Professor Peter J. Boettke

ECON 881/Spring 2007

Mondays 9:00-11:30

Rm. 318 Enterprise Hall

Austrian Theory of the Market Process II

It is my contention that the most pressing questions in political economy and social philosophy are concerned with comparative political and economic systems, and the consequences of alternative institutional configurations on economic prosperity and human freedom.  In exploring these questions, understanding the history of 20th century economic thought and policy is particularly important.  The 20th century represents an amazing set of contradictions --- from dazzling technological innovations and improvements in standards of living to mass murder and dehumanizing treatment by government officials in the name of moral ideals.  A child born in 1900 could expect to live to 50, by the end of the 20th century a child born could expect to live to 80.  In the US, per capita income in 1900 was $5,000, in 2000 it was roughly $30,000.  The 20th century began with travel by horse and buggy, and ended with not only transatlantic air travel, but have witness a man walk on the moon and return safely to earth. Technological improvements in communications, travel, health, etc. have made our lives longer and more comfortable than anything our great-grandparents could have imagined.  Yet, the 20th century also witnessed amazing inhumanity.  R. J. Rummel estimates that over 133 million deaths are attributable directly to government acts against their own citizens.  The Soviet Union is responsible for 60 million, Communist China 35 million, and Nazi Germany 20 million.  The “great” political and economic experiments of the 20th century have resulted in unimagined human suffering at the hands of other men.

It is my argument that much of the misdeeds of government and subsequent harm to humanity during the past century resulted due to bad ideas in economic theory and public policy and misguided notions in the philosophy of science, which reinforced the bad ideas.  The Austrian School of Economics is at the center for these controversies in technical economics, economic policy, and the methodology of the social sciences.  The Austrian economists stood in opposition to the dominant trends in economics, policy, and philosophy that led down the path to depravation.  Ludwig von Mises and F. A. Hayek were anti-communists in the 1920s when the belief was that all enlightened intellectuals had to be either a communist or a socialist; they were anti-fascist in the 1930s and 1940s and worked hard to secure homes for their fellow German speaking intellectuals to escape Hitler’s regime; and they were anti-Keynesian in the 1940s and 1950s when it was assumed that all reasonable economic scientists had in fact seen the Keynesian light in macroeconomic theory and activist public policy.

This course is designed both as a presentation of the narrative I have just begun (in as strong and as bold a statement as I can make) and an invitation for refutation and alternative readings of the evolution of modern economic thought.  Lets begin to explore.  As a style of presentation, I will focus on this narrative about the evolution of modern economic thought because I believe that the debates from the 1920s, 1930s, 1940s, 1950s, etc. were not resolved correctly, and thus the participants to those debates still speak to us today --- they are, as Kenneth Boulding puts it, part of our “extended present.”  In other words, history of thought is an important part of contemporary theorizing and problem solving.  If we know where we have been, we might figure out where we are going.

We will be doing a lot of reading in this course and it is expected that students will do that reading.  We will also be doing a lot of writing in this course and it is expected that you will cherish the opportunities to write in the field you have chosen to specialize in your PhD studies.  Just remember writing is research and research is writing, reading is a necessary input into the scholarly production process, but it alone is not scholarship.

The reading for the course will be divided into background, required, and suggested.  Background reading will come from the four classic works of the modern Austrian school of Economics: Ludwig von Mises, Human Action; F. A. Hayek, Individualism and Economic Order; Murray Rothbard, Man, Economy and State; and Israel Kirzner, Competition and Entrepreneurship.  The required reading will be a combination of contemporary works in economics and political economy that touch on similar themes. And suggested readings will come from the three main journals in Austrian economics: Advances in Austrian Economics (currently edited by Roger Koppl); Quarterly Journal of Austrian Economics (currently edited by Joseph Salerno); and Review of Austrian Economics (currently edited by Peter Boettke).

Course Grade

The grades for this class will be based on 6 short essays (2-4 double spaced pages), a final exam (to prepare for the field exam), and a research paper (20-25 double spaced pages) that is striving to be publishable in an academic journal.  You are encouraged to consult with me early and often on your paper.  In addition, you are expected to do all the readings, attend class and participate in the discussion.  Failure to do any of these will result in a reduced grade.  The basic standards for grading of your research paper will be (A = ready to submit to a professional journal after 1 or 2 revisions; B = publishable idea, but execution is not there yet and will require several revisions before submission; C = competent graduate school term paper, but not publishable; F = acceptable undergraduate paper, but not appropriate for graduate level work).  

January 22:

Introduction to the course – The Market Process Perspective

Background Readings:
Kirzner, I. “Entrepreneurial Discovery and the Competitive Market Process,” Journal of Economic Literature, 35 (1) 1997, 60-85.

Required Readings:

Hayek, F. A. “The Pretense of Knowledge,” Nobel Lecture (1974).




Buchanan, J. M. “The Constitution of Economic Policy,” Nobel Lecture (1986).




Coase, R. “The Institutional Structure of Production,” Nobel Lecture (1991).




North, D. “Economic Performance Through Time,” Nobel Lecture (1993).




Smith, V. “Constructivist and Ecological Rationality in Economics,” Nobel Lecture (2002).

Recommended Readings:
Boettke, P. “Where Did Economics Go Wrong?,” Critical Review, 11 (1) 1997, 11-65.

Boettke, P. “The Austrian School of Economics,” in David Henderson, ed., The Concise Encyclopedia of Economics. Indianapolis: Liberty Fund, 2007.

Boettke, P. “Liberty vs. Power,” Journal of Private Enterprise Education (Spring 2007), forthcoming.

Boettke, P. “Economics and the Struggle for a Better World,” 2006 Sir Ronald Trotter Lecture, NZ.

Boettke, P., Christopher Coyne and Peter Leeson. “High Priests and Lowly Philosophers: The Battle for the Soul of Economics,” Case Western Reserve University Law Review, 56 (2006).

Boettke, P. Christopher Coyne and Peter Leeson, “Man as Machine: The Plight of 20th Century Economics,” Annals of the Society for History of Economic Thought (2003): 1-10.

January 29:
The Development of the Market Process Perspective I: Cost, Choice and Exchange

Background Readings:
Mises, Human Action, 92-142.


Hayek, Individualism and Economic Order, 57-76.


Rothbard, Man, Economy, & State, 1-66.


Kirzner, Competition & Entrepreneurship, 1-29; 32-37.

Required Readings:
Buchanan, Cost and Choice (1969).

Recommended Readings:
Yeager, L. “Why Subjectivism?,” Review of Austrian Economics 1 (1987).

Selgin, G. “Praxeology and Understanding,” Review of Austrian Economics, 2 (1988).


Koppl, R. “Alfred Schutz and George Shackle: Two Views of Choice,” Review of Austrian Economics, 14 (2-3) 2001.


Kurrild-Klitgaard, P. “On Rationality, Ideal Types and Economics,” Review of Austrian Economics 14 (2-3) 2001.


DiLorenzo, T. “The Subjectivist Roots of James Buchanan’s Economics,” Review of Austrian Economics 4 (1990).


Klein, D. “Discovery and the Deepself,” Review of Austrian Economics, 11 (1999).


White, L. “Is There an Economics of Interpersonal Comparisons?,” Advances in Austrian Economics 2 (A) 1995: 135-152.


Ebeling, R. “Austrian Subjectivism and Phenomenological Foundations,” Advances in Austrian Economics, 2 (A) 1995: 39-54.


Hodgson, G. “Austrian Economics, Evolutionary Psychology and Individual Actions,” Advances in Austrian Economics 7 2004: 61-78.


Vanberg, V. “Austrian Economics, Evolutionary Psychology and Methodological Dualism: Subjectivism Reconsidered,” Advances in Austrian Economics 7 2004: 155-200.

February 5:

The Development of the Market Process Perspective II: The 



Discovery and Use of Knowledge in Society and the Role of the 



Entrepreneur

Background Readings: 
Mises, Human Action, 232-397; 689-715.


Hayek, Individualism and Economic Order, 33-56; 77-91; 119-208.


Rothbard, Man, Economy, & State, 67-159; 201-272; 463-501.


Kirzner, Competition & Entrepreneurship, 30-87; 88-134.

Required Readings:
Mises, Socialism (1922), 95-245.


Boettke, Calculation & Coordination (2002), 29-139.

Recommended Readings:
Kirzner, I. “The Economic Calculation Debate: Lessons for Austrians,” Review of Austrian Economics, 2 (1988).


Harper, D. “A New Approach to Modeling Endogenous Learning Processes in Economic Theory,” Advances in Austrian Economics 1 1994: 49-80.


Cowen, T. “Entrepreneurship, Austrian Economics, and The Quarrel Between Philosophy and Poetry,” Review of Austrian Economics, 16 (2003).


Baumol, W. “On Austrian Analysis of Entrepreneurship and My Own,” Advances in Austrian Economics 6 2003: 57-66.


Butos, W. “Entrepreneurship and the Generation of Knowledge,” Advances in Austrian Economics 6 2003: 97-112.

February 12:

The Development of the Market Process Perspective III: Economic 


Progress and Welfare Economics

Background Readings: 
Mises, Human Action, 143-176; 664-688; 716-779. 


Hayek, Individualism and Economic Order, 1-32; 107-118.


Rothbard, Man, Economy, & State, 80-87; 765-890.


Kirzner, Competition & Entrepreneurship, 212-242.

Required Readings:
Beinhocker, E. The Origin of Wealth (2006), 1-75; 79-217; 415-454.

Recommended Readings:
Yeager, L. “Should Austrians Scorn General Equilibrium?,” Review of Austrian Economics 11 (1-2) 1999.


Vaughn, K. “Hayek’s Implicit Economics,” Review of Austrian Economics 11 (1-2) 1999.


Loasby, B. “Evolution Within Equilibrium,” Advances in Austrian Economics 1 1994: 31-48.


Wagner, R. “Economic Efficiency, Rent-seeking, and Democracy: Zenoistic Variations on Coasean Themes,” Advances in Austrian Economics 1 1994: 129-144.

February 19:

The Money Using Economy I: Direct and Indirect Exchange

Background Readings: 
Mises, Human Action, 398-478.


Hayek, Individualism and Economic Order, 209-219.


Rothbard, Man, Economy, & State, 160-200; 661-764. 

Required Readings:
Mises, The Theory of Money and Credit (1912).

Recommended Readings:
Yeager, L. “The Perils of Base Money,” Review of Austrian Economics, 14 (4) 2001.


Moini, M. “A General Theory of Credit and Money,” Review of Austrian Economics, 14 (4) 2001.


Egger, J. “Arthur Marget in the Austrian Tradition of the Theory of Money,” Review of Austrian Economics 8 (2) 1995.

February 26:

The Money Using Economy II: Financial Intermediation and 



Economic Coordination

Background Readings: 
Mises, Human Action, 479-537.


Hayek, Individualism and Economic Order, 


Rothbard, Man, Economy, & State, 273-386.


Kirzner, Competition & Entrepreneurship, 187-211.

Required Readings:
J. Huerta de Soto, Money, Bank Credit, and Economic Cycles (2006), 1-263.

Recommended Readings:
Hoppe, H. “Banking, Nation States and International Politics,” Review of Austrian Economics, 4 1990.


Hoppe, H., G. Hülsmann, and W. Block. “Against Fiduciary Media,” Quarterly Journal of Austrian Economics, 1 (1) 1998.

Selgin, G and L. White, “In Defense of Fiduciary Media,” Review of Austrian Economics, 9 (2) 1996.


March 5:

The Money Using Economiy III: Boom, Bust and Economic 



Cycles

Background Readings: 
Mises, Human Action, 538-586.


Hayek, Individualism and Economic Order, 220-254.


Rothbard, Man, Economy, & State, 850-879. 

Required Readings:
J. Huerta de Soto, Money, Bank Credit and Economic Cycles (2006), 265-508.


Buchanan and Wagner, Democracy in Deficit (1978).

Recommended Readings:
Salerno, J. “The Development of Keynes’s Economics,” Review of Austrian Economics, 6 (1) 1992.


Garrison, R. “The Austrian Theory of Business Cycle in Light of Modern Macroeconomics,” Review of Austrian Economics 3 (1989).


Horwitz, S., ed., “Symposium on Austrian Macroeconomics,” Advances in Austrian Economics 4 1997: 3-112.

March 12: 

SPRING BREAK

March 19:

The Organization of Economic Activities: Strategy, Disequilibrium 


and Profit

Background Readings: 
Mises, Human Action, 303-315,


Hayek, Individualism and Economic Order, 92-106.


Rothbard, Man, Economy, & State, 544-550; 560-660.


Kirzner, Competition & Entrepreneurship, 135-186.

Required Readings:
John Mathews, Strategizing, Disequilibrium, & Profit (2006)

Recommended Readings:
Klein, P. “Economic Calculation and the Limit of Organization,” Review of Austrian Economics 9 (2) 1996.


Lewin, P. and S. Phelan, “An Austrian Theory of the Firm,” Review of Austrian Economics, 13 2000.


Foss, N. “Austrian Insights and the Theory of the Firm,” Advances in Austrian Economics, 4 1997: 175-198.

March 26: 

Knowledge and Economic Growth

Background Readings: 
Mises, Human Action, 311-315; 692-693; 695-697. 


Hayek, Individualism and Economic Order, 33-56; 77-91.


Rothbard, Man, Economy, & State, 463-501; 832-839.


Kirzner, Competition & Entrepreneurship, 65-69.

Required Readings:
David Warsh, Knowledge and the Wealth of Nations (2006).

Recommended Readings:
Adelstein, R. “Knowledge and Power in the Mechanical Firm,” Review of Austrian Economics, 18 (1) 2005.


Holcombe, R. “Progress and Entrepreneurship,” Quarterly Journal of Austrian Economics, 6 (3) 2003.


Ikeda, S. “The Use of Knowledge in Government and Market,” Advances in Austrian Economics, 2 (B) 1995.


April 2: 

Economic Development and Cultural Change

Background Readings: 
Mises, Human Action, 664-688.


Hayek, Individualism and Economic Order, 92-118.


Rothbard, Man, Economy, & State, 40-61; 486-494.


Kirzner, Competition & Entrepreneurship, 125-131.

Required Readings:
Eric Beinhocker, The Origins of Wealth (2006).

Recommended Readings:
Coyne, C. and Peter Boettke, “The Role of the Economist in Economic Development,” Quarterly Journal of Austrian Economics, 9 (2) 2006.


Steele, C. “Entrepreneurship and the Economics of Growth,” Advances in Austrian Economics 5 1998.


Chamlee-Wright, E. “Entrepreneurial Response to Bottom-Up Development Strategies in Zimbabwe,” Review of Austrian Economics 18 (1) 2005.

April 9:
The Evolution and Structure of Market Societies

Background Readings: 
Mises, Human Action, 257-326.


Hayek, Individualism and Economic Order, 181-208.


Rothbard, Man, Economy, & State, 556-559.


Kirzner, Competition & Entrepreneurship, 88-134.

Required Readings:
John McMillan, Reinventing the Bazaar (2002).

Recommended Readings:
Hollander, S. “Economic Organization, Distribution and the Equity Issue,” Review of Austrian Economics, 17 (1) 2004.


Prychitko, D. “The Critique of Workers’ Self-Management,” Advances in Austrian Economics 3 1996.


Lewin, P. “Time, Change and Complexity,” Advances in Austrian Economics 3 1996.

April 16:

Transitional Political Economy

Background Readings: 
Mises, Human Action, 855-861.


Hayek, Individualism and Economic Order, 255-272.


Rothbard, Man, Economy, & State, 830-832.


Kirzner, Competition & Entrepreneurship, 212-242.

Required Readings:
Boettke, Calculation and Coordination (2002), 140-265.

Recommended Readings:
Winiecki, J. “Intellectual Odyssey of the 20th Century,” Advances in Austrian Economics 5 1998.


Moss, L. “Market Process Perspectives on Post-Communist Economies,” Advances in Austrian Economics 3 1996/


Brenner, R. “The Road from Serfdom: Entrepreneurship and Property Rights Before, During and After Communism,” Advances in Austrian Economics 1 1994.


Pejovich, S. “Understanding the Transaction Cots of Transition,” Review of Austrian Economics 16 (4) 2003.


Colombatto, E. “Is There An Austrian Approach to Transition?,” Review of Austrian Economics 15 (1) 2002.


Calcagno, P., F. Hefner, and M. Dan. “Restructuring Before Privatization,” Quarterly Journal of Austrian Economics, 9 (1) 2006. 

April 23: 

Romance and Realism in the Politics of Economic Reform

Background Readings: 
Mises, Human Action, 862-885.


Hayek, Individualism and Economic Order, 1-32.


Rothbard, Man, Economy, & State, 825-829.


Kirzner, Competition & Entrepreneurship, 94-101.

Required Readings:

Eggertsson, T. Imperfect Institutions (2006).

Recommended Readings:
Shmanske, S. “On the Relevance of Policy to Kirznerian Entrepreneurship,” Advances in Austrian 



Economics 1 1994.




Kirzner, I. “A Tale of Two Worlds: A Comment on Shmanske,” Advances in Austrian Economics 1 



1994.




Lewin, P. “The Market Process and the Economics of QWERTY,” Review of Austrian Economics 



14 (1) 2001.




Review of Austrian Economics, 15 (2-3) 2002 ---







 symposium on Austrian Economics and Public Choice.




Ikeda, S. “How Compatible are Public Choice and Austrian Political Economy?,” Review of 



Austrian Economics 16 (1) 2003.

April 30:

The Return of Grand Theory I

Background Readings: 
Mises, Human Action, 1-91; 143-193; 664-687; 833-861; 862-885.


Hayek, Individualism and Economic Order, 1-32.


Rothbard, Man, Economy, & State, 765-890.


Kirzner, Competition & Entrepreneurship, 212-242.

Required Readings:
R. Higgs, Depressions, War and Cold War (2006).

Recommended Readings:
Ikeda, S. “The Dynamics of Interventionism,” Advances in Austrian Economics 8 2005.


Hagel, J. and W. Grinder, “From Laissez-Faire to Zwangswirtschaft:  The Dynamics of Interventionism,” Advances in Austrian Economics 8 2005.


Grinder, W. and J. Hagel, “The Austrian Theory of the Business Cycle: Reflections on Some Socio-Economic Effects,” Advances in Austrian Economics 8 2005.


Cochran, J. “Of Contracts and the Katallaxy,” Review of Austrian Economics, 17 (4) 2004.

May 7:


The Return of Grand Theory II

Background Readings: 
Mises, Human Action, 617-623.


Hayek, Individualism and Economic Order, 107-118.


Rothbard, Man, Economy, & State, 839-850.


Kirzner, Competition & Entrepreneurship, 47-52; 222-225.

Required Readings:
D. McCloskey, Bourgeois Virtues (2006).

Recommended Readings:
Salerno, J. “Ludwig von Mises as a Social Rationalist,” Review of Austrian Economics 4 1990.


Raico, R. “The Austrian School and Classical Liberalism,” Advances in Austrian Economics, 2 (A) 1995.


Runde, J. “Bringing Social Structure Back Into Economics,” Review of Austrian Economics 14 (1) 2001.


McCann, C. “F. A. Hayek: The Liberal as Communitarian,” Review of Austrian Economics 15 (1) 2002.

SDAE Presidential Addresses (1998-2006)

Karen Vaughn, “Does Austrian Economics Have a Useful Future?,” Advances in Austrian Economics, 5 1998.

Mario Rizzo, “The Coming Slavery: The Determinism of Herbert Spencer,” Review of Austrian Economics 12 (2) 1999.

Charles Baird, “Alchian and Menger on Money,” Review of Austrian Economics, 13 (2) 2000.

Peter Lewin, “The Development of Austrian Economics: Revisiting the Neoclassical Divide,” Review of Austrian Economics 14 (4) 2001.

Peter Boettke, “Information and Knowledge: Austrian Economics in Search of Its Uniqueness,” Review of Austrian Economics 15 (4) 2002.

William Butos, “Knowledge Questions: Hayek, Keynes and Beyond,” Review of Austrian Economics 16 (4) 2003.

Steven Horwitz, “Monetary Calculation and the Unintended Extended Order: The Misesian Microfoundations of the Hayekian Great Society,” Review of Austrian Economics 17 (4) 2004.

Roger Garrison, “From Keynes to Hayek: The Marvel of Thriving Macroeconomies,” Review of Austrian Economics, 19 (1) 2006.

Roger Koppl, “Austrian Economics at the Cutting Edge,” Review of Austrian Economics, 19 (4) 2006.

Foundations of the Market Economy Book Series (Routledge, 1990-)

Kirzner, I. The Meaning of Market Process (1992).

Thomsen, E. Prices and Knowledge (1992).

Maclachlan, F. Keynes’ General Theory of Interest (1993).

Dowd, K. Laissez Faire Banking (1993).

Lavoie, D., ed., Expectations and the Meaning of Institutions: Essays in Economics by Ludwig Lachmann (1994). 

Machovic, F. Perfect Competition and the Transformation of Economics (1995).

Harper, D. Entrepreneurship and the Market Process (1996).

O’Driscoll, G. and M. Rizzo. The Economics of Time and Ignorance (1996).

Ikeda, S. The Dynamics of the Mixed Economy (1996).

Endres, A. Neoclassical Microeconomic Theory: The Founding Austrian Vision (1997).

Chamlee-Wright, E. The Cultural Foundations of Economic Development (1997).

Cowen, T. Risk and Business Cycles (1998).

Lewin, P. Capital in Disequilibrium (1999).

Kirzner, I. The Driving Force of the Market (2000).

Sautet, F. An Entrepreneurial Theory of the Firm (2000).

Garrison, R. Time and Money (2000).

Horwitz, S. Microfoundations and Macroeconomics (2000).

Dowd, K. Money and the Market (2001).

Boettke, P. Calculation and Coordination: Essays on Socialism and Transitional Political Economy (2001).

Steele, G. Keynes and Hayek (2001).

Vanberg, V. The Constitution of Markets (2002).

Harper, D. Foundations of Entrepreneurship and Economic Development (2003).

Birner, J and P. Garrouste, ed., Markets, Information and Communication (2003).

Gerken, L. The Constitution of Liberty in the Open Economy (2004).

Aranzadi, J. Liberalism Against Liberalism (2006).

Koppl, R., ed., Money and the Market Process: Essays in Honor of Leland Yeager (2006).

A Sample of Works by “Austrians” Published in Top Professional Journals (1975-)

White, L. “Competitive Payment Systems and the Unit of Account,” American Economic Review 74 (September 1984): 699-712.

White, L. and G. Selgin, “How Would the Invisible Hand Handle Money?,” Journal of Economic Literature 32 (December 1994): 1718-1749.

Selgin, G. “Free Banking and Monetary Control,” Economic Journal, 104 (427) 1994: 1449-1459.

O’Driscoll, G. “The Ricardian Nonequivalence Theorem,” Journal of Political Economy, 85 (1) 1977: 207-211.

Cowen, T. and R. Krozner. “The Development of the New Monetary Economics,” Journal of Political Economy 95 (3) 1987: 567-590.

Cowen, T. and R. Fink. “Inconsistent Equilibrium Constructs,” American Economic Review, 75 (4) 1985: 866-869.

Koppl, R. “Animal Spirits,” Journal of Economic Perspectives, 5 (3) 1991: 203-210.

Caldwell, B. “Hayek and Socialism,” Journal of Economic Literature, 35 (4) 1997: 1856-1890.

Caldwell, B. “Clarifying Popper,” Journal of Economic Literature, 29 (1) 1991: 1-33.

Maki, U. “Diagnosing McCloskey,” Journal of Economic Literature, 33 (3) 1995: 1300-1318.

DiLorenzo, T. and J. Bennett, “The Political Economy of Political Philosophy,” American Economic Review 72 (5) 1982: 1153-1161.



