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The Polanyian Perplex
•

Start with the Polanyian Perplex: land,
labor, and finance are not “commodities”

•

“Commodities”
•

Are pushed to their most valuable use
by market forces

•

Each use of them must pass a
profitability test

•

This is a good thing

•

“Land”—what your community is

•

“Labor”—what your lifestyle is

•

“Finance”—whether you have a job, or a
firm to work for

•

People think they have rights to stable
communities, expected incomes, secure
jobs—but in a market society the only
rights that count are property rights

The Polanyian Perplex II
•

You can argue—and people do—that those
who complain about “land” and “labor”
becoming commodities have no legitimate
beef

•

We have a dynamic society: things change:
•

Changing communities driven by (wellfunctioning) markets are positive-sum

•

Changing occupational rewards driven
by (well-functioning) markets are
positive-sum

•

The answer is social insurance and social
welfare

•

But all this presumes full employment:
there is no sense in which this much
instability in firms and jobs is part of some
positive-sum process

Nevertheless, a Lot of Garbage
Economics Out There…
•

•

Varieties of garbage:
•

A “Great Forgetting”? (Edward Prescott, Robert Lucas)

•

A “Great Vacation”? (Casey Mulligan)

•

A “Great Rusting”? (Ambler and Paquet)

•

A “Great Exhaustion” of Resources? (T.R. Malthus, but he
had an excuse—he was writing in the 1920s)

•

A “Great Overregulating”? (John Taylor)

•

A “Great Overtaxing”? (Huge numbers of Republicans)

•

A “Great Unionizing”? (Jacques Rueff and company)

•

Whenever the government spends more, some privatesector actor must immediately and completely spend less
(John Cochrane, Eugene Fama, Robert Lucas, many others)

•

Depression is produced not when money is tight but when it
is easy (John Cochrane, Steven Williamson, David Andolfatto,
etc.)

•

Depression “a nemesis on previous prosperity” (Friedrich
von Hayek, Josef Schumpeter, innumerable financiers today)

•

Hordes of others—David Levine, Michele Boldrin, Luigi
Zingales come to mind…

Where and why this garbage comes from and why it persists is
largely a mystery…
•

http://delong.typepad.com/sdj/2009/09/a-magnificentseven.html

Garbage Business-Cycle Theories:
Some Examples
• Casey Mulligan:
– “Are Employers Unwilling to Hire, or Are Some Workers Unwilling to Work?” New York
Times: “Employment has been falling over the past year.... [Today s]ome employees face
financial incentives that encourage them not to work.... [T]he decreased employment is
explained more by reductions in the supply of labor (the willingness of people to work) and
less by the demand for labor (the number of workers that employers need to hire)…"
• John Cochrane:
– “We should have a recession. People who spend their lives pounding nails in Nevada need
something else to do…”
– John Lippert: “John Cochrane was steaming as word of U.S. Treasury Secretary Henry
Paulson’s plan to buy $700 billion in troubled mortgage assets rippled across the University
of Chicago in September…. ‘We all wandered the hallway thinking, How could this
possibly make sense?’ says Cochrane, 51, recalling his incredulity at Paulson’s attempt to
prop up the mortgage industry and the banks that had precipitated the housing market’s
boom and bust…”
• Chari, Christiano, and Kehoe:
– “One view of the current situation that might justify intervention is that projects that are
well understood not to be risky cannot get funding… because the weak balance sheets of
the bank force them to pass on what otherwise would be very profitable loans….
Documenting this view will be an uphill battle because many versions of this view would
imply large profit opportunities for the subset of banks with relatively healthy balance
sheets…”
• All of these people may be clever, but not wise…

What’s Going on with These Huge and LongLasting Fluctuations in Unemployment?
•

A general glut—an excess supply
of produced goods and services
and of labor—is an excess demand
for money.

•

Money is something you hold as a
substitute for trust

•

You can increase your holdings of
money in two ways:

•

•

Sell more other stuff

•

Buy less other stuff

•

Different from other
commodities in this way

That is the key fact here

Back Up to 1803
•

Jean-Baptiste Say: Not possible for there to be a “general
glut”:
•

•

“If certain goods remain unsold, it is because other
goods are not produced; and that it is production alone
which opens markets to produce.... Whenever there is a
glut, a superabundance, [an excess supply] of several
sorts of merchandize, it is because other articles [in
excess demand] are not produced in sufficient
quantities…”

Thomas Robert Malthus: Then what’s going on?:
•

“We hear of glutted markets, falling prices, and cotton
goods selling at Kamschatka lower than the costs of
production. It may be said, perhaps, that the cotton
trade happens to be glutted; and it is a tenet of the new
doctrine on profits and demand, that if one trade be
overstocked with capital, it is a certain sign that some
other trade is understocked. But where, I would ask, is
there any considerable trade that is confessedly understocked, and where high profits have been long
pleading in vain for additional capital? The [Napoleonic]
war has now been at an end above four years; and
though the removal of capital generally occasions some
partial loss, yet it is seldom long in taking place, if it be
tempted to remove by great demand and high profits…”

By 1830 Say Had Abandoned Say’s Law
•

Jean-Baptiste Say:
•

•

“The Bank [of England]... forced the return
of its banknotes, and ceased to put new
notes into circulation…. Commerce found
itself deprived at a stroke of the advances
on which it had counted, be it to create
new businesses, or to give a lease of life to
the old. As the bills that businessmen had
discounted came to maturity, they were
obliged to meet them…. They sold goods
for half what they had cost. Business
assets could not be sold at any price. As
every type of merchandise had sunk below
its costs of production, a multitude of
workers were without work. Many
bankruptcies were declared among
merchants and among bankers…”

Yet the garbage economics continues. A
mystery…

Yoga Lessons and Lattes
•

Consider an economy in which only two
things are produced: yoga lessons and lattes
•

•

•

(This is what economists do: strippeddown thought experiments that we hope
capture the essence, and then generalize)

Excess demand for yoga lessons is deficient
demand for lattes
•

Yoga teachers are overworked

•

Latte-pullers stand idle

•

Latte-pullers retrain to teach yoga

•

System rebalances at a higher level of
human satisfaction

Not a process we want to interfere with…

Yoga Lessons, Lattes, and Cash
•

•

Deficient demand for yoga lessons and lattes
is excess demand for cash
•

Yoga teachers stand idle

•

Latte-pullers stand idle

•

Can’t retrain to produce cash

In normal times bankers can produce cash
•

•

But what if times are not normal?

In normal times governments can produce
cash?
•

But Greece…

Options in a Depression
•

Wait it out—until something
changes, and people are happy with
the cash they have and so resume
spending at a “normal” pace

•

Have those who can make “cash” do
so—without cracking trust in them

•

Have those who can spend—usually
government—ramp up their own
spending

•

Cut wages and prices?
•

But the shortage of and demand
for cash is often a fear that
somebodies are bankrupt, and at
lower wages and prices more
somebodies are bankrupt

Catch Our Breath…
•

Comments?

•

Questions?

