic calculation and ultimately render it impossible for economic actors to engage in. This is the decisive objection to socialism as an economic system. It must forgo the intellectual division of labor in an economy by keeping economic actors completely in the dark about the fundamental questions of what is going to be produced, how it is going to be produced, and for whom it is going to be produced. Economists cannot answer those system-wide questions in the abstract, but the systemic study of economics helps us to understand how those questions are in fact answered as the by-product of thousands, hundreds, even millions of individuals who strive to improve their lot in life—pursuing opportunities for mutually advantageous exchange, channeling their creative energy in the pursuit of innovation in arts, commerce, and science. The “miracle” of modern economic growth and development did not spring from the brow of any genius; it was instead the outcome of a shift in the institutional environment, a shift that encouraged trade and enabled entrepreneurial ventures in arbitrage and innovation. As recently argued by economic historian Joel Mokyr, the critical point was the convergence of various philosophical and institutional changes that encouraged critical thinking and turned scientific innovations into commercially useful knowledge.12 Advances in engineering science were translated into commercial innovations that satisfied consumer demands to a greater extent than had previously been imagined, and at lower cost. The “hockey stick” of economic growth—the upturn from a flat plane—that was experienced in the West is thus explained; and, by implication, so is the failure to experience comparable growth outside the countries of the West.

To reiterate, economists did not orchestrate the economic growth of the West. Where “economic planners” did make large-scale efforts to orchestrate growth—in the former Soviet Union, Africa, and Latin America—the results were not generalized prosperity; they were systemic poverty and political tyranny.13 Conveying this history to beginning students in an intelligible manner is one of the vital tasks of the economics teacher. That a lot of bad thinking stems from a failure to understand this history is a central message in Deirdre McCloskey's fascinating Bourgeois Virtues (Chicago: University of Chicago Press, 2006) and Bourgeois Dignity (Chicago: University of Chicago Press, 2010).

Economists are not responsible for the wealth of nations, but they can be responsible for the poverty of nations. This is an ironic twist that students must come to understand. Economists err if they forget that economic life existed before them, and that it operates, for the most part, independently of them. Economists also err if in their work they keep realms of knowledge hermetically sealed in separate bins of scientific/philosophic exploration and market experimentation and innovation.

Again, this is a nuanced position that is not necessarily a suitable topic for basic economics courses, but the underlying point has been stressed by F.A. Hayek and Robert Lucas in their Nobel Prize—winning work, respectively. Hayek emphasized the difference between the knowledge embedded in an economy and the knowledge of the economist studying the economic system. A theoretical understanding of embedded economic knowledge does not necessarily mean that that knowledge will be available in a useable form to the economist or policy expert. Hayek's argument is that contextual knowledge in the possession of economic actors, and used by them, far exceeds (in importance and relevance to the coordination of economic activities) the abstract, theoretical knowledge that economists have at their disposal, derived from models of optimal control.

Lucas emphasized a slightly different point. He put a knowledge constraint on economists and economic actors. Hayek stressed the point that economists don't possess the contextual knowledge that economic actors possess; Lucas stressed the point that it is a methodological error to assume that economists have knowledge that is superior to that of economic actors. Whatever theoretical knowledge economists possess (e.g., the relationship between the quantity of money and the price level in an economy), economic actors will know it implicitly if not explicitly. Thus, policy designs are fundamentally flawed if they assume that economic actors are ignorant of theoretical formulations—formulations which are economically beneficial for them to know. This is, in essence, the rational expectations hypothesis and the core argument in the invariance proposition that led to the New Classical paradigm in macroeconomics.

Economic actors use the tools of reasoning the market economy provides for them: property rights provide incentives to economic actors; relative prices guide economic actors in their decisions; and profits and losses direct the uses of resources, encouraging innovation and spurring economic growth. The economist, on the other hand, possesses theoretical knowledge about how these tools are used by economic actors. Economists thus are best understood as students of society. Efforts to view them instead as saviors of society, armed with comprehensive plans and policy designs, more often than not result in frustrated efforts by governments to improve the economic welfare of their citizens.14

My teacher James M. Buchanan used to say to us, “It takes varied reiteration to force alien concepts upon reluctant minds.” So perhaps I should be forgiven for repeating myself regarding the basic lessons of economics. Trade-offs abound; property, prices, and profits must do their job in coordinating economic activities; freedom of trade enables individuals to realize gains from systems of specialized production and exchange; and politics, while it provides a basic framework of law and order, is not to be viewed as a corrective for economic ills. One of the great ironies of economic knowledge is this: we do not need to understand economics in order to experience the benefits of freedom of exchange and production, but we may very well need to understand economics in order to sustain and maintain the institutional framework that enables us to realize the benefits that flow from freedom of exchange and production. Economic ignorance fueled by scientism and special interest pleading unleashed by unconstrained democracy have proved that economic liberalism is vulnerable to specious criticisms. Popular fallacies have substituted for basic economics in the public imagination. Our task as educators is to counter the ignorance and expose the special pleading for what it is. Since Henry Simons taught generations of students at the University of Chicago, our task as economic educators has grown more complicated rather than less.

Positive Economics, Normative Economics, and the Art of Political Economy

There is a science of economics. It is important that students come to understand this. Economics is not mere opinion. The economic way of thinking helps individuals reach informed opinions. The best way I have found to teach the scientific and objective nature of economic analysis is “the devil test.” Using the example of minimum wage laws or rent control, I demonstrate to students that the analysis could be agreed upon by either an angel or the devil, but the angel and devil would differ on the normative implications. In both instances of restrictions on market pricing to allocate resources (jobs and housing), the economic analysis demonstrates that the least advantaged are disproportionately made worse off. The angel, of course, finds this abhorrent, while the devil takes great pleasure in the outcome. But since the analysis of the situation is agreed upon by both, you know you are talking about an objective analysis and not the subjective policy preferences of the economist when you discuss the economics of price controls.

So that the students don't think I have pulled a trick on them, I often follow this up with the story of the good friends, and in many ways the co-founders of the study of political economy, David Hume and Adam Smith. I use the example of their “economic” analysis of state support of religion and religious education, and the seemingly counterintuitive results their analysis produces. Smith observed that in countries where religious institutions were strongly supported by the government, and religious leaders received salaries and operating funds from the government, the level of religiosity was lower than in those countries where religious institutions had to compete for funding from the believers. Smith reasoned that the incentives for religious leaders who were secure in their funding differed from the incentives for those who had to compete for funds. Religious competition would lead to more entertaining sermons, more pastoral engagement with parishioners—in short, more religiosity. Hume observed the same factual starting point and provided a similar analysis to explain the situation. However, Hume was a religious skeptic and desired less religiosity in society; therefore he advocated state sponsorship of religion. Smith was not a religious skeptic; therefore he argued in favor of competition in religious activities. Note that both analyzed the situation with the aid of rational choice theory and incentives, and a theory of competition and spontaneous order, but they differed in their normative assessments. The analysis provided by the economic way of thinking is independent of the normative position of the analyst. It is a mistake of significant proportions not to make this point clearly in introducing students to the economic way of thinking.

John Neville Keynes (the father of the more famous Keynes) divided economic knowledge into positive economics, normative economics, and the art of political economy. It is from the senior Keynes that we get the useful dichotomy between positive economics, as dealing with what is, and normative economics, as addressing what should be.15 Welfare economics and concepts such as efficiency are (or at least can be) subtopics of positive economics; but when we engage in comparative assessment of states of affairs, the normative element almost by necessity comes into play. This is true whether we are talking about “rationality” as a benchmark concept (as is often the case in behavioral economics) or “competitive equilibrium” as a benchmark concept (as is often the case in conventional textbook economics and, in particular, in discussions related to industrial organization, antitrust legislation, and economic regulation).

The art of political economy emerges in the application of positive and normative economics to the realm of public policy. Political economy is, as the label implies, more art than science at this level. But it nevertheless makes use of scientific knowledge in applications ranging from mundane policy questions concerned with price controls, international trade, and macroeconomic instability to esoteric and ideologically charged questions associated with exploitation, injustice, and the choice between capitalism and socialism. To describe the intellectual interrelationship between economics and social philosophy, I try to show my students that political economy can become a value-relevant discipline only to the extent that economics can supply it with value-neutral analyses.

A common criticism of economics is that we economists know the price of everything but the value of nothing. This criticism, while it possesses a nice literary ring, doesn't really ring true.16 Economists understand that human beings do not eat growth rates, and instead what matters is steady improvement along a variety of measures of human well-being. What is desired is the opportunity for individuals to live a flourishing life. Human flourishing takes into account subjective components of human choice as well as objective components that provide sound bases for making those choices. Ultimately, it becomes necessary to discuss the connection between the institutions of a free society and the individual's freedom to make choices. Still, in working with students, I find it important to stress that economic analysis per se is not a normative science, but a positive science. I repeat, over and over—economics cannot tell you whether profits are deserved or not, but economics can tell you the consequences of your answer to that question. The relevant analysis has evolved over centuries of economic thinking. It has yielded important empirical results relating to the “big questions” about wealth and poverty and human well-being. The analysis and the results to date are such that our introductory student should walk away from an economics course with a sense of what the state of play is in the discipline of economics.17 Models are tools for economic reasoning, not the subject of economics. Too often students today walk away from an economics course in which they learned models, were tested on models, and now know a laundry list of models, but have no clue what economics as a subject is all about.18 The models-intensive approach to teaching economics selects a certain type of student to pursue the serious study of economics and weeds out others.

The way we teach a subject is not neutral with respect to who becomes the next generation of students and teachers of the subject. The relationship of the instructional approach to the grooming of students and teachers creates a perpetual cycle. The current result, I contend, is that students, who have strong mathematical aptitude, and perhaps an engineering mentality (problem-solution), are selected into the discipline, while those possessed of a more interpretive aptitude, and a philosophical mentality (question-answer), are weeded out. As the cycle has progressed through the twentieth century, the worldly philosophy of political economy has been pushed aside in favor of the social physics of economics.


Exclusivity in either direction skews economic discourse, ultimately in an unproductive direction. In other words, economics and political economy require both logic and interpretation, an ability to grasp problems and offer solutions, and an ability to ponder deeper questions and offer tentative answers in an ongoing conversation that constitutes a progressive civilization. One of the really important lessons I try to get across to my students is the role that economics plays in the interplay between political economy and social philosophy. Economists must be willing to learn from and engage historians, philosophers, political scientists, sociologists, and other scholars. The economist must be a lifelong learner. There is nothing worse than an economist who knows only economics—except perhaps a moral philosopher who knows no economics at all.

Conclusion

I consider the teaching of economics to be a calling. In many ways the primary justification of our compensation as economists is the didactic role we play in society. It is not our job as teachers to impart a political ideology or even to cultivate a preference for a certain set of public policies. Instead, our task as economics teachers is to effectively communicate to our students the basic principles of economics so that those students may become informed participants in the ongoing process of democratic self-governance. Those basic principles are rooted in the logic of purposive human choice, in the exchange relationships that constitute the market economy, and in the spontaneous ordering of economic activity that results from leaving individuals free to choose within a private property market economy. If we are effective in our educational task, then economic literacy will be improved and we will have done our part in cultivating the capacities required for a self-governing citizenry in a society of free and responsible individuals. If we fail, then our theoretical and empirical efforts will be of little value to the enterprise of understanding, let alone improving, the human condition.
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On Teaching Graduate Students in Austrian Economics

Economics is not just a game to be played by clever people.

—Gary Becker1

Introduction

THROUGHOUT MY CAREER I have consistently taught graduate students, and PhD students in particular. Teaching advanced students differs radically from attempting to excite young minds without any (or only minimal) background in the economic way of thinking. Both educational tasks are in essence open invitations to inquiry, but the level of presentation and subject matter under discussion changes. However, sometimes the advanced discussion leaves much to be desired because the focus tends to become more about what I call “blackboard” economics as opposed to the real economic activity that is going on “out the window.” But the advanced student is both interested in learning the theories and approaches of other economists, and it is what is expected of them, whereas the beginning student is at best curious about the world they occupy.

It would help graduate level instruction and education if we focused more on “out the window” and less on the “blackboard.” But the “blackboard” is fascinating as well. For those of us who choose to do economics for a living, not only is economic activity fascinating, but also economics as a discipline is the conversation we want to join. This chapter addresses what I have learned over the years from teaching PhD students how to join that conversation, while also pursuing an out of sync research and teaching agenda.

In the Classroom

In the classroom my courses at the PhD level are designed for students aiming to become scholars in the field of economics. A PhD is a research degree, and as such the teaching of PhD students must be done accordingly. It is not just an undergraduate course on steroids. Instead, the focus must be on helping the students find their research direction and encouraging them to take ownership of their research program. They must find their own voice, so to speak, and figure out how they will join the professional conversation.

This requires the students to be familiar with the necessary literature, to be able to intelligently discuss the literature, and to make their own contributions to the discipline. The class discussions are based around the relevant texts for the given class and not lectures exclusively. For example, my Austrian economics classes focuses primarily around Ludwig von Mises's Human Action, F.A. Hayek's Individualism and Economic Order, Israel Kirzner's Competition and Entrepreneurship, and Murray Rothbard's Man, Economy, and State2 These books expose students to the methodological arguments as well as economic issues such as monetary theory, capital theory, and market process theory developed by the Austrian school. Students also read modern scholars outside the Austrian tradition but whose ideas are in line with Austrian ideas. My classes focus on ideas, not on the personal histories and personalities of the different economists. And the main idea is to see what opportunities exist in the current conversation within economics and political economy for engagement from an Austrian perspective, as well as what opportunities exist in the current literature for mutual gains from intellectual exchange. I am trying to get the students interested in Austrian economics to see not only how they can advance the existing body of knowledge within the Austrian tradition within the contemporary scientific literature, but also what ways the contemporary literature could help improve the ideas that have traditionally been associated with the Austrian school of economics.

The advancement of a scientific research program requires at least three things: ideas, funding, and academic positions. When that research program is slightly out of sync with the mainstream of the current practice, the advanced PhD student must position him- or herself wisely within the scientific community or risk committing professional suicide. So as we move from the classroom to dissertation advising, my interactions with the students must also take into account these professional/career considerations.

The Placing of Graduate Students: The Role of Austrians in the Profession

The first thing I should state as a preliminary is that I know of no single instance of a successful stealth strategy in academics.3 You are what you write and we compete with seriously skilled people; you cannot “fake out” the competition. Once you leave doing Austrian economics and classical liberal political economy, you leave it. The most successful people are those who make significant contributions to those areas and become known for the positions they take—Rothbard for anarcho-capitalism, Kirzner for entrepreneurship and market process theory, Lavoie for the critique of socialism, Caldwell for Hayek and methodology, Rizzo for law and economics and the philosophy of economics, Selgin and White for free banking, Garrison and Horwitz on macroeconomics, Wagner for public finance and fiscal sociology, Koppl for “Big Players,” Stringham on anarcho-capitalism, Leeson on self-governance, Coyne on postwar reconstruction, Powell on sweatshops, etc.4

The second thing I should state clearly is what I mean by success in academia. I think we can all agree that our goal as professional economists is to publish path-breaking work that finds an outlet in high-profile professional journals and receives significant citations. Moreover, we can agree that our goal as teachers of economics is to have the opportunity to teach the best and brightest students of each generation. As Andrew Schotter, then department chairman at NYU, said to me when he hired me, “Look, you want to play for the New York Yankees not the Toledo Mud Hens, right?” When he said that to me in 1990 it made perfect sense, and it made perfect sense to me when I was sent back to “Toledo” in 1997 after being denied tenure and promotion.5 And, it still does make perfect sense to me today.6 We want to make in the “major league”; nothing less will ultimately satisfy our scientific ambitions. Our goals and our reality are not aligned at the moment, which just means we have our work cut out for us. We must always remember what Frank Knight stressed—“to call a situation is hopeless is to say it is ideal.” We are obviously far from ideal, so it is not hopeless.

The main thing that makes someone an Austrian is not the willingness to identify one's work with that label, but the substantive propositions in economics that an economist identifies with.7 These substantive propositions relate to both questions of method and methodology in economics and political economy. And once we realize that it is not a label, but an approach you take and the positions you hold, then we have to admit that good economics and political economy are not the exclusive domain of those who are willing to label their work as Austrian. Instead, there are many economists and political economists from whom we can learn throughout the history of our discipline, and it would be intellectually ridiculous to not take advantage of that opportunity.

And we have no better intellectual role models in this endeavor of constantly learning from professional peers than Mises and Hayek. They both objected to being labeled, though they were both proud of their educational and intellectual heritage in Vienna; and yet it is generally recognized that they both contributed more to our self-understanding of modern Austrian economics than any other scholars. It is the work found in Mises's Human Action and Hayek's Individualism and Economic Order that set that agenda for the progressive development of Austrian economics and classical liberal political economy in the second half of the twentieth century and beyond.

My message to graduate students is to learn from Mises and Hayek in the way that they approached their research and teaching in economics and political economy. And that means that unless you are doing intellectual history work, your goal in writing papers should be to adopt arguments and make them your own and develop them in your unique intellectual context and engage your peers. It is not faithfulness in citation practices to the masters, and certainly not the number of block quotes you can provide from them, that makes a paper a worthy contribution to “Austrian” economics. It is instead the quality of the argument that you make, and its relevance to solving a significant problem in the economic and/or policy world. Deirdre McCloskey is right, every paper should be able to answer the “so what” question easily or perhaps it shouldn't be written.8

Advice to Austrian Graduate Students

Here are five points that I have found essential for getting Austrian graduate students on the right track to building successful research and teaching careers.9




	What you emphasize in the phrase “Austrian economics” matters for how and whom you interact with. If you emphasize Austrian economics, then you are led to stress philosophical foundations and methodological positions. If you emphasize Austrian economics, then you are led to stress substantive propositions in economic reasoning and applications. It is easier to communicate with your peers in economics if you do economics, and it is easier to talk to other social scientists and philosophers if you work on philosophy and methodology. And with historians it is 50/50. Bottom line—whichever side you come down on (Austrian or economics) strive to work with the best minds in the relevant disciplines. Don't spend your time talking only to those who share both the Austrian and the economics!

	Academic life is too short and your professional colleagues are too interesting to emphasize differences, rather than commonalities. Constantly seek to find common ground from which to work with the purpose of tackling relevant problems. It is not the sins of commission that are most damaging for the advancement of economics, but the sins of omission.10 Moreover, the intellectual inheritance of Mises and Hayek is too important in addressing the sins of omission to be appreciated only by a select few. Our task is one of engagement with our colleagues and our students, not isolation and insulation. If Mises and Hayek are as brilliant and as full of essential insights as we claim, then we should strive to make sure that every practicing economist and student of economics in the world comes to that same assessment of their work.

	You need to absorb the basic logic of the economic way of thinking, and you need to learn the “language” of modern economics,11 but you should not try to compete on that margin—that is not your comparative advantage. You as students need to “dare to be different” without being incompetent in the discipline. But you should also never forget why you got into economics in the first place and what that initial passion for the subject (a passion so strong that you decided to devote your life work to it) brings to the broader conversation in economics and political economy.

	Pursue your passion, do not pursue what you think is fashionable in the literature at any moment. Look out the window; don't concentrate on what is on the blackboard. In pursuing your passion think like a Misesian, but write like a Popperian. In other words, thinking like an economist is all about the logic of choice and “invisible hand” explanations, but communicating with other economists often is best done in the language of theorems and propositions, hypotheses and tests, conjectures and refutations. Don't be afraid to put forth bold conjectures and to invite the criticism of your peers. Strive to always be in a room where you are learning from others in research settings, constantly having to clear a higher argumentative bar. Again, constantly stretch and test your comfort zone until you are able to converse with the best and the brightest minds currently practicing economics and political economy. In short, be wildly ambitious while also being wildly committed to truth tracking as you see it.

	There is a basic formula for academic success. First, be the best student in your graduating class. Second, build your academic network by your third year (e.g., Association for Private Enterprise Education (APEE) is a natural network for Austrian economists; Society for the Development of Austrian Economics (SDAE) with its annual meetings at the Southern Economic Association). Third, every student I have taught who wanted an academic career who accomplished the following achieved such a career and in fact have had great success in that career:12
PhD in hand + publication in refereed journals + good teaching evaluations - lunch tax = quality job




Use the opportunities provided by various free market institutions and periodicals to learn how to write clearly and speak effectively early in your career. But do not stay in that comfort zone; strive to push out of it with your work and your presentations. Embrace your role as a teacher of economics and strive to excel in the classroom. Attend the professional meetings, and never ever be a “lunch tax” on either your friends or your foes.13

You will write as you read—read wisely; you will teach as you were taught—copy the best teachers you have ever had. Add to this that you strive to be a great colleague by commenting on the papers of your departmental colleagues in a timely and thoughtful manner, and be a good citizen to your college and university servicewise. If you do this you will become indispensable to your institution.

These five lessons I have tried to communicate to two generations of PhD students.

Conclusion

The economics profession has become more interesting in the 25 years I have been teaching. It is an amazingly exciting time to be doing economics and that excitement and enthusiasm should come out in your approach to this profession.

Finally, I truly believe that the teaching of economics is a higher calling for which we have been enlisted. Embrace your role as a teacher and scholar of economics. It simply is the greatest intellectual discipline (perhaps on some days I might say the only one) focused on the study of man. Economics can usefully be understood as a (1) deadly serious discipline focused on deadly serious subjects, and at the same time (2) the most illuminating intellectual framework for the study of man in all walks of life and in all historical circumstances. The fate of civilization is intimately tied to our ability to communicate the basic teachings of our discipline. There are laws of economics that cannot be violated without consequences for the fate of humanity. Appreciate economics as a discipline, and the essential contributions of Mises and Hayek will become obvious.



1. This is taken from Becker's opening remarks at a dinner at the Dallas Federal Reserve Bank in 2003 to honor Milton and Rose Friedman. Becker argued that this was among the most important lessons he learned from Milton Friedman as a teacher of economics.

2. Ludwig von Mises, Human Action: A Treatise on Economics (1949; Indianapolis, IN: Liberty Fund, 2010); F.A. Hayek, Individualism and Economic Order (1948; repr., Chicago: University of Chicago Press, 1996); Israel M. Kirzner, Competition and Entrepreneurship (Chicago: University of Chicago Press, 1978); Murray N. Rothbard, Man, Economy, and State (Auburn, AL: Ludwig von Mises Institute, 2009).

3. Between pure careerism and pure isolationism an intellectual movement finds the way forward. Randall Collins's work The Sociology of Philosophies (Cambridge, MA: Belknap Press of Harvard University Press, 1998) is perhaps the best work on the intellectual movement characteristics that are progressive, retrogressive, and self-destructive. It is my belief that modern Austrian economics has had too much retrogressive and self-destructive tendencies and not enough progressive elements. It is my sincere hope that the individuals now emerging in their research and teaching careers and contributing to a contemporary Austrian school of economics have learned from the shortcomings of others and will have the mindset and requisite skills to bring about a wide-scale professional acceptance of the ideas first developed by Menger, Mises, and Hayek.

4. See for example: Murray N. Rothbard, For a New Liberty: The Libertarian Manifesto (Auburn, AL: Ludwig Von Mises Institute, 2006); Rothbard, Man ; Kirzner, Competition; Israel M. Kirzner, The Meaning of the Market Process: Essays in the Development of Modern Austrian Economics (New York: Routledge, 1996); Don Lavoie, National Economic Planning: What Is Left? (Cambridge: Ballinger, 1985); Don Lavoie, Rivalry and Central Planning (New York: Cambridge, 1985); Bruce Caldwell, Hayek's Challenge: An Intellectual Biography of F.A. Hayek (Chicago: University of Chicago Press, 2004); Mario Rizzo, “The Problem with Moral Dirigisme: A New Argument against Moralistic Legislation,” NYU Journal of Law& Liberty 1, no. 2 (2005): 790–844; George A. Selgin and Lawrence H. White, “How Would the Invisible Hand Handle Money?” Journal of Economic Literature 32, no. 4 (1994): 1718–49; Roger Garrison, Time and Money: The Macroeconomics of Capital Structure (New York: Routledge, 2000); Steven Horwitz, Microfoundations and Macroeconomics: An Austrian Perspective (New York: Routledge, 2000); Richard E. Wagner, Fiscal Sociology and the Theory of Public Finance: An Exploratory Essay (Northampton, UK: Edward Elgar Publishing, 2009); Roger Koppl, Big Players and the Economic Theory of Expectations (New York: Palgrave Macmillan, 2002); Edward P. Stringham, “The Extralegal Development of Securities Trading in Seventeenth Century Amsterdam,” Quarterly Review of Economics and Finance 43, no. 2 (2003): 321–44; Peter T. Leeson, “Trading with Bandits,” Journal of Law& Economics 50, no. 2 (2007): 303–21; Peter T. Leeson, The Invisible Hook: The Hidden Economics of Pirates (Princeton, NJ: Princeton University Press, 2009); Christopher J. Coyne, After War: The Political Economy of Exporting Democracy (Stanford, CA: Stanford University Press, 2007); Benjamin Powell, “In Reply to Sweatshop Sophistries,” Human Rights Quarterly 28, no. 4 (2006): 1031–1042.

5. I left NYU in 1997 to teach at Manhattan College, an excellent undergraduate college that also had an MBA program. I maintained my affiliation with NYU and edited Advances in Austrian Economics out of my NYU office that academic year. But I learned a very important lesson that year and that was how much I missed teaching graduate students in economics, so when the opportunity to join a graduate faculty again at GMU was offered I jumped at it—forgoing an alternative offer as a chaired professor at Carthage College and a rather comfortable life at Manhattan College with a research affiliation at NYU. The experience taught me a lot and when I relocated to GMU, I did approach working with the graduate students differently than I had while at NYU as an assistant professor.

6. Michael Lewis's Moneyball: The Art of Winning an Unfair Game (New York: Norton, 2003) had a very significant impact on the way I have thought about building our department and centers of research at GMU. GMU is not analogous to the Toledo Mud Hens, but instead to the Oakland A's. Schools such as Chicago, Harvard, MIT, Princeton, and Stanford are analogous to the NY Yankees, Boston Red Sox, and LA Dodgers. In other words, how are small market teams to compete with the big budget teams in the majors? It requires a different hiring, retention, and promotion strategy than that followed by the major market franchises. As James Buchanan argued when he basically created the PhD program at GMU, you have to “dare to be different,” or as Vernon Smith said when he made one of his academic moves to a department of lower rank by conventional standards, “any department that will support my work is by definition of first-class department in my eyes.” GMU is a unique educational environment precisely because we have dared to be different and strike out in our own direction to support research and educational efforts in Austrian economics, experimental economics, history of economic thought, law and economics, public choice economics as well as conventional training in micro, macro, math, and econometrics.

7. See my 2008 essay on “The Austrian School of Economics” in David Henderson's edited A Concise Encyclopedia of Economics (http://www.econlib.org/library/Enc/AustrianSchoolofEconomics.html) and also my edited volume The Handbook of Contemporary Austrian Economics, Cheltenham, UK: Edward Elgar, 2010).

8. McCloskey, Deirdre. The Writings of Economics (New York: Macmillan, 1987). 19.

9. These can be applicable to succeeding in other fields of academia as well.

10. This is the advice that was given to me by Mancur Olson over dinner one night after he had read my paper “Where Did Economics Go Wrong?” (See Boettke, “Where Did Economics Go Wrong: Modern Economics as a Flight from Reality,” Critical Re view 11, no. 1 (1997): 11–64); he strongly encouraged me to curtail my efforts at methodological evangelism and to concentrate on my work in comparative political economy. I have increasingly followed his advice in the years since, but I retain a strong intellectual commitment to methodology primarily because it is methodology that determines not only what are deemed good questions to pursue in economics but perhaps more importantly what are considered good answers to those questions.

11. I strongly encourage my students to teach intermediate price theory as graduate students and volunteer to teach intermediate price theory when they get their first university teaching job.

12. See the list of my former students available on my web page (http://econfaculty.gmu.edu/pboettke/students.html) and their various appointments and follow the links to their own websites to see sample publications.

13. “Lunch tax” is shorthand for subtracting from, rather than adding to, collegiality. A little reflection on the various colleagues you have had over the years should convince you that there are many ways to be a lunch tax. Over-signaling, for example. Too many academicians act in such obnoxious and socially awkward manners because they believe it signals high intelligence. It doesn't; it just signals social awkwardness and escalates to “jerk” in the worst cases. It is simply best to avoid sending such signals, and instead be an enthusiastic teacher, a productive researcher, and a willing and able colleague.
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Passion for Economics

The passion of the teacher is often the inspiration for a student. This lively book illuminates how economics
affects all walks of life, whether in the marketplace, voting booth, church, family, or any human activity.
Peter . Boettke believes that economics is not merely a game to be played by clever professionals, buta
discipline that touches on the most pressing practical issues at any historical juncture. Along the way he intro-
duces us to major thinkers: from Smith, Say, and Bastiat of the Classical School, to Neoclassical and Austrian
scholars (Menger, Mises, Hayek, Kirzner, and Rothbard) on to New Institutional economists (Alchian, Coase,
Demsetz, North, Ostrom and Williamson) and Public Choice theorists (Buchanan, Tullock, and others). This
engaging and reasoned book is a must-read for teachers, students, and everyone else who wishes to better
understand economics.

“Living Economics is a superb book. . . . It is vintage Boettke: engaging, witty, and chock full of insight.
This book should be put in the hands of every first-year student of economics!”™
~Bruce Caldwell, Research Professor of Economics and Director, Center for the History of
Political Economy, Duke University

“Living Economics s a solid book that counters the excessive simulations of modern academic economics
while, at the same time, avoiding the temptation to extend application of the logic beyond reasonable limits.”
~James M. Buchanan, Jr., Nobel Laureate in Economic Sciences, Advisory General Director of the

‘Center for Study of Public Choice, and Distinguished Professor Emeritus of Economics,

George Mason University

“Boettke’s extraordinary intellectual generosity and unmatched intellectual enthusiasm [are] rare qualities
which have enabled him to discover nuggets of valuable theoretical insight in the work of a wide array of
economists, many of whom are generally thought to be far away from the Austrian tradition which Boettke

himself splendidly represents.”
~Isracl M. Kirzner, Professor Emeritus of Economics, New York University

“Living Economics is inspired by Boettke’s students and great teachers, such as Boulding and Kirzner, and
the central theme that economics has strayed dangerously from a ‘mainline’ emphasis on process and rules,
as opposed to outcomes. The mainline sinew is rooted in Adam Smith's The Theory of Moral Sentiments
extending to Hayek, Ostrom and other moderns whom Boettke examines with deep understanding of their
relevance for our time.”

~Vernon L. Smith, Nobel Laureate in Economic Sciences; George L. Argyros Endowed Chair
in Finance and Economics, Chapman University School of Law

“Loaded with content well worth reading . . . be careful as you read, Boettke's love affair with economics is
contagious. You will find yourself cheering for more.”
~Bruce Yandle, Professor of Economics Emeritus, Clemson University

“Living Economics s a spirited, passionate, and exciting tour of free-market economics. I enjoyed every page.”
—Andrei Shlcifer, Professor of Economics, Harvard University; Faculty Research Fellow,
National Bureau of Economic Research

PeterJ. Boctike is University Professor of Economics and Philosophy at George Mason University
and Research Fellow at the Independent Institute.
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‘The Independent Institute, 100 Swan Way Oakland, CA 94621-1428

Phone:510632-1366 * Fax: 5105686040 * wwwindependent.org 7815981130751
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