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Introduction

Economics and Economists: The Basis
for Controversy

“I think that Capitalism, wisely managed, can probably be more effi-
cient for attaining economic ends than any alternative system yet in
sight, but that in itself it is in many ways extremely objectionable.”

—Lord John Maynard Keynes, The End of Laissez-Faire (1926)

Although more than 80 years have passed since Lord Keynes penned these
lines, many economists still struggle with the basic dilemma he outlined.
The paradox rests in the fact that a free-market system is extremely effi-
cient. It is purported to produce more at a lower cost than any other eco-
nomic system. But in producing this wide array of low-cost goods and
services, problems arise. These problems—most notably a lack of economic
equity and economic stability—concern some economists.

If the problems raised and analyzed in this book were merely the prod-
uct of intellectual gymnastics undertaken by “egg-headed” economists, then
we could sit back and enjoy these confrontations as theoretical exercises.
Unfortunately, we are not afforded that luxury. The essays contained in this
book touch each and every one of us in tangible ways. They are real-world
issues. One set of issues deals with “microeconomic” topics. (We refer to
these issues as “micro” problems not because they are small problems, but
because they deal with small economic units, such as households, firms, or
individual industries). An example here is the merger of two companies,
NBC and Comcast. Another set focuses on “macroeconomic” topics, such as
the minimum and living wages, topics that impact on the whole economy,
or many industries. A third set of issues deals with matters that do not fall
neatly into the macroeconomic or microeconomic classifications, including
two issues relating to the international aspects of economic activity.

The range of issues and disagreements raises a fundamental question.
Why do economists disagree? One explanation is suggested by Lord Keynes'’
1926 remark. How various economists will react to the strengths and weak-
nesses found in an economic system will depend on how they view the rela-
tive importance of efficiency, equity, and stability. These are central terms,
and we will define them in detail in the following pages. For now the impor-
tant point is that some economists may view efficiency as overriding. In
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other cases, the same economists may be willing to sacrifice the efficiency
generated by the market in order to ensure increased economic equity and/
or increased economic stability.

Given this discussion of conflict, controversy, and diversity, it might
appear that economists rarely, if ever, agree on any economic issue. We
would be most misleading if we left the reader with this impression. Econo-
mists rarely challenge the internal logic of the theoretical models that have
been developed and articulated by their colleagues. Rather, they will chal-
lenge either the validity of the assumptions used in these models or the
value of the ends these models seek to achieve. For example, it is most dif-
ficult to discredit the internal logic of the microeconomic models employed
by the “free-market economist.” These models are elegant and their logical
development is most persuasive. However, these models are challenged. The
challenges typically focus on such issues as the assumption of functioning,
competitive markets and the desirability of perpetuating the existing distri-
bution of income. In this case, those who support and those who challenge
the operation of the market agree on a large number of issues. But they disa-
gree most assuredly on a few issues that have dramatic implications.

This same phenomenon of agreeing more often than disagreeing is
also true in the area of economic policy. In this area, where the public is
most acutely aware of differences among economists, these differences are
not generally over the kinds of changes that will be brought about by a par-
ticular policy. Again, the differences more typically concern the timing of
the change, the specific characteristics of the policy, and the size of the
resulting effect or effects. For example, a recent survey found that 85 percent
of economists agree that the United States should eliminate tariffs and other
trade restrictions (see “Do Economists Agree on Anything? Yes!” by Robert
Whaples, Economists Voice, http://www.bwepress.com/ev, November 2006).

Economists: What Do They Represent?

Newspapers, magazines, TV commentators, and bloggers all use handy la-
bels to describe certain members of the economics profession. What do the
headlines mean when they refer to the “Chicago School,” the “Keyne
sians,” the “Institutional Economists,” or the “Radical Economists”? What
do these individuals stand for? Since these labels are used throughout this
book, we feel obliged to identify the principal groups or camps in our pro-
fession. Let us warn you that this can be a misleading venture. Some econ-
omists, perhaps most economists, defy classification. They drift from one
camp to another, selecting a gem of wisdom here and another there. These
are practical men and women who believe that no one camp has all the
answers to all the economic problems confronting society.
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Recognizing this limitation, four major groups of economists can be
identified. These groups are differentiated on the basis of two criteria: how
they view efficiency relative to equity and stability, and what significance
they attach to imperfectly competitive market structures. Before describing
the views of the four groups on these criteria, it is essential to understand the
meaning of certain terms to be used in this description.

Efficiency, equity, and stability represent goals for an economic system.
An economy is efficient when it produces those goods and services that people
want and does so without wasting scarce resources. Equity in an economic
sense has several dimensions. It means that income and wealth are distributed
according to accepted principles of fairness, that those who are unable to care
for themselves receive adequate care, and that mainstream economic activity
is open to all persons. Stability is viewed as the absence of sharp ups and downs
in business activity, in prices, and in employment. In other words, stability is
marked by steady increases in output, little inflation, and low unemployment
while the recent Great Recession was a clear manifestation of undesirable eco-
nomic instability.

When the term market structures is used, it refers to the number of
buyers and sellers in the market and the amount of control they exercise
over price. At one extreme is a perfectly competitive market where there are
so many buyers and sellers that no one has any ability to influence market
price. One seller or buyer obviously could have great control over price. This
extreme market structure, which we call pure monopoly, and other market
structures that result in some control over price are grouped under the broad
label of imperfectly competitive markets. That is, imperfect competition is a
situation where the number of market participants is limited and, as a con-
sequence, the participants have the ability to influence price. With these
terms in mind, we can begin to examine the various schools of economic
thought.

Free-Market Economists

One of the most visible groups of economists and perhaps the easiest group
to identify and classify is the “free-market economists.” In general, this is
also the group of economists that persons have in mind when they speak
of conservative economists. These economists believe that the market op-
erating freely without interference from government or labor unions will
generate the greatest amount of well-being for the greatest number of
people.

Economic efficiency is one of the priorities for free-market econo-
mists. In their well-developed models, consumer sovereignty—consumer
demand for goods and services—guides the system by directly influencing
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market prices. The distribution of economic resources caused by these mar-
ket prices not only results in the production of an array of goods and ser-
vices that are demanded by consumers, but also this production is
undertaken in the most cost-effective fashion. The free-market economists
claim that at any point, some individuals must earn incomes that are sub-
stantially greater than other individuals. They contend that these higher
incomes are a reward for greater efficiency or productivity and that this
reward-induced efficiency will result in rapid economic growth that will
benefit all persons in the society. They might also admit that a system
driven by these freely operating markets will be subject to occasional bouts
of instability (slow growth, inflation, and unemployment). However, they
maintain that government action to eliminate or reduce this periodic insta-
bility will be of little value and may only make matters worse. Consequently,
government, according to the free-market or conservative economist,
should play a minor role in the economic affairs of society.

Although the models of free-market economists are dependent upon
functioning, competitive markets, the lack of these competitive markets in
the real world does not seriously jeopardize their position. First, they assert
that large firms are necessary to achieve low per-unit costs; that is, a single
large firm may be able to produce a given level of output with fewer scarce
resources than a large number of small firms. Second, they suggest that the
benefits associated with the free operation of markets are so great compared
to government intervention that even a “second best solution” of imper-
fectly competitive markets still yields benefits far in excess of government
intervention.

These advocates of the free market have been given various labels over
time. The oldest and most persistent label is “classical economists.” This is
because the classical economists of the eighteenth century, particularly
Adam Smith, were the first to point out the virtues of the market. Smith
captured the essence of the system with the following words:

Every individual endeavors to employ his capital so that its produce
may be of greatest value. He generally neither intends to promote the
public interest nor knows how much he is promoting it. He intends
only his own security, only his own gain. And he is in this led by an
invisible hand to promote an end that was no part of his intention.
By pursuing his own interest he frequently promotes that of society
more effectively than when he really intends to promote it.

—Adam Smith, The Wealth of Nations (1776)



