Writings below are in order from oldest to newest.
Thursday, December 17, 2009

Elegant Theories That Didn't Work 

The Problem with Paul Samuelson
 
By MICHAEL HUDSON
"First Published on counterpunch.org"
"The following article was written in 1970 after Samuelson received the award"

Paul Samuelson, America’s best known economist, died on Sunday. He was awarded the Nobel prize for economics, (founded one year earlier by a Swedish bank in 1970 “in honor of Alfred Nobel”). That award elicited this trenchant critique, published by Michael Hudson in Commonweal, December 18, 1970. The essay was titled “Does economics deserve a Nobel prize? (And by the way, does Samuelson deserve one?)”

[Hudson in 1970:]

It is bad enough that the field of psychology has for so long been a non-social science, viewing the motive forces of personality as deriving from internal psychic experiences rather than from man's interaction with his social setting. Similarly in the field of economics: since its “utilitarian” revolution about a century ago, this discipline has also abandoned its analysis of the objective world and its political, economic productive relations in favor of more introverted, utilitarian and welfare-oriented norms. Moral speculations concerning mathematical psychics have come to displace the once-social science of political economy. 

To a large extent the discipline’s revolt against British classical political economy was a reaction against Marxism, which represented the logical culmination of classical Ricardian economics and its paramount emphasis on the conditions of production. Following the counter-revolution, the motive force of economic behavior came to be viewed as stemming from man's wants rather than from his productive capacities, organization of production, and the social relations that followed therefrom. By the postwar [WWII] period the anti-classical revolution (curiously termed neo-classical by its participants) had carried the day. Its major textbook of indoctrination was Paul Samuelson's Economics. 

Today, virtually all established economists are products of this anti-classical revolution, which I myself am tempted to call a revolution against economic analysis per se. The established practitioners of economics are uniformly negligent of the social preconditions and consequences of man's economic activity. In this lies their shortcoming, as well as that of the newly-instituted Economics Prize granted by the Swedish Academy: at least for the next decade it must perforce remain a prize for non-economics, or at best superfluous economics. Should it therefore be given at all? 

This is only the second year in which the Economics prize has been awarded, and the first time it has been granted to a single individual -- Paul Samuelson -- described in the words of a jubilant New York Times editorial as “the world’s greatest pure economic theorist.” And yet the body of doctrine that Samuelson espouses is one of the major reasons why economics students enrolled in the nation's colleges have been declining in number. For they are, I am glad to say, appalled at the irrelevant nature of the discipline as it is now taught, impatient with its inability to describe the problems which plague the world in which they live, and increasingly resentful of its explaining away the most apparent problems which first attracted them to the subject. [Wow.  reading this in 2011 finally makes me feel like less of a failure for having given up on a college economics major. Yes, my freshman textbook was Samuelson.  The mathematical rigor of what I was being taught was, er, sophomoric. The relation to the real world was laughably loose.  I did physics and mathematics instead.  This was as a sophomore at Swarthmore in 1958.  –FNC] 

The trouble with the Nobel Award is not so much its choice of man (although I shall have more to say later as to the implications of the choice of Samuelson), but its designation of economics as a scientific field worthy of receiving a Nobel prize at all. In the prize committee’s words, Mr. Samuelson received the award for the “scientific work through which he has developed static and dynamic economic theory and actively contributed to raising the level of analysis in economic science. . . .”

What is the nature of this science? Can it be “scientific” to promulgate theories that do not describe economic reality as it unfolds in its historical context, and which lead to economic imbalance when applied? Is economics really an applied science at all? Of course it is implemented in practice, but with a noteworthy lack of success in recent years on the part of all the major economic schools, from the post-Keynesians to the monetarists. 

In Mr. Samuelson’s case, for example, the trade policy that follows from his theoretical doctrines is laissez faire. That this doctrine has been adopted by most of the western world is obvious. That it has benefited the developed nations is also apparent. However, its usefulness to less developed countries is doubtful, for underlying it is a permanent justification of the status quo: let things alone and everything will (tend to) come to “equilibrium.” Unfortunately, this concept of equilibrium is probably the most perverse idea plaguing economics today, and it is just this concept that Mr. Samuelson has done so much to popularize. For it is all too often overlooked that when someone falls fiat on his face he is “in equilibrium” just as much as when he is standing upright. Poverty as well as wealth represents an equilibrium position. Everything that exists represents, however fleetingly, some equilibrium -- that is, some balance or product -- of forces.

Nowhere is the sterility of this equilibrium preconception more apparent than in Mr. Samuelson's famous factor-price equalization theorem, which states that the natural tendency of the international economy is for wages and profits among nations to converge over time. As an empirical historical generality this obviously is invalid. International wage levels and living standards are diverging, not converging, so that the rich creditor nations are becoming richer while poor debtor countries are becoming poorer -- at an accelerating pace, to boot. Capital transfers (international investment and “aid”) have, if anything, aggravated the problem, largely because they have tended to buttress the structural defects that impede progress in the poorer countries: obsolete systems of land tenure, inadequate educational and labor-training institutions, pre-capitalist aristocratic social structures, and so forth. Unfortunately, it is just such political-economic factors that have been overlooked by Mr. Samuelson’s theorizing (as they have been overlooked by the mainstream of academic economists since political economy gave way to “economics” a century ago). 

In this respect Mr. Samuelson's theories can be described as beautiful watch parts which, when assembled, make a watch that doesn’t tell the time accurately. The individual parts are perfect, but their interaction is somehow not. The parts of this watch are the constituents of neoclassical theory that add up to an inapplicable whole. They are a kit of conceptual tools ideally designed to correct a world that doesn’t exist. 

The problem is one of scope. Mr. Samuelson’s three volumes of economic papers represent a myriad of applications of internally consistent (or what economists call “elegant”) theories, but to what avail? The theories are static, the world dynamic.

Ultimately, the problem resolves to a basic difference between economics and the natural sciences. In the latter, the preconception of an ultimate symmetry in nature has led to many revolutionary breakthroughs, from the Copernican revolution in astronomy to the theory of the atom and its sub-particles, and including the laws of thermodynamics, the periodic table of the elements, and unified field theory. Economic activity is not characterized by a similar underlying symmetry. It is more unbalanced. Independent variables or exogenous shocks do not set in motion just-offsetting counter-movements, as they would have to in order to bring about a meaningful new equilibrium. If they did, there would be no economic growth at all in the world economy, no difference between U.S. per capita productive powers and living standards and those of Paraguay. 

Mr. Samuelson, however, is representative of the academic mainstream today in imagining that economic forces tend to equalize productive powers and personal incomes throughout the world except when impeded by the disequilibrating “impurities” of government policy. Empirical observation has long indicated that the historical evolution of “free” market forces has increasingly favored the richer nations (those fortunate enough to have benefited from an economic head start) and correspondingly retarded the development of the laggard countries. It is precisely the existence of political and institutional “impurities” such as foreign aid programs, deliberate government employment policies, and related political actions that have tended to counteract the "natural" course of economic history, by trying to maintain some international equitability of economic development and to help compensate for the economic dispersion caused by the disequilibrating “natural” economy.

This decade will see a revolution that will overthrow these untenable theories. Such revolutions in economic thought are not infrequent. Indeed, virtually all of the leading economic postulates and “tools of the trade” have been developed in the context of political-economic debates accompanying turning points in economic history. Thus, for every theory put forth there has been a counter-theory.

To a major extent these debates have concerned international trade and payments. David Hume with the quantity theory of money, for instance, along with Adam Smith and his “invisible hand” of self-interest, opposed the mercantilist monetary and international financial theories that had been used to defend England’s commercial restrictions in the eighteenth century. During England’s Corn Law debates some years later, Malthus opposed Ricardo on value and rent theory and its implications for the theory of comparative advantage in international trade. Later, the American protectionists of the 19th century opposed the Ricardians, urging that engineering coefficients and productivity theory become the nexus of economic thought rather than the theory of exchange, value and distribution. Still later, the Austrian School and Alfred Marshall emerged to oppose classical political economy (particularly. Marx) from yet another vantage point, making consumption and utility the nexus of their theorizing.

In the 1920s, Keynes opposed Bertil Ohlin and Jacques Rueff (among others) as to the existence of structural limits to the ability of the traditional price and income adjustment mechanisms to maintain “equilibrium,” or even economic and social stability. The setting of this debate was the German reparations problem. Today, a parallel debate is raging between the Structuralist School ​ which flourishes mainly in Latin America and opposes austerity programs as a viable plan for economic improvement of their countries, and the monetarist and post-Keynesian schools defending the IMF's austerity programs of balance-of-payments adjustment. Finally, in yet another debate, Milton Friedman and his monetarist school are opposing what is left of the Keynesians (including Paul Samuelson) over whether monetary aggregates or interest rates and fiscal policy are the decisive factors in economic activity. 

In none of these debates do (or did) members of one school accept the theories or even the underlying assumptions and postulates of the other. In this respect the history of economic thought has not resembled that of physics, medicine, or other natural sciences, in which a discovery is fairly rapidly and universally acknowledged to be a contribution of new objective knowledge, and in which political repercussions and its associated national self-interest are almost entirely absent. In economics alone the irony is posed that two contradictory theories may both qualify for prizeworthy preeminence, and that the prize may please one group of nations and displease another on theoretical grounds.

Thus, if the Nobel prize could be awarded posthumously, both Ricardo and Malthus, Marx and Marshall would no doubt qualify, just as both Paul Samuelson and Milton Friedman were leading contenders for the 1970 prize. [Friedman got his Nobel in 1976.] Who, on the other hand, can imagine the recipient of the physics or chemistry prize holding a view not almost universally shared by his colleagues? (Within the profession, of course, there may exist different schools of thought. But they do not usually dispute the recognized positive contribution of their profession’s Nobel prizewinner.) Who could review the history of these prizes and pick out a great number of recipients whose contributions proved to be false trails or stumbling blocks to theoretical progress rather than (in their day) breakthroughs?

The Swedish Royal Academy has therefore involved itself in a number of inconsistencies in choosing Mr. Samuelson to receive the 1970 Economics Prize. For one thing, last year’s prize was awarded to two mathematical economists (Jan Tinbergen of Holland and Ragnar Frisch of Norway) for their translation of other men's economic theories into mathematical language, and in their statistical testing of existing economic theory. This year’s prize, by contrast, was awarded to a man whose theoretical contribution is essentially untestable by the very nature of its “pure” assumptions, which are far too static ever to have the world stop its dynamic evolution so that they may be “tested.” (This prompted one of my colleagues to suggest that the next Economics Prize be awarded to anyone capable of empirically testing any of Mr. Samuelson’s theorems.)

And precisely because economic “science” seems to be more akin to “political science” than to natural science, the Economics Prize seems closer to the Peace Prize than to the prize in chemistry. Deliberately or not, it [the economics prize] represents the Royal Swedish Academy’s endorsement or recognition of the political influence of some economist in helping to defend some (presumptively) laudable government policy. Could the prize therefore be given just as readily to a U.S. president, central banker or some other non-academician as to a “pure” theorist (if such exists)? Could it just as well be granted to David Rockefeller for taking the lead in lowering the prime rate, or President Nixon for his acknowledged role in guiding the world’s largest economy, or to Arthur Burns as chairman of the Federal Reserve Board? If the issue is ultimately one of government policy, the answer would seem to be affirmative.

Or is popularity perhaps to become the major criterion for winning the prize? This year’s award must have been granted at least partially in recognition of Mr. Samuelson’s Economics textbook, which has sold over two million copies since 1947 and thereby influenced the minds of a whole generation of -- let us say it, for it is certainly not all Mr. Samuelson’s fault -- old fogeys. The book’s orientation itself has impelled students away from further study of the subject rather than attracting them to it. And yet if popularity and success in the marketplace of economic fads (among those who have chosen to remain in the discipline rather than seeking richer intellectual pastures elsewhere) is to become a consideration, then the prize committee has done an injustice to Jacqueline Susann in not awarding her this year’s literary prize. 

To summarize, reality and relevance rather than “purity” and elegance are the burning issues in economics today, political implications rather than antiquarian geometrics. The fault therefore lies not with Mr. Samuelson but with his discipline. Until it is agreed what economics is, or should be, it is as fruitless to award a prize for “good economics” as to award an engineer who designed a marvelous machine that either could not be built or whose purpose was unexplained. The prize must thus fall to those still lost in the ivory corridors of the past, reinforcing general equilibrium economics just as it is being pressed out of favor by those [few like Hudson] striving to restore the discipline to its long-lost pedestal of political economy. 

*At the time I wrote this critique I was teaching international trade theory at the Graduate Faculty of the New School for Social Research at the time. Subsequently, I criticized Mr. Samuelson’s methodology in “The Use and Abuse of Mathematical Economics,” Journal of Economic Studies 27 (2000):292-315. Most important of all is Mr. Samuelson’s factor-price equalization theorem. I finally have republished my Trade, Development and Foreign Debt: A History of Theories of Polarization v. Convergence in the World Economy. 
[*  See a Dec 2009 thread at  http://finance.dir.groups.yahoo.com/group/gang8/message/14627 where a version of this paragraph appears. ]


Michael Hudson is a former Wall Street economist. A Distinguished Research Professor at University of Missouri, Kansas City (UMKC), he is the author of many books, including Super Imperialism: The Economic Strategy of American Empire (new ed., Pluto Press, 2002) He can be reached via his website, mh@michael-hudson.com 


Update: See here and here.
[A Paul Krugman commentary on Hudson and these ‘update’s are replicated, with my observations, below.  –FNC]
The Conscience of a Liberal
Paul Krugman

December 18, 2009, 1:10 pm 

Why economics is the way it is

A number of people are linking to this reprinted critique of the work of the late Paul Samuelson. I could point out that the critique thoroughly misunderstands what Samuelson was saying about international trade, factor prices, and all that. But there is, I think, an interesting point to be made if we start from this complaint:

Can it be “scientific” to promulgate theories that do not describe economic reality as it unfolds in its historical context, and which lead to economic imbalance when applied?

Actually, there was a time when many people thought that institutional economics, which was very much focused on historical context, the complexity of human behavior, and all that, would be the wave of the future. So why didn’t that happen? Why did the model-builders, led by Samuelson, take over instead? 

The answer, in a word, was the Great Depression.

Faced with the Depression, institutional economics turned out to have very little to offer, except to say that it was a complex phenomenon with deep historical roots, and surely there was no easy answer. Meanwhile, model-oriented economists turned quickly to Keynes — who was very much a builder of little models. And what they said was, “This is a failure of effective demand. You can cure it by pushing this button.” The fiscal expansion of World War II, although not intended as a Keynesian policy, proved them right.

So Samuelson-type economics didn’t win because of its power to cloud men’s minds. It won because in the greatest economic crisis in history, it had something useful to say.

In the decades that followed, economists themselves forgot [I like Hudson’s view better: it was not simply forgetting. –FNC] this history; today’s equation-mongers, for the most part, have no idea how much they owe to the Keynesian revolution. But in terms of shaping economics, it was the Depression that did it.

Saturday, December 19, 2009
Michael Hudson Responds to Paul Krugman 

By Michael Hudson, Distinguished Visiting Professor, UMKC

I have recently republished my lecture notes on the history of theories of Trade Development and Foreign Debt. (Available from Amazon) In this book, I provide the basis for refuting Samuelson's factor-price equalization theorem, IMF-World Bank austerity programs, and the purchasing-parity theory of exchange rates.

These ideas were lapses back from earlier analysis, whose pedigree I trace. In view of their regressive character, I think that the question that needs to be asked is how the discipline was untracked and trivialized from its classical flowering? How did it become marginalized and trivialized, taking for granted the social structures and dynamics that should be the substance and focal point of its analysis? As John Williams quipped already in 1929 about the practical usefulness of international trade theory, "I have often felt like the man who stammered and finally learned to say 'Peter Piper picked a peck of pickled peppers' but found it hard to work into conversation."  But now that such prattling has become the essence of conversation among economists, the important question is how universities, students and the rest of the world have come to accept it and even award prizes in it!

To answer this question, my  book describes the "intellectual engineering" that has turned the economics discipline into a public relations exercise for the rentier classes criticized by the classical economists: landlords, bankers and monopolists. [Presumably this is to say that the intellectual engineers have been the landlords, bankers and monopolists: the sentence structure is garbled!] It was largely to counter criticisms of their unearned income and wealth, after all, that the post-classical reaction aimed to limit the conceptual "toolbox" of economists to become so unrealistic, narrow-minded and self-serving to the status quo. It has ended up as an intellectual ploy to distract attention away from the financial and property dynamics that are polarizing our world between debtors and creditors, property owners and renters, while steering politics from democracy to oligarchy.


Bad economic content starts with bad methodology. Ever since John Stuart Mill in the 1840s, economics has been described as a deductive discipline of axiomatic assumptions. Nobel Prizewinners from Paul Samuelson to Bill Vickery have described the criterion for economic excellence to be the consistency of its assumptions, not their realism.[2] Typical of this approach is Nobel Prizewinner Paul Samuelson's conclusion in his famous 1939 article on "The Gains from International Trade": 

"In pointing out the consequences of a set of abstract assumptions, one need not be committed unduly as to the relation between reality and these assumptions."[3] 

This attitude did not deter him [Samuelson] from drawing policy conclusions affecting the material world in which real people live. These conclusions are diametrically opposed to the empirically successful protectionism by which Britain, the United States and Germany rose to industrial supremacy.


Typical of this now widespread attitude is the textbook Microeconomics by William Vickery, winner of the 1997 Nobel Economics Prize:

"Economic theory proper, indeed, is nothing more than a system of logical relations between certain sets of assumptions and the conclusions derived from them... The validity of a theory proper does not depend on the correspondence or lack of it between the assumptions of the theory or its conclusions and observations in the real world. A theory as an internally consistent system is valid if the conclusions follow logically from its premises, and the fact that neither the premises nor theconclusions correspond to reality may show that the theory is not very useful, but does not invalidate it. In any pure theory, all propositions are essentially tautological, in the sense that the results are implicit in the assumptions made."[4]  [Puke-O mathematics envy!]
Such disdain for empirical verification is not found in the physical sciences. Its popularity in the social sciences is sponsored by vested interests. There is always self-interest behind methodological madness. That is because success requires heavy subsidies from special interests, who benefit from an erroneous, misleading or deceptive economic logic. Why promote unrealistic abstractions, after all, if not to distract attention from reforms aimed at creating rules that oblige people actually to earn their income rather than simply extracting it from the rest of the economy?

NOTES: 

[1] John H. Williams, Postwar Monetary Plans and Other Essays, 3rd ed. (New York: 1947), pp. 134f.

[2] I have surveyed the methodology in "The Use and Abuse of Mathematical Economics," Journal of Economic Studies 27 (2000):292-315. I earlier criticized its application to international economic theorizing in Trade, Development and Foreign Debt (1992; new ed. ISLET, 2009), especially chapter 11.

[3] Paul Samuelson "The Gains from International Trade," Canadian Journal of Economics and Political Science, Vol.  5 (1939), p. 205.

[4] William Vickery, Microeconomics (New York: 1964), p. 5.
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Tom Hickey said... 

Touché. My sentiments exactly. 

While right-wingers under the spell of Hayek (and others) were getting all worked up about impending socialism as "the road to serfdom," the oligarchy was working behind the veil to cement corporate statism in place. The corporate state has become a fixture not only owing to policy based on faux economics but also through legalized bribery and intellectual capture, to the degree that oligarchs now openly insult even the president. They remain unashamed that they have pauperized a large swath of the middle class and then had the gall to take public money to rescue them their own mistakes at public expense. This has been called "socialism for the rich." It is not socialism at all. It is corporatism and it has captured America, while most economists stand by and applaud its accomplishments. The crisis? "No one could have seen it coming," they say. Unemployment?" "Our models say it must be voluntary." 

December 19, 2009 2:56 PM 


Tschäff said... 

>It was largely to counter criticisms of their unearned income and 
>wealth, after all, that the post-classical reaction aimed to limit the 
>conceptual "toolbox" of economists to become so unrealistic, narrow-
>minded and self-serving to the status quo. It has ended up as an 
>intellectual ploy to distract attention away from the financial and 
>property dynamics that are polarizing our world between debtors and 
>creditors, property owners and renters, while steering politics from 
>democracy to oligarchy.

Krugman comes up with the same conclusion in his book Conscience of a Liberal. I articulate it simply as neoclassical economists are rich people's useful idiots. 

The ones I had in college were quite smart mathematically and they knew a hell of a lot of information. Their heads were totally lost in models though. They just don't know when its time to relax or get rid of some assumptions. Relaxing some assumptions is what got Joe Stiglitz his Nobel. Asking who can explain the economic reality the best (thank you Global Financial Crisis) is what lead me to UMKC. 

December 20, 2009 1:03 AM 
[image: image3.png]



Anonymous said... 

Tom Hickey above rightly asserts that it is corporatism that has evolved out of the interplay of events over the last several decades. And his descriptions of its basis and effects are also accurate. 

It seems to me that a comparison to the politico-economic situation that existed in Germany just prior to and immediately after Hitler's assention to power in 1933 is instructive. Although his party included the word, "Socialist", on its nameplate, Hitler, was anti-Marxist, and sought to incorporate all elements of the German economy into one command structure with pride of place reserved for the industrialists. In no small part was this formula the result of, oddly, a need for cash for the National Socialist Party. The unions were first crushed, then re-organized on a nationalist basis. Those within the party that took the "socialism" in the Party's name seriously, namely the popular Strasser, were purged as were its most active centers in the SA. The notion of what was then called a "second revolution" was officially denounced. A corporatist Germany then emerged. Throughout this period, the opposition of the German left, the Social Democrats and Communists, was uncoordinated and ineffectual. Out-maneuvered both on the streets and politically by the Nazis, by 1934 these parties had been outlawed and their leaders sent to concentration camps. 

Our emergence as a corporative state, not unlike Germany in the 1930s, has its parallels in the presnt day. Our "tea party" friends would do well to heed the the lession from the Night Of The Long Knives, in which the "second revolution" component on the right was swept away. And on the left, of course, the consequences of passivity are obvious.

Andrei Vyshinsky 

December 20, 2009 11:38 AM 
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Troy said... 

Dr Mason Gaffney's The Corruption of Economics is useful reading in this general vein of the co-opting of modern economics.

The University of Chicago was founded with Rockefeller support. He who pays the piper calls the tune. 

December 23, 2009 9:26 PM 


mannfm11 said... 

I think I will defend Hyack on this one. His premisis is that socialism leads to dictatorship and that is clearly a good part of what produced Hitler. Obama came in with his czars, many of them unappointed men of doubtful character. As much as it appears otherwise, it has been this centralization of power that has allowed for so much of what has transpired. The very fact we have a Federal Reserve is a portion of this unlimited credit scheme that has broadened the centralization of economic power into the hands of the government and the hands of the few. In times like these, the public will demand someone with dictatorial powers, as they demanded of FDR, who was governor of NY prior to President and not likely to have had a history of being at odds with Wall Street. Instead of trashing the Fed, FDR trashed the gold standard, which was the limiting factor of credit. The system set up after WW II was a form of world corporate socialism. Waging war is dangerous to Republics and putting a man in power and giving him the moral equivalent of war powers (12USC95a) to dictate at will (12USC95b)is the basis of the Corporate state in the US. 

Hudson attracts me, not because I agree with him 100%, but because he recognizes the major problem, which is compound debt that is being used to enslave the masses, most likely by a worldwide oligarchy. I am enraged the NY banks, the outfits on Wall Street and others have been bailed out and put beyond the reach of prosecution at this time. There should be no Citi Corp, no AIG shareholders, no FNM and FRE shareholders and there should be a lot more people than Bernie Madoff in jail. Guilty or not, Stanford of Houston Texas was subjected to something that not one of the above mentioned banks would have passed the smell test. Where are our prisoners there? I am going to buy your book Michael. 

December 25, 2009 10:46 AM 


araon said... 

Hi! This post is likable and your blog is very interesting, congratulations!
add your 
January 21, 2010 10:55 PM 


PeterJB said... 

Michael: let me say firstly that I admire your work and read them whenever they cross my path.
Criticism: (constructive, I hope)
You don't go deep enough; economists are just a class of people that have found themselves at the top end and as such, have arranged themselves into a religious type grouping so as to appear officious and unassailable; every emergent collective acts accordingly.
Bureaucrats:
A grouping hoary with antiquity which were originally, back Circa 4-5000 years ago as "priests" and noted on written record as a troublesome group become more dishonest and uncontrollable all the time. Bureaucracy attracts those persons of 'no risk', or 'risk adverse' natures where given the opportunity in terms of environment and milieux, explode into an eager proliferation of corruptive practises and impositions (an offensive act of war)on all that beneath their hands.
Politicians: Strangely enough also people but closely related to the Bureaucrats; risk adverse nature but more cunning and closely related to the sewer rat (analogically speaking) but, nevertheless, people. Given the opportunity, as untrustworthy as a bent nickel where if within your vicinity, one should take up defensive positions.
Bottom line: All are people but all with differing attributes and differing -set - behavioural natures.
Message: Parmenides said some 2500 years ago, or more(?) there are only two issues that should be the subject of consideration and they are 1. the physics (thread) that flows through all things and 2. the behaviours of men which can never be trusted.
Comment: The fundamentals of any systematic organization of socio-economic structuring should be focussed on the reality of physics and human behaviour (at their worse).
http://verbewarp.blogspot.com/2005/08/mares-that-carry-me-as-far-as-longing.html 

July 3, 2010 7:40 PM 


Term papers said... 

It’s a great post Man, you really are a good writer! I’m so glad someone like you have the time, efforts and dedication writing, for this kind of article… Helpful, Useful, and Charitable.. Very nice post! 

July 16, 2010 12:03 AM 


abdul said... 

I always understood that insurance was protection against something that might or might not happen (e.g. fire, theft), and assurance was protection against something that was bound to happen sooner or later (e.g. death).
landlord contents insurance 

November 3, 2010 11:01 AM 
Saturday, December 19, 2009

Krugman Gets it Wrong 

By L. Randall Wray
In his column in yesterday's NYT, Professor Paul Krugman rose to the defense of Paul Samuelson. He argued that Michael Hudson's piece, originally published in 1970, not only misunderstood Samuelson's theories but also wrongly asserted that he was not deserving of a Nobel. Krugman's main argument was that Samuelson's version of "Keynesian" economics offered a solution to depressions that pre-existing "institutionalist" theory did not have:

Faced with the Depression, institutional economics turned out to have very little to offer, except to say that it was a complex phenomenon with deep historical roots, and surely there was no easy answer. Meanwhile, model-oriented economists turned quickly to Keynes — who was very much a builder of little models. And what they said was, "This is a failure of effective demand. You can cure it by pushing this button." The fiscal expansion of World War II, although not intended as a Keynesian policy, proved them right. So Samuelson-type economics didn't win because of its power to cloud men's     minds. It won because in the greatest economic crisis in history, it had something useful to say.

This claim is bizarre, to say the least. 
First, Roosevelt's New Deal was in place before Keynes published his General Theory, and it was mostly formulated by the American institutional economists that Krugman claims to have been clueless. (There certainly were clueless economists—those following the neoclassical approach, traced to English "political economy".)

Second, it was Alvin Hansen, not Paul Samuelson, who brought Keynesian ideas to America. And Hansen retained the more radical ideas (such as the tendency to stagnation) that Samuelson dropped. Further, Hansen was—surprise, surprise—working within the institutionalist tradition (as documented by in a book by Perry Mehrling). 

Third, many other institutionalists also adopted Keynesian ideas in their work—before Samuelson's simplistic mathematization swamped the discipline. For example, Dudley Dillard—a well-known institutionalist—wrote the first accessible interpretation of Keynes in 1948; Kenneth Boulding's 1950 Reconstruction of Economics served as the basis for four editions of his Principles book—on which a generation of American economists was trained (again, before Samuelson's text took over). It is in almost every respect superior to Samuelson's text. I encourage Professor Krugman to take a look.

Fourth, Hyman Minsky (who first trained with institutionalists at the University of Chicago—before it became a bastion of monetarist thought) took Samuelson's overly simplistic multiplier-accelerator approach and extended it with institutional ceilings and floors. He quickly grew tired of the constraints placed on theory by Samuelsonian mathematics and moved on to develop his Financial Instability Hypothesis (which Krugman has admitted he finds interesting, even if he does not fully comprehend it). I ask you, how many analysts have turned to Samuelson's work to try to understand the current crisis—versus the number of times Minsky's work has been invoked? 

And fifth, Samuelson's "button" approach to dealing with the business cycle has been thoroughly discredited since the late 1960s—when he announced that we would never have another recession. In truth, as Minsky argued, it is not possible to "fine-tune" the economy because "stability is destabilizing". The simplistic "Keynesian" approach propagated by the likes of Samuelson leaves out the behavioral and institutional analysis that is necessary to deal with instability and crisis.

Sixth, as has been long recognized, Samuelson purposely threw Keynes out of his analysis as he developed the "Neoclassical Synthesis". The name dropping was intentional—Keynes was too radical for the cold warrior Samuelson. At best, what Samuelson presented was a highly bastardized version of Keynes—as Joan Robinson termed it, a Bastard Keynesian approach (we know the mother was neoclassical economics but we do not know who the father was).

Finally, and most telling of all, whose work is universally acknowledged as the most insightful analysis of the Great Depression? Might it be John Kenneth Galbraith's The Great Crash? I have never heard anyone refer to any work of Samuelson in that context.

So Professor Krugman has got it wrong.
Posted by Economic Perspectives from Kansas City on Saturday, December 19, 2009 

Labels: Hyman P. Minsky, L. Randall Wray 

13 comments: 



Alan said... 

Well spoken and very enlightening. 

December 19, 2009 11:45 AM 


Tom Hickey said... 

I'm waiting with bated breath for Professor Krugman's rebuttal of your response and Michael Hudson's, too. I expect I'll suffocate before it comes though. Nice work.

I give Professor Krugman credit for a heart in the right place with respect to values in comparison with the neoclassical crowd, but he is also intellectually captured, I fear, as Professor Hudson observes. 

December 19, 2009 6:03 PM 


John Emerson said... 

I'm an economics skeptic, and even so, it just boggles me that at a time like this Krugman (one of the less-bad guys among the orthodox) would put that much energy in a chickenshit little factional dispute. Especially if he was wrong, as you say here, which I have no trouble believing.

Academic indoctrination produces the pettiest people in the world. 

December 20, 2009 6:56 PM 


dwightvw said... 

Michael Hudson's response convinces me this is much more than a chickenshit little factional dispute. 

December 22, 2009 1:20 AM 
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gordon said... 

I'm coming late to this, but because of some comments on another blog I was re-reading Prof. Krugman's piece where he says: "So Samuelson-type economics didn't win because of its power to cloud men's minds. It won because, in the greatest economic crisis in history, it had something useful to say". 

"Samuelson-type economics" is a strange phrase to use. I suppose Prof. K. means Keynesian economics, but why use such a strange reference? Prof. K. couldn't be claiming that Keynesian economics was really invented by Paul Samuelson, could he? No, impossible; Samuelson was still an undergraduate when FDR was inaugurated in 1933. 

So is Prof. K. claiming that Keynes is famous because he preceded Paul Samuelson, sort of like John the Baptist preceded J. Christ? 

December 22, 2009 4:00 AM 
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Anonymous said... 

From Samuelson's, Foundations of Economic Analysis:

"With every economic problem, (1) reduce the number of variables and keep only a minimum set of simple economic relations; and (2) if possible, rewrite it as a constrained optimization problem."

And down the rat hole the profession went. 

December 22, 2009 8:16 AM 
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Anonymous said... 

I followed links here from Naked Capitalism, discussion of economists in thrall to the Fed. It has puzzled me for some time that leftist economists, particularly Brad DeLong--continually cited approvingly by Krugman--completely endorsed Greenspan (see DeLong's review of Greenspan's book in the L.A.Times in Dec 2007), seeing him as the same wizard that the popular press did. (Wizard, indeed, as in Oz.) Krugman too has said nothing to fundamentally criticize the Fed. Krugman and DeLong have both endorsed the repeal of Glass/Steagall, saying the repeal has had little to do with the collapse. Krugman whom I cherish for his lone stance against Bush and his wars has turned out not to be a relevant critic in his own sphere of expertise. 

December 22, 2009 10:35 AM 
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Anonymous said... 

It is awesome to read Prof. Wray always! No doubt Samuelson's "Keynesian-like" "Daddieless" theories have misled generations of economists.

Meanwhile, should Kansas City try to make friends with Prof. Krugman though? He's sticking to that Textbook-MIT Keynesian theoretical tradition,true, but he's also reading Minsky, friends with the EPI and the New America Foundation where Prof. Jamie Galbraith, Prof. Black and Dr. Tom Palley all hold great influence in economic policy alternatives, and where Prof. Wray's ELR proposal even appeared in the "Job's Deficit" conference. It is hard to shed skin, even JMK had that problem. Prof. Krugman could very well become a powerful ally if we convert him nicely, softly and slowly. 

December 22, 2009 11:10 AM 
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Anonymous said... 

Thanks for the comments. Very briefly, Brad DeLong is certainly no "leftest". I suppose that for an orthodox economist he is left of center. I have seen a number of his blogs (and particularly some debates he had with Warren Mosler) that convince me he has virtually no understanding of monetary operations. He might be good on other topics--I just don't know. Paul Krugman's anti-Bush writings would probably qualify him as a liberal--without a caveat--and as a far left among orthodox economists. And yes, I agree, he is making effort to understand Keynes (he wrote a good introduction to the new edition of the General Theory) and Minsky. So please be assured that I do agree that he often gets things right--and occasionally even gets macro theory and money mostly right. But these are not his fields of expertise as an economist. And he is dead wrong in his assessment of Samuelson vs Institutionalists.  LRWray 

December 22, 2009 12:26 PM 


mannfm11 said... 

Krugman is a smoke screen for the NY elite. Don't let the prize and his waffling from one side of the equation to the other sway you. His statement that the depression was a failure in aggregate demand should be enough to enlighten many. The depression was a failure of the credit system due to massive overindebtedness. We evidently saved ourselves into bankruptcy, aided and abetted by the Federal Reserve, Ponzi financing on Wall Street and international debts piled up from WW I. I had no idea that Hudson went back so far. 

I found Hudson on Steve Keens site. I think I found this site because I linked it to William Black, one of a very few voices in the wilderness calling out for investigation of one of the great crime syndicates of all time. Hudson has my attention because he knows what the problem is and the mainstream economists don't even dare raise the issue. The solution threatens the fictional wealth of most of us that own anything, but the real wealth will still be there. Guys like Krugman would rather chase points on graphs around in circle under some theory than point out the fact that the Wall Street money machine is cranking out more phony debt as we speak, under the auspices of Mr. Bernanke and Tiny Tim. 

December 25, 2009 11:02 AM 


mannfm11 said... 

BTW, this is an ingenius statement:

And fifth, Samuelson's "button" approach to dealing with the business cycle has been thoroughly discredited since the late 1960s—when he announced that we would never have another recession. In truth, as Minsky argued, it is not possible to "fine-tune" the economy because "stability is destabilizing". The simplistic "Keynesian" approach propagated by the likes of Samuelson leaves out the behavioral and institutional analysis that is necessary to deal with instability and crisis.

I was talking to a friend last night and explained to him about the idea behind portfolio theory and its cousins the Collateralized debt obligations. The theory of course is the return can be stabilized and absolute should you build the right portfolio, when in fact the idea of guaranteed return becomes the model and the risk then becomes the model. By this, I mean they begin to price the model as if the returns are guaranteed and forget that the price and risk determines the return, not the other way around. Thus, the story was the S&P portfolio would return 10% forever or whatever the number was. Well, that might be true with 1% real growth, a 5% dividend and 4% inflation, but once it is accepted as fact, that owning the portfolio will return 10%, you find it priced to a 1% dividend as in 2000 and 10% is absolutely impossible. To get back to the 10% model so many were using for retirement purposes, not only did the price have to be reduced to reflect a 5% dividend, but the rate of inflation would have had to go up and the 1% real rate of growth hold up as well. I doubt any of these factors would support the other. Thus the stability of holding a portfolio trumped the risk involved in pricing which will cause instabilty because it is now impossible to hold the components of the portfolio and achieve a return that equates to the risk involved. 

The same idea led to AAA on subprime CDO's, based on a model of stability. Thus the issue of stocks in internet companies with almost no business and the issue of mortgages to people to buy inflated homes with no means to pay back became the model. In this vein, it was assumed the model of stability would take care of the risk on its own. 

I had written a piece on Prudent Bear back in 2003 I labeled "Who destroyed Portfolio Theory". I think I might have it on an old computer, as those pages are lost and gone forever. In it, I challenged not the real principal behind portfolio theory, which is sound, but the fact that it could successfully be used in a widespread manner by the great uneducated in finance. As I found out, there were more liberal arts majors on Wall Street who were able to layer on an MBA than those with undergraduate finance degrees, it was clear these ideas would never be used properly. The fact that there were trillions in S&P index funds, that companies like JDSU were bid to $150 billion upon their inclusion in the index, though they had never made a penny, was proof enough the theory didn't work in a mania. What it did instead was lock in the loss of inadequate pricing of risk. Thus, once the model was accepted as fact, the risks that prevailed in the past were allowed to run rampant and the model became the risk. 

December 25, 2009 11:37 AM 


piet said... 

just posted this at the wallstreet pit but .. no telling wether it will go up there:

patiently awaiting deserved and due attention:

http://poetpiet.tripod.com/guest_appearances/intro_to_currency_issues.htm

a previous issue of me was nostradamus ... according to some calcs (dreamspell, as onesidedly interpreting (time) fractions as UvB did gold compared to my photosynthesis rates and diversities ideas), not that i don't have a hard time believing it.

you will note that this file has been sitting at a 'free' provider who popped gambling opps into the viewers' sights and if you wanna blame banking for white board gambling blame me or the IT industry with their sleigh of fingertip and disproportionated neoteny turning slitthroat mafiya gangsters into fast traders.

gambling that folks wanna go live in the states and have the money to do so is not such a gamble though is it?

if asians constitute majorities at all sorts of school in the west why won't thewant to study the human rights perpetraitored on the red races by occupations glorifying and euphemizing folks who issued them with iouz they manage to spend elsewhere less and less easy for the poisons that matter to them? Cynical, me? 

no architect and construct whole tree!!!!!
http://www.wholetreesarchitecture.com/

Meanwhile flakey gang8sters cannot even honour minds like Ulrich von Beckerath. Such a shame tangential mention (via his better known pall Rittershausen) is left up to gold advocates like Fekete. Can't they engage this person at least. Still alive you know. Pointing at advantages of gold (cannot be stretched into war budget, slow increment could parallel mentioned and envisioned and desirable value standard) is like shooting fish in a barrell in this day and age. Too cheap a trick? don't think so. 

December 29, 2009 12:11 PM 
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Anonymous said... 

I really like Marc Linder's two volume treatment of Samuelson. I wish he would write one for Mankiw's text. 

May 13, 2010 4:49 AM 
