Welcome to Econ 101

----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
“Part of the (ideological) service (of economics) consists in instructing several hundred thousand students each year. Although gravely insufficient this instruction implants an imprecise but still serviceable set of ideas in the minds of many and perhaps most who are exposed to it. They are led to accept what they might otherwise criticize; critical inclinations which might be brought to bear on economic life are diverted to other more benign fields.” – John Kenneth Galbraith, Economics and the Public Purpose  (1973) p. 7

“The interest of the dealers, however, in any particular branch of trade or manufactures, is always in some respects different from, and even opposite to, that of the public. To widen the market and to narrow the competition…can serve only to enable the dealers, by raising their profits above what they naturally would be, to levy, for their own benefit, an absurd tax upon the rest of their fellow-citizens. The proposal of any new law or regulation of commerce which comes from this order...comes from an order of men, whose interest is never exactly the same with that of the public, who have generally an interest to deceive and even to oppress the public, and who accordingly have, upon many occasions, both deceived and oppressed it.”– Adam Smith, The Wealth of Nations Book I, Chapter XI

----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------


Economics comes from an ancient Greek word, and originally described “household management.”  In the early 18th century, capitalist proponents conveniently perverted “economics” by equating it with “chrematics” - the ancient Greek concept of “wealth accumulation by business transaction.”  In a growing number of Intro classes like the ones on this campus, the economics taught is one particular kind called Neo-classical or Neo-liberal economics.  It is but one model among many, yet it is presented as a “positivist” science (“the world as it is”)


Our textbook was written by the Bush Administration's top economic advisor, our supplements come from intensely partisan publications such as The Wall Street Journal and The Economist, and ideology abounds.  The result is that today’s Neo-classical and Neo-liberal economics subscribe to many unstated assumptions about human behavior, human nature, economic production, and social organization.  These assumptions easily lend themselves to the viewpoint known within the United States as “Libertarian.”  However, the term “Libertarian” is deceptive, since a "Libertarian" in every other nation (and in the US prior to the 1950s) is synonymous with “Anarchist” or “anti-authoritarian.“

Only by understanding these fundamentally flawed assumptions of Neo-liberal/Neo-classical economics can we learn to question the usefulness of this dominant theory:
Fallacy #1- Rational Individualism - All economic participants must be atomized, self-interested, and competitive. If you or any group you are with (family, collective, community etc.) lapses into joint decision making, altruism, and/or cooperative effort, well you're just stupid (i.e. irrational). In this theoretical world, a one-time customer tipping a clerk, waiter, or delivery person defies economic law.

Fallacy #2: Utility Maximization - This is the only goal of any individual, corporation, or other entity engaged in economic activity, with utility being reduced to income, profit, or some other dollar figure. In this theory, goods equal happiness, and anyone who is satisfied with their current level of production/consumption is an irrational anomaly.

Fallacy #3: Perfect Information - In order to meet the demands of fallacy #1 and #2, all economic participants must be infallible, consistent and all-knowing. This is a tall order even for Alan Greenspan, and most people could care less to know all about their "best" choice among 50 brands of toothpaste.

Fallacy #4: Subjective Theory of Value (STV) – Formulated in the mid-19th century as a reaction to Adam Smith's Labor Theory of Value (LTV, which states that all economic wealth originates in labor) the STV has no explanation of the source of economic value, assuming that all economic goods/services only have "worth" in terms of the market price. The STV allows neoclassicists to justify expropriation of profit from workers by paying the worker less than the actual value of their labor, to treat labor and capital interchangeably in production calculations (We lost five seamstresses?  We'll need five more sewing machines to keep up!) and to assign a quantitative value to every noun in existence. Yes, you can calculate how much your grandma, Lake Superior, and the ozone layer are "worth"!

For example, consider an individual choosing to pay $120 for shoes with a Nike logo simply because they like Nike’s advertisements, while exactly identical generic shoes cost only $80.  The LTV would rightfully explain that the shoes are identical in both labor & capital inputs and use-value to the consumer, while attributing the higher price to an inefficiency in the capitalist economy--namely advertising and artificially induced commodity fetishism.  The STV asserts that because the consumer was willing to pay more, the Nike shoes must have more value, but this is clearly not the case.  Capitalism creates as well as meets needs.  If you think prices come from markets, you think that milk comes from bottles.
Fallacy #5: Corporate Personhood - “Firms” (econ professors tend to avoid the term “corporation”) are considered equivalent to persons as economic actors. Corporations are actually creatures of government chartered by the state, and sadly recognized as legal persons by the court system.  The term “corporation” originates from the Latin term “corpus” meaning “common body in common cause.”  Corporations are in fact a type of government in themselves, yet are treated as if they should have the full autonomy and rights of individual human beings.

Fallacy #6: Classless society - Adam Smith, the founder of modern economics, wrote of how any capitalist system is inherently a class-based society, with workmen and masters. Notions of class are disregarded in the neoclassical economic model.  Much of the discussion in our textbook is void of the social context of unequal power dynamics in which economic activity takes place. In most cases, capitalism is presented as a natural, eternal state of human affairs. Even the term "capitalism" is rarely used: naming the system, after all might imply that there are others. The preferred euphemism is "market economy" which implies that the economy is like some big flea market where anybody can set up a card table on Saturday mornings and sell their wares. It's just a coincidence that General Electric has $575 billion dollars worth of capital assets sitting on its card table and you and I only have our brains and brawn to offer.
Fallacy #7: The Political Vacuum - Markets are considered naturally occurring phenomenon, independent of the governments, legal institutions, and police powers necessary to uphold private property laws, enforce contracts, and establish a stable currency. Corporations and businesses exist independent of social contracts and political constructs.  Markets are often pitted as the polar opposite of government, being a form of economic anarchy, liberty, or freedom.  However, within the capitalist marketplace, there is only a limited anarchy between businesses.  Each workplace, factory, and business is a highly controlled environment with clear lines of authority in a hierarchical, centralized social structure.  The exchange of money on a capitalist marketplace is merely a mechanism for economic planning, which puts all planning power into the hands of a few capitalists.  The idea that workers could plan the economy in a freer, more democratic, and more efficient manner is beyond the realm of possibilities in Econ101, as it would be subversive, require independent thought, and draw into question existing political powers!  The government, by its very nature serves the interests of those with the most property, and thus is tool of capital rather than an impediment to it as is usually suggested by econ professors.
Fallacy #8: Efficiency vs. Equity - The Neoliberal model creates a false dichotomy where getting individuals their required resources supposedly detracts from efficient allocation. This is illustrated most vividly in the assertion that minimum wage laws cause unemployment. No less an authority than Adam Smith stated that the key to a prosperous economy was the “liberal reward of labor.”  In truth, raising the minimum wage stimulates demand, thus creating jobs, since virtually all minimum-wage-level workers live paycheck-to-paycheck and must spend all their income on necessities.

***Note but Ignore - Our text notes that we may value other things and there are circumstances where we may attempt to work these valuations into our equations, but it does this in a "note but ignore" fashion. We may value clean air, hell it might be a necessity, "nonetheless", protecting it is a tradeoff that supposedly hurts economic activity.
In conclusion, the real-world results of Econ 101’s teachings are:

* Dehumanization - All people are reduced to greedy, self-absorbed, materialistic, short-sighted utilitarians. (Sounds like my friends!) People only make decisions as consumers, not as citizens or members of humanity.
* Exploitation - All humanity and the earth itself becomes a "resource" with a price tag ripe for abuse.  Everything is objectified and commodified. There is no room for intrinsic, sacred, aesthetic, or natural value.
* Growth-mania - Presented as "progress" - runaway growth is the ideology of a cancer cell.  As long as more stuff is cranked out, well that is super!
Alternative Economics?

As Neoclassical Economics only values market price it ignores Marxist objections to the treatment of labor as just another input, feminist objections to reducing all relationships to exchange relationships, environmentalist objections to treating nature as a commodity, historians, anthropologists, and sociologists objections to ignoring history, culture, and power dynamics etc.  Economic systems are just social constructs (the result of human behavior and thought which can change given different environments and upbringings) so we can create/foster ones that are more productive, democratic, sustainable, healthier, equal, and more fulfilling.

· Institutional Economics uses tools from other social sciences to explain economic phenomenon, and focuses on how groups coordinate activities to achieve desired goals.  Read: Veblen, Karl Polanyi, Douglas North
· Ecological Economics seeks an approach to sustainable development within the context of environmental limitations. - http://www.euroecolecon.org/whatis.htm
· True Cost Economics emphasizes external societal costs, factoring them in on top the "market price" for consumer goods. - http://www.adbusters.org/metas/eco/truecosteconomics/
· Heterodox Economics (as opposed to orthodox) does not demonize neoclassical econ, but treats it as one view among many versions and values. - http://www.hetecon.com/ (From here you can research: Austrian economics, Behavioural economics, Black political economy, Ecological economics, Evolutionary economics, Feminist economics, Georgist economics, Historical economics, Institutionalism, Marxism, Post Keynesian economics, Postmodern economics, Postcolonial economics, Rhetorical economics, Social economics and Sraffian economics)
If you are interested in starting a critical/oppositional study group with the goals of understanding econ but also challenging, criticizing, and demanding an alternative to Econ 101 as Neoclassical / Neoliberal economics, attend a meeting with questions and ideas on Thursday Jan 27th 4:30 pm TITU in the Memorial Union (Look for “Irrational Economics”)

Produced by the Student Labor Action Coalition - http://slac.rso.wisc.edu
(with thanks to John Peck, an irrational economist)

“I hope we shall crush in its birth the aristocracy of our monied corporations which dare already to challenge our government to a trial of strength, and bid defiance to the laws of our country.” –Thomas Jefferson

