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Introduction

“The Age of Chivalry is gone; that of sophisters, economists, and calculators has succeeded.”

Edmund Burke

Economics may drive the modern world and shape our lives, but most of us lack knowledge of the key ideas, thinkers and writings in the discipline. Spanning fifty key books, hundreds of ideas, and two centuries in time, 50 Economics Classics is an intelligent person’s guide to capitalism, finance, and the global economy, taking you on a journey from the early days of the Industrial Revolution to the “Second Machine Age” of the internet and artificial intelligence. This is neither a history nor an encyclopedia of economics, but a guide to some of the great reads and seminal ideas – old and new – from Adam Smith’s The Wealth of Nations to Thomas Piketty’s Capital in the Twenty-First Century, that help the subject come alive. 

Edmund Burke was surely right that economics, money, and finance are at the heart of modern civilization in the way that honor, chivalry, and religion were to the Middle Ages. If, once upon a time, a person’s fate was largely settled by the social circumstances of their birth, today each of us is very much an economic being who must produce things of market value if we are to survive and thrive. “All your life,” Paul Samuelson said, “from cradle to grave and beyond – you will run up against the brutal truths of economics.” 

One of the fundamental drives of human beings is for prosperity. If we have money and assets, we can acquire goods and services that provide more personal freedom and power. A political vote gives us freedom and power in theory, but in practice it means little if we can’t even sustain ourselves and our families. If many political problems, from increasing inequality to inadequate infrastructure and education, and from inflation or deflation to indebtedness, are in fact economic ones, cracking the code to economic success, for person, firm, and nation, is crucial. This book will go some way towards giving you the knowledge to help you do that.

Beyond the achievement of personal or national security, what is economics ultimately for? John Maynard Keynes, who was a lover and supporter of the arts, thought it was so we could enjoy the good things in life. This was only possible with a stable, growing economy in which damaging cycles of boom and bust were ironed out. Economists, Keynes said, are the “trustees, not of civilization, but of the possibility of civilization.”

ECONOMICS AS A SCIENCE

Far from perfect

It is easy to forget that when Adam Smith wrote The Wealth of Nations in 1776, the word “economics” wasn’t in use. Instead, “political economy” was a branch of philosophy that concerned how governments collected and spent money. Smith’s genius was to break away from this, showing how it was the private economy and the industry of individuals, not the state, that created the wealth of nations. In doing so he created the more specialized discipline of economics as we know it today.

However, it is also true that our lives are regulated by laws, political institutions, and social norms as much as they are by the market. We are citizens first, consumers second. In truth, we do not live in “an economy,” but in some variant of political economy, whether it be capitalist with welfare provision, socialist, or authoritarian with market elements. Because we cannot analyze economic activity separately from state, society and government, the focus of this book is political economy rather than economics in its narrowest sense.

For a supposedly empirical science, economics has been plagued by ideological divisions, fads and fashions. As Ronald Coase has argued, the biggest problem in economics is that theories and models have been constructed on assumptions which practitioners have not been bothered to examine and admit. He coined the term “blackboard economics,” in which everything works perfectly in theory, but not so much in reality. Some of the biggest mistakes in economics came from putting this theoretical cart before the horse. They include:

• The self-balancing market, in which supply and demand, employment and prices, all work in an elegant dance which eliminates the need for government involvement in the economy. Though a powerful paradigm, it only needed one big event, the Great Depression, to demonstrate its flaws. It was articulated in the gold standard, a financial straitjacket which put currencies ahead of employment and people, and today is expressed in the drive for total financial globalization, deregulation, and privatization, irrespective of national priorities.

• The centrally-planned economy, which assumed that it was possible for the state to garner all relevant data to make decisions and allocate resources for the benefit of all. Yet in doing away with normal markets, the information provided by prices was lost, and eliminating the chance of personal profit meant innovation ceased and economies went slowly backward. Most importantly, it was seen that such systems required brutal coercion to make all their parts hang together.

In short, economists have been all too willing to believe in “one big thing” when they should be willing to change and fix models according to newly arising facts, and to accept lots of little pieces of data which together make a more accurate picture of reality.

Another serious allegation leveled against economics is that it has ignored the lessons of history. University economics students rarely read books or articles more than 30 years old, and instead have textbooks presenting the current orthodoxy. Yet if there is anything that the financial crisis of 2007–08 told us, it is that economic and financial history matters. Each generation believes that some fundamental change has occurred in the economy such that manias, panics, and crashes won’t happen again— and yet they do. At an event at the London School of Economics in the wake of the crisis, Queen Elizabeth II asked the assembled economists, “Why didn’t anyone see this coming?” The fact that only about a dozen economists did see it coming (according to Australian economist Steve Keen, who actually counted them) tells us that economics is far from being an objective science that can make reliable predictions—as, for example, meteorologists increasingly do. This is partly because economies today are extremely complex systems involving not just the mechanics of production and the satisfaction of demand, but psychological factors including confidence and expectations about the future. Prediction is also hampered by models which, thanks to ideological bias, are based on wrong assumptions. Deregulation of banking and mortgage lending in the United States, for instance, by increasing the amount of funds available, was expected to lead to an “ownership society.” Instead it encouraged a cowboy industry in which lending irresponsibility led to a real estate bubble, financial shenanigans, and a crash that left millions in economic misery.

The economist Hyman Minsky warned that, unless it is well regulated, capitalism will naturally go to extremes and produce instability. When you have banks and corporations lobbying governments for “reform,” be sure to check who will benefit. Minsky went as far as saying that, “Only an economics that is critical of capitalism can be a guide to successful policy for capitalism.” Until economic policy stops being a tool that can be captured or used for one group’s advantage, it will be hard for capitalism to fully realize its potential of increasing well-being for all.

“Political Economy or Economics is a study of mankind in the ordinary business of life … Thus it is on the one side a study of wealth; and on the other, and more important side, a part of the study of man.”

Alfred Marshall 

The “study of man” aspect of the economics discipline has long played second fiddle, but in the last 30 years, behavioural economics has questioned the standard picture of humans as rational beings who always act in their best interest. The belief in our “self-maximizing” nature created a false idea of the efficiency of market economies and the idea that they allocate resources perfectly. In reality, we frequently don’t know what is best for us, do irrational things that lessen our chance for happiness, and have cognitive biases which lead us to wrong conclusions. If the whole of economics is based on a theory of rational choice, what you end up with is not human beings, but “consumers with a set of preferences.” Marshall, a British economist, saw society in terms of millions of individuals each seeking their highest utility, putting up with the “disutility” of working in order to buy goods and services they wanted. Firms, meanwhile, existed in a state of perfect competition to supply these wants. This neat world (Robert Heilbroner called it a “well-mannered zoo”) had apparently nothing to say about war, revolution, or the power of religion. Such areas were excised from economics because they didn’t fit the models, or were put down as mere “politics.” 

Keynes noted that because it involves so much psychology and expectations, and has outcomes that affect lives in a deep and lasting way, economics is a moral science. People’s decisions can’t be reduced to mathematical equations, even if it would be more convenient if they were. French political economist Thomas Piketty criticizes the discipline’s attempt to put itself above other social sciences. Its obsession with mathematics, he writes in Capital in the Twenty-First Century, “is an easy way of acquiring the appearance of scientificity without having to answer the far more complex questions posed by the world we live in.” Ha-Joon Chang, a Cambridge University economist, goes as far as to say that “Good economic policy does not require good economists.” The East Asian economic miracle, including the rise of his native South Korea, was implemented mostly by lawyers, politicians and engineers, he notes. 

These criticisms aside, there are thousands of economists today who have a healthy scepticism of what their discipline can achieve, who are not ideologues or lost in models, and who study non-economic motives and socially co-operative behaviour. But economists are also clannish, Harvard’s Dani Rodrik says, and tend to discount anyone who is not “one of them.” The result is groupthink and the inability to see emerging tensions which break out into crises and major events. This is important, because economists are the high-priests of our capitalist culture, followed by politicians as much as the public. Their mistakes of prediction and omission can affect not just today’s economy, but whole generations. 

However, when economists get it right, through emphasizing simple ideas such as the benefits of markets and trade over defensive self-sufficiency, their ideas can raise the welfare of billions. 

THINGS TURNED OUT PRETTY WELL 

Separating economic fact from fiction

“Here again that last, astonishing fact, discovered by economic historians over the past few decades. It is: in the two centuries after 1800 the trade-tested goods and services available to the average person in Sweden or Taiwan rose by a factor of 30 or 100. Not 100 percent, understand – a mere doubling – but in its highest estimate a factor of 100, nearly 10,000 percent, and at least a factor of 30, or 2,900 percent. The Great Enrichment of the past two centuries has dwarfed any of the previous and temporary enrichments.”

Deirdre McCloskey

As Angus Maddison and other economic historians have noted, the world economy barely grew in the two millennia prior to the Industrial Revolution. Then, it began to grow very fast. Living standards have risen at an astonishing rate during the last two centuries, and explaining this “Great Enrichment,” Deirdre McCloskey rightly says, “is the central scientific task of economics and economic history.”

If you look back over the writings of economic thinkers during the last two hundred years, you would read a litany of dark warnings about the future, from overpopulation to economic inequality to environmental catastrophe. That these things never happened, or turned out not to be as bad as imagined, is somehow forgotten, while the good news is overlooked. 

Yes, a billion people still live in poverty, but thanks to advances in agricultural output famine has become much less common, even as the world’s population rises. Just as the risk of dying in a war or natural disaster has diminished, so living standards continue to improve. On present projections, all countries and most of humanity will enjoy today’s Western living standards within a century, and yet, economist Julian Simon noted, “many people will continue to think and say that the conditions of life are getting worse.” If you doubt this, read the chapters on Simon, McCloskey, Diane Coyle and Robert J. Gordon, which provide the empirical basis for the assertion. 

But how could it be possible that the world continues to grow, with more people consuming more things, and there not be depletion of the world’s resources? What tends to happen is that when any one resource starts to run out, human ingenuity steps in. The discovery of crude oil extraction replaced the need for whale oil, and sustainable technologies such as wind and solar will in time lessen the need for crude. The point is that resources are not fixed, but are the product of minds which, history suggests, solve most big problems. In the long run, the direction of travel is clear: the world has got richer and better off on just about every measure, even as there have been more of us. 

DOING WHAT WORKS

Creating a discipline beyond ideology

Is the discipline of economics responsible for this Great Enrichment? 

Ludwig von Mises argued that it was the classical economists like Adam Smith who were crucial in creating the conditions for modern wealth creation, in that they attacked “age-old laws, customs, and prejudices upon technological improvement and freed the genius of reformers and innovators from the straitjackets of the guilds, government tutelage, and social pressure of various kinds.” It was economists, von Mises says, “that reduced the prestige of conquerors and expropriators and demonstrated the social benefits derived from business activity.” The laws of economics, in other words, provided a counterweight to the conceit of those in power. The industrial revolution would not have happened without a laissez-faire economy.

In contrast, Karl Polanyi pointed out markets have never existed without the say-so of government and state. That markets, and their wealth-generating quality, have been able to expand and develop, is really on the back of political freedoms that let unprivileged people fulfil their potential by being able to sell some service or good which they had a talent for producing.

Who is right, Polanyi or von Mises? Do we need the state and the political rights it provides to prosper, or does government stand in the way of people and markets? Is the ideal political economy a tightly regulated, planned one, which puts social justice before profits, or a very minimal state which simply provides law and order, defence and the enforcement of contracts, but otherwise gives people total freedom to pursue their own ends? 

The correct answer to such questions is “somewhere in between.” Economics concerns the trade-off between equality and efficiency. As citizens we have every right to seek certain social outcomes that increase justice, reduce the gap between rich and poor, or provide basic health care and education for all. Yet go too far with these goals, and state finances are bankrupted while personal freedom is eroded, because hard-won wealth gets redistributed. 

What is fact is that, in the last half century, people have voted in large numbers for the welfare state, despite its cost, along with regulation of everything from food standards to banking, to the creation of the minimum wage and national parks. In 2009, the year he died, Paul Samuelson penned a frontispiece to the nineteenth edition of Economics, his famous textbook, with the heading “A Centrist Proclamation.” A centrist approach, he said, celebrates “an economy that combines the tough discipline of the market with fair-minded governmental oversight.” The centrist approach looks only to the evidence, and events of the previous 20 years—including the crisis of 2007–08—have clearly shown that neither unregulated capitalism, nor a centrally planned economy, are viable routes to prosperity.

In 1994, celebrated economist John Kenneth Galbraith was asked in an interview where he stood on the political spectrum. He replied:

“I react pragmatically. Where the market works, I’m for that. Where the government is necessary, I’m for that. I’m deeply suspicious of somebody who says, ‘I’m in favor of privatization,’ or, ‘I’m deeply in favor of public ownership.’ I’m in favor of whatever works in the particular case.”

As a social science, economics must concern only “what works,” to go beyond ideology. That said, if we had to make a choice between living under a socialist system, or a capitalist one, the latter, the evidence clearly tells us, is much better at providing the things that we as individuals and societies value. 

If that is true, it makes sense to know a bit more capitalism, which is after all the system under which most of the world’s population now lives. A significant chunk of 50 Economics Classics is devoted to that end.


About the list 

It could be argued that where economics really moves forward is in academic journal articles and well-known blogs, so why focus on books? Well, a book is one of the best tests of the validity of an idea, because its length requires the author to furnish evidence and examples to back up the theory. The author has something important to say for which no other format will suffice. Many of the books on my list took years to write and are the culmination of a lifetime of research (Gordon’s The Rise and Fall of American Growth, for example), or set out to be the defining work on the topic (Michael Porter’s The Competitive Advantage of Nations). Yet the fifty writings are chosen not only because they are important, but because most of them are great to read in their own right. After all, if a major insight is lost in impenetrable scholarly language, its effect on the wider world may be limited. But if the author makes the effort to put it in plain language, it will earn a bigger hearing. Economic issues should not be—as finance types might prefer—some secret alchemy that only a few can really appreciate.

Economists don’t have a monopoly on economics, any more than philosophers have a monopoly on philosophy. For this reason, the list includes a range of people in addition to academic economists, including historians, investors, journalists, sociologists, and business professors, who themselves have been influenced by areas of knowledge beyond economics, including psychology, philosophy, and even literature. The writings are selected either because they are undeniably important and must be included in any list of this sort, or intriguing in a way that makes economics come alive. The latter criterion makes some of the choices idiosyncratic, but then no list of key writings in a field can ever be “scientific,” and moreover what is considered significant changes over time. 

Quite a few of the selections are by “heterodox” (i.e. non-orthodox) economists, but I make no apologies for that. Whatever is thought to be correct at any one time is often later seen as a paradigm based on false assumptions. What is fringe economics today might be mainstream tomorrow, and vice versa, as evidence (or lack of it) surfaces for particular theories.

The hope is that you use 50 Economics Classics as an entrée to the field that inspires you to read the featured books in full and do further reading and research. To help with that, at the rear you will find a list of “50 More Classics,” with short descriptions of each, along with a Chronological List of the works discussed in the main text. 

50 Economics Classics is organized alphabetically, but to help you get a feel for the broad ideas running through the book, below are the titles organized by theme. 

To start each chapter I have included short quotes from the book in question, chosen because in my view they capture the essence of the work, convey some important idea, or illustrate the author’s style of writing. You may also find useful the one-line “nutshell” and “similar vein” features.
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2009

Lords of Finance

“More than anything else, more even than the belief in free trade or the ideology of low taxation and small government, the gold standard was the economic totem of the age. Gold was the lifeblood of the financial system. It was the anchor for most currencies, provided the foundation for banks, and in a time of war or panic, served as a store of safety. For the growing middle classes of the world, who provided so much of the savings, the gold standard was more than simply an ingenious system for regulating the issue of currency. It served to reinforce all those Victorian values of economy and prudence … Among bankers, whether in London or New York, Paris or Berlin, it was revered with an almost religious fervor, as a gift of providence, a code of behaviour transcending time and place.”

 
 

In a nutshell

Fixed ideas in economics can have disastrous results. The world hung onto the gold standard long after it had stopped being a means to create stability and growth.

In a similar vein

J. K. Galbraith The Great Crash 1929
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Michael Lewis The Big Short
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2010
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“The prospects of glory, wealth, and fame hold real value, even if they never materialize. They are, indeed, the stuff of which dreams are made. For the entrepreneur, contemplation of imagined success is only part of the psychic reward. In reading the biographies of the great inventors, one is struck by the fascination, moments of triumph, and even the pleasure of puzzle-solving and experimentation—though punctured by frustration and exhaustion—that accompanied the process of their work.”

 
 

In a nutshell

Economic growth rests on the development and implementation of new ideas, so it is surprising the extent to which entrepreneurship has been ignored by economics.

In a similar vein
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Robert J. Gordon The Rise and Fall of Economic Growth

Deirdre McCloskey Bourgeois Equality

Joseph Schumpeter Capitalism, Socialism and Democracy


1964

Human Capital

“It is clear that all countries which have managed persistent growth in income have also had large increases in the education and training of their labor forces. First, elementary school education becomes universal, then high school education spreads rapidly, and finally children from middle income and poorer families begin going to college. A skeptic might respond that the expansion in education as countries get richer no more implies that education causes growth than does a larger number of dishwashers in richer countries implies that dishwashers are an engine of growth.

However, even economists know the difference between correlation and causation, and have developed rather straightforward methods for determining how much of income growth is caused by a growth in human capital.”

 
 

In a nutshell

Though it carries some uncertainties, an investment in ourselves pays the greatest dividends.

In a similar vein

Erik Brynjolfsson & Andrew McAfee The Second Machine Age

Steven Levitt & Stephen J. Dubner Freakonomics

Thorstein Veblen The Theory of the Leisure Class


2007

The Little Book of Common Sense Investing

“Successful investing is all about common sense … Simple arithmetic suggests, and history confirms, that the winning strategy is to own all of the nation’s publicly held businesses at very low cost. By doing so you are guaranteed to capture almost the entire return that they generated in the form of dividends and earning growth.”

“[The] stock market is a giant distraction that causes investors to focus on transitory and volatile investment expectations rather than on what is really important—the gradual accumulation of the returns earned by corporate business.”

 
 

In a nutshell

If you invest in the stock market, put your money in a fund that automatically owns a little bit of every company listed. Over time, it is a sure and almost worry-free way to accumulate wealth.

In a similar vein

Benjamin Graham The Intelligent Investor

Robert Shiller Irrational Exuberance

Paul Samuelson Economics


2014

The Second Machine Age

“Computers and other digital advances are doing for mental power—the ability to use our brains to understand and shape our environments—what the steam engine and its descendants did for muscle power.”

“Not only are the new technologies exponential, digital, and combinatorial, but most of the gains are still ahead of us. In the next twenty-four months, the planet will add more computer power than it did in all previous history. Over the next twenty-four years, the increase will likely be over a thousand-fold.”

 
 

In a nutshell

As the stock of human knowledge grows, so does our ability to create new wealth, but we can’t allow people to be left out of the benefits of technology and innovation.

In a similar vein

Gary Becker Human Capital

Peter Drucker Innovation and Entrepreneurship

Robert J. Gordon The Rise and Fall of American Growth

Thomas Piketty Capital in the Twenty-First Century

Joseph Schumpeter Capitalism, Socialism, and Democracy

Julian Simon The Ultimate Resource 2


2011

23 Things They Don’t Tell You About Capitalism

“Understanding that there is no such thing as an objectively defined “free market” is the first step towards understanding capitalism … If some markets look free, it is only because we so totally accept the regulations that are propping them up that they become invisible.”

“With only a few exceptions, all of today’s rich countries, including Britain and the US—the supposed homes of free trade and free market—have become rich through the combinations of protectionism, subsidies and other policies that today they advise the developing countries not to adopt. Free-market policies have made few countries rich so far and will make few rich in the future.”

 
 

In a nutshell

The capitalism most widely practiced today is an ideological free market variant; compared to the post-Keynesian capitalism of the 1950s–1970s, it is a failure.

In a similar vein

John Maynard Keynes General Theory of Employment, Interest and Money

Naomi Klein The Shock Doctrine

Karl Marx Capital

Hyman Minsky Stabilizing an Unstable Economy

Thomas Piketty Capitalism in the Twenty-First Century

Karl Polanyi The Great Transformation

Dani Rodrik The Globalization Paradox


1988

The Firm, the Market, and the Law

“Markets are institutions that exist to facilitate exchange, that is, they exist in order to reduce the cost of carrying out exchange transactions.”

“In my youth it was said that what was too silly to be said may be sung. In modern economics it may be put into mathematics.”

 
 

In a nutshell

To understand economics, you must understand the role that transaction costs play in shaping firms, markets, and institutions.

In a similar vein

Milton Friedman Capitalism and Freedom

Albert O. Hirschman Exit, Voice, and Loyalty

Elinor Ostrom Governing the Commons

Michael E. Porter The Competitive Advantage of Nations


2014

GDP: A Brief But Affectionate History

“Economic growth is essential. It is one of the key contributors to our well-being, although clearly not the only one. It is for this reason politically vital. Without economic growth, there would not be enough jobs to keep the unemployment rate down to a tolerable level. It is not possible to redistribute incomes unless the economic pie is growing. Democracy itself is more fragile when growth halts. ‘No growth,’ desired by some, is for the rich. There is, for now, no alternative to using GDP to measure economic growth.”

 
 

In a nutshell

Economic growth is not everything, but it supports the existence of many highly-valued social goods, and so it is crucial that we measure it.

In a similar vein

Erik Brynjolfsson & Andrew McAfee The Second Machine Age

Robert J. Gordon The Rise and Fall of American Growth

John Maynard Keynes The General Theory of Employment, Interest, and Money

E. F. Schumacher Small Is Beautiful

Julian Simon The Ultimate Resource 2


1985

Innovation and Entrepreneurship

“Entrepreneurship rests on a theory of economy and society. The theory sees change as normal and indeed as healthy. And it sees the major task in society—and especially in the economy—as doing something different rather than doing better what is already being done. That is basically what Say, two hundred years ago, meant when he coined the term entrepreneur. It was intended as a manifesto and as a declaration of dissent: the entrepreneur upsets and disorganizes.”

 
 

In a nutshell

Management of entrepreneurship and innovation is as important to economics as traditional factors such as technology, capital, labor, and land.

In a similar vein

William J. Baumol The Microtheory of Innovative Entrepreneurship

Joseph Schumpeter Capitalism, Socialism, and Democracy


2008

The Ascent of Money

“Poverty is not the result of rapacious financiers exploiting the poor. It has much more to do with the lack of financial institutions, with the absence of banks, not their presence.”

“Far from being a ‘monster that must be put back in its place’ … financial markets are like the mirror of mankind, revealing every hour of every working day the way we value ourselves and the resources of the world around us. It is not the fault of the mirror if it reflects our blemishes as clearly as our beauty.”

 
 

In a nutshell

Finance has been the crucial ladder in the making of the modern world. All ladders are precarious, but without them it is hard to build anything.

In a similar vein

J. K. Galbraith The Great Crash 1929

Benjamin Graham The Intelligent Investor

Michael Lewis The Big Short

Robert Shiller Irrational Exuberance

Joseph Stiglitz The Euro


1962

Capitalism and Freedom

“The great advances of civilization … have never come from centralized government … Newton and Leibnitz; Einstein and Bohr; Shakespeare, Milton, and Pasternak; Whitney, McCormick, Edison, and Ford; Jane Addams, Florence Nightingale, and Albert Schweitzer; no one of these opened new frontiers in human knowledge and understanding, in literature, in technical possibilities, or in the relief of human misery in response to governmental directives. Their achievements were the product of individual genius, or strongly held minority views, of a social climate permitting variety and diversity.”

 
 

In a nutshell

The free market, not government, ensures protection of individual rights and standards of quality, and delivers extraordinary prosperity.

In a similar vein

Ronald Coase The Firm, the Market, and the Law

Friedrich Hayek The Use of Knowledge in Society

Naomi Klein The Shock Doctrine

Ludwig von Mises Human Action

Ayn Rand Capitalism: The Unknown Ideal

Adam Smith The Wealth of Nations


1955

The Great Crash 1929

“The signal feature of the mass escape from reality that occurred in 1929 and before—and which has characterized every previous speculative outburst from the South Sea Bubble to the Florida land boom—was that it carried Authority with it. Governments were either bemused as were the speculators or they deemed it unwise to be sane at a time when sanity exposed one to ridicule, condemnation for spoiling the game, or the threat of severe political retribution.”

“The government preventatives and controls are ready. In the hands of a determined government their efficacy cannot be doubted. There are, however, a hundred reasons why a government will determine not to use them.”

 
 

In a nutshell

Rather than championing financial markets, government must make sure that speculative frenzies do not warp or ruin the real economy.

In a similar vein

Liaquat Ahamed Lords Of Finance

Michael Lewis The Big Short

Hyman Minsky Stabilizing an Unstable Economy

Robert Shiller Irrational Exuberance


1879

Progress and Poverty

“Where the conditions to which material progress everywhere tends are the most fully realized—that is to say, where population is densest, wealth greatest, and the machinery of production and exchange most highly developed—we find the deepest poverty, the sharpest struggle for existence, and the most of enforced idleness.”

“What is necessary for the use of land is not its private ownership, but the security of improvements. It is not necessary to say to a man, ‘this land is yours,’ in order to induce him to cultivate or improve it. It is only necessary to say to him, ‘whatever your labor or capital produces on this land shall be yours’.”

 
 

In a nutshell

When land, rather than people and production, is taxed, prosperity increases and inequality decreases.

In a similar vein

Jane Jacobs The Economy of Cities

Thomas Malthus Essay on the Principle of Population

Karl Marx Capital

Elinor Ostrom Governing the Commons

Thomas Piketty Capital in the Twenty-First Century


2016

The Rise and Fall of American Growth

“The economic revolution of 1870 to 1970 was unique in human history, unrepeatable because so much of its achievements could happen only once.”

“Electricity, motor vehicles, public transit, and public sanitation infrastructure changed American life, particularly in the cities, virtually overnight between 1890 and 1929. The telephone and the phonograph were part of this epochal set of changes. Telephone lines linked at least half of total households and most of those in urban areas, adding further connections to the “networked” house already hooked up to the outside world with electric, gas, water, and sewer lines.”

 
 

In a nutshell

The last 150 years have seen a cavalcade of progress unlike any in human history, but most of the big gains in living standards have already happened.

In a similar vein

William J. Baumol The Microtheory of Innovative Entrepreneurship

Erik Brynjolfsson & Andrew McAfee The Second Machine Age

Diane Coyle GDP: A Brief But Affectionate History

Peter Drucker Innovation and Entrepreneurship

Thomas Piketty Capital in the Twenty-First Century


1949

The Intelligent Investor

“[Though] business conditions may change, corporations and securities may change, and financial institutions and regulations may change, human nature remains essentially the same. Thus the important and difficult part of sound investment, which hinges upon the investor’s own temperament and attitude, is not much affected by the passing years.”

“Intelligent investment is more a matter of mental approach than it is of technique.”

“Too many clever and experienced people are engaged simultaneously in trying to outwit one another in the market. The result, we believe, is that all their skill and efforts tend to be self-neutralizing, or to ‘cancel out’, so that most expert and highly informed conclusions end up being no more dependable than the toss of a coin.”

 
 

In a nutshell

In stock investing, consider yourself part owner of a company, not a trader.

In a similar vein

John C. Bogle The Little Book of Common Sense Investing

Niall Ferguson The Ascent of Money

Robert Shiller Irrational Exuberance


1945

The Use of Knowledge in Society

“What is the problem we wish to solve when we try to construct a rational economic order? On certain familiar assumptions the answer is simple enough. If we possess all the relevant information, if we can start out from a given system of preferences, and if we command complete knowledge of available means, the problem which remains is purely one of logic … This, however, is emphatically not the economic problem which society faces … The reason for this is that the ‘data’ from which the economic calculus starts are never for the whole society ‘given’ to a single mind which could work out the implications and can never be so given.”

 
 

In a nutshell

Centralization of knowledge is good in theory, but in practice economies are most efficient when millions of people act independently using the information available to them through prices.

In a similar vein

Milton Friedman Capitalism and Freedom

Ludwig von Mises Human Action

Ayn Rand Capitalism: The Unknown Ideal


1970

Exit, Voice, and Loyalty

“In Nigeria, then, I had encountered a situation where the combination of exit and voice was particularly noxious for any recovery: exit did not have its usual attention focusing effect because the loss of revenue was not a matter of the utmost gravity for management, while voice did not work as long as the most aroused and therefore the potentially most vocal customers were the first ones to abandon the railroads for the trucks.”

“Exit is unsettling to those who stay behind as there can be no talking back to those who have exited. By exiting one renders his arguments unanswerable. The remarkable influence wielded by martyrs throughout history can be understood in those terms, for the martyr’s death is exit at its most irreversible and argument at its most irrefutable.”

 
 

In a nutshell

“Exit” (moving to a competitor) has traditionally been the domain of economics, and “voice” (protest) the domain of politics. To stay healthy and relevant, firms, institutions, and states must allow for and learn from both strategies.

In a similar vein

Gary Becker Human Capital

Steven Levitt & Stephen Dubner Freakonomics

Thomas Schelling Micromotives and Macrobehavior

Richard Thaler Misbehaving: The Making of Behavioral Economics


1968

The Economy of Cities

“At the war’s end, many people had, in fact, predicted severe economic distress and depression for Los Angeles. They would have been right if the city had had nothing to grow on but its export work and the multiplier effect of that work. But as it turned out, work and jobs in Los Angeles did not decline; they grew. In 1949 Los Angeles had more jobs than it had ever had before. The city’s economy had expanded while its exports had been contracting! What was happening, of course, was that Los Angeles was replacing imports at a great rate.”

 
 

In a nutshell

Cities have always been the main driver of development and wealth, and will be even more important in the future.

In a similar vein

Henry George Progress and Poverty

Friedrich Hayek The Use of Knowledge in Society

Michael E. Porter The Competitive Advantage of Nations

Hernando de Soto The Mystery of Capital


1936

The General Theory of Employment, Interest, and Money

“The composition of this book has been for the author a long struggle of escape, and so must the reading of it be for most readers if the author’s assault on them is to be successful—a struggle of escape from habitual modes of thought and expression. The ideas which are here expressed so laboriously are extremely simple and should be obvious. The difficulty lies, not in the new ideas, but in escaping from the old ones, which ramify, for those brought up as most of us have been, into every corner of our minds.”

“Our criticism of the accepted classical theory of economics has consisted not so much in finding logical flaws in its analysis as in pointing out that its tacit assumptions are seldom or never satisfied, with the result that it cannot solve the economic problems of the actual world.”

 
 

In a nutshell

Elegant models of how economies work are often wrong. Markets are not self-correcting, but need constant intervention and management to ensure high consumer demand, investment, and employment.

In a similar vein

Liaquat Ahamed Lords of Finance

Alfred Marshall Principles of Economics

Hyman Minsky Stabilizing an Unstable Economy

Thomas Piketty Capital in the Twenty-First Century


2007

The Shock Doctrine

“Since the fall of Communism, free markets and free people have been packaged as a single ideology that claims to be humanity’s best and only defense against repeating a history filled with mass graves, killing fields, and torture chambers. Yet in the Southern Cone [Chile, Argentina, Brazil], the first place where the contemporary religion of unfettered free markets escaped from the basement workshops at the University of Chicago and was applied to the real world, it did not bring democracy; it was predicated on the overthrow of democracy in country after country. And it did not bring peace but required the systematic murder of tens of thousands and the torture of between 100,000 and 150,000 people.”

 
 

In a nutshell

If not checked by democracy, capitalism can become a coercive ideology.

In a similar vein

Ha-Joon Chang 23 Things They Don’t Tell You About Capitalism

Milton Friedman Capitalism and Freedom

Friedrich Hayek The Use of Knowledge in Society

Paul Krugman The Conscience of a Liberal

Dani Rodrik The Globalization Paradox


2007

The Conscience of a Liberal

“The New Deal did more than create a middle-class society. It also brought America closer to its democratic ideals, by giving working Americans real political power and ending the dominant position of the wealthy elite … Liberalism, in other words, isn’t just about the welfare state: It’s also about democracy and the rule of law.”

 
 

In a nutshell

Growing inequality is not simply the result of technological change or globalization, but is the product of political values and decisions which can be reversed.

In a similar vein

Robert J. Gordon The Rise and Fall of American Growth

John Maynard Keynes The General Theory of Employment, Interest, and Money

Naomi Klein The Shock Doctrine

Hyman Minsky Stabilizing an Unstable Economy

Thomas Piketty Capital in the Twenty-First Century


2005

Freakonomics

“Economics is, at root, the study of incentives: how people get what they want, or need, especially when other people want or need the same thing … An incentive is simply a means of urging people to do more of a good thing and less of a bad thing. There are three basic flavors of incentive: economic, social, and moral.”

“Whatever the incentive, whatever the situation, dishonest people will try to gain an advantage by whatever means necessary … Cheating may or may not be human nature, but it is certainly a prominent feature in just about every human endeavor.”

“Morality, it could be argued, represents the way that people would like the world to work—whereas economics represents how it actually does work. Economics is above all a science of measurement.”

 
 

In a nutshell

We want a world based on morality; we have a world based on incentives.

In a similar vein

Albert O. Hirschman Exit, Voice, and Loyalty

Richard Thaler The Making of Behavioral Economics

Thomas Schelling Micromotives and Macrobehavior


2010

The Big Short

“Thousands and thousands of serious financial professionals, most of whom, a few years ago, had been doing something else with their lives, were now playing craps with money they had made off subprime mortgage bonds. The subprime mortgage industry Eisman once knew better than anyone on the planet had been a negligible corner of the capital markets. In just a few years it had somehow become the most powerful engine of profits and employment on Wall Street—and it made no economic sense.”

“No Wall Street firm would be able to extricate itself, as there were no longer any buyers. It was as if bombs of differing sizes had been placed in virtually every major Western financial institution. The fuses had been lit and could not be extinguished. All that remained was to observe the speed of the spark, and the size of the explosions.”

 
 

In a nutshell

Despite their “masters of the universe” image, investing professionals often fail to understand the risk of the assets they trade in, with awful social consequences.

In a similar vein

J. K. Galbraith The Great Crash 1929

Benjamin Graham The Intelligent Investor

Hyman Minsky Stabilizing an Unstable Economy

Robert Shiller Irrational Exuberance
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