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				My dear brothers, never forget, when you hear people praising the advances of the Enlightenment, that the Devil’s greatest trick is convincing you that he does not exist!

				—Charles Baudelaire1
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			Foreword

			by Simon Johnson

			Why are we so angry? Prospective international trade agreements attract widespread objections, attempts to balance budgets draw thousands into the streets, and people are outraged about issues such as pollution, corruption, and the power of big banks. Protest votes of all kinds are growing in number, and frustration with our economic system seems to be spreading across much of the world. Yet according to basic economics, we—citizens of the world—have never had it so good.

			The fundamental intuition of economics is simple and powerful: markets are good, and free exchange without coercion and based on strong property rights is even better. The government, in this view, mostly just gets in the way.

			Since at least 1980, government has been in retreat in the United States and many other relatively rich countries. This change became more global with China’s gradual shift away from central planning and with the sudden collapse of the Soviet Union in 1991. Globalization—meaning freer trade in goods and services but also greater mobility for capital and ideas—has become the prevailing paradigm of this century.

			We have experienced episodes of greater cross-border integration before, including in the late nineteenth century, when more than forty million Europeans crossed the oceans to find better opportunities, along with more personal freedom and security. And we should not exaggerate the importance of the latest technological innovations; after all, the biggest shrinking of distance arrived more than 150 years ago with railroads, steamships, and the telegraph. Still, recent decades have undoubtedly brought us closer than ever together as a world. And, more than ever, we transact with each other through national and international markets in which there is little or no government intervention.

			There is a lot of truth to the idea that free markets can produce good outcomes. If you have a brilliant new technical idea, you can persuade a U.S. venture capitalist to fund it, you can hire engineers from around the world to build it, and you can pay a company in a faraway country to mass-produce it. Look at your TV, your laptop, and (everyone’s favorite piece of modern technology) your mobile phone; they all came to you along some version of this route.

			But, as James Kwak explains carefully in this book, there is a catch, and it turns out to be a big one. The way we typically think and talk about economics is seriously incomplete. This problem—hiding in plain sight—increasingly distracts or even blinds us, particularly when it comes to assessing public policy options.

			The market is a great mechanism for allocating resources. You prefer one type of mobile phone over another—perhaps you abandoned BlackBerry for an iPhone—and this sends a powerful signal. Apple’s profits increase, and it produces more phones. This creates jobs both in the United States, where Apple workers earn good wages, and in the countries where assembly takes place (partly in China). The American consumer gains, and so does the American and the Chinese worker. People working at the Canadian company that produces BlackBerry smart phones have obviously done less well. But in a properly functioning market economy, they get new good jobs elsewhere in the tech sector or (until recently) in the booming Canadian energy sector. In terms of the elegant workhorse models that all professional economists have deeply imprinted on their brains, resources—capital and people—move smoothly between sectors. Economic growth brings higher incomes and better opportunities.

			Except of course when it doesn’t. The failure of growth to translate into higher living standards has been the bitterly disappointing experience of recent decades for many people in the United States and other industrialized countries.

			If you only know about very basic economics—perhaps the first year of a university textbook, without paying attention to any of the nuance—the answer would be “remove any and all government intervention” and everything will get better. The paradigm of “more markets” is a powerful pedagogical allegory that has impressed many people, including those who now hold the reins of power in the United States. But stopping with only the simplest economic concepts not only gives you an incomplete picture of how the world works; it is also seriously misleading. The most basic introductory framework is really only a reference point around which more accurate description and analysis are built.

			Economists disagree just as much as other people. And there are profound arguments about public policy—including many issues covered in this book—in which people with impressive credentials are on both sides of the debate. But a great deal of economics research in recent decades has established at least five main modifications to the Economics 101 view of the world. There is more on each of these and related topics in this book, but here are some points to whet your appetite.

			First and perhaps foremost, people do not make decisions in the hyperrational manner—based on full and accurate information—that underlies Economics 101. Government intervention makes a lot more sense when people would not otherwise become well-informed, for example regarding the precise nature of risks in the financial securities that they buy. (This was a big problem in the 1930s and again in 2008.) The next time you see an advertisement from a for-profit university (or a nonprofit, for that matter) look very carefully at what it is claiming, and then check the specifics against what the Department of Education says are the actual results. When we make infrequent complex decisions—about mortgages, education, pension savings, or health care—we often get it wrong and end up being overcharged, or worse.

			Second, politics matter. Again, this is an obvious thought, but it is typically completely missing from the first year of economics (and, to be honest, often from some later years also). If you can capture the government or persuade officials to see things your way, this can be worth billions of dollars. Financial regulation has failed repeatedly and in many countries precisely because the regulators became too close, in their worldview, to the people over whom they were supposed to be watching.

			Third, more devious strategies also work well. Create misperceptions of quality and you can overcharge people. This is obvious to you in a grocery store, because you can figure out at home the same evening if items are overhyped. But did you know that some important parts of professional money management operate on exactly the same basis? Principal-agent theory may sound like irrelevant jargon, but in fact the core idea—that the people you hire do not necessarily have your best interests at heart—is the dominant organizing principle of modern finance.

			Fourth, the distribution of income can be tilted in your favor. Modern international trade deals are incredibly detailed and complex. Companies work long and hard to get a seat at or close to the negotiating table, to frame the issues in their favor, and to make sure they have enough votes in Congress to get what they want. “Get a bigger subsidy” is an entirely feasible and appealing corporate strategy, and everything that has been done to undermine and delegitimize government really just makes it easier for well-funded lobbyists to win the day. And there are many clever ways to get your hands on what are effectively subsidies, including various forms of implicit or explicit government guarantee.

			Fifth, not all property rights are created equal. Many people do not benefit from economic growth, because they start out with little or because they are expropriated as soon as their property (a small business or a claim on a piece of real estate) becomes valuable. As we get richer as a society, the barriers to individual success also rise: the real cost of completing college has increased dramatically at the same time that the rewards of a good education (or the penalty for lacking such an education) have jumped upward.

			Putting this together leads to an uncomfortable thought for an economist or anyone else paying attention. Basic economics is today more than a tool kit or a structure upon which you can build deeper knowledge. It has also become, particularly in the United States, the raw material for a deliberately created ideology and a powerful belief system. (If you don’t believe me, you need to read chapter 3.)

			Economists like to think they are scientists or, failing that, at least engineers who can build systems that work well. And there is real value to the logic of economics, including some of its mathematical tools. But simplistic economic stories are also used—day in and day out—to defend a particular set of policies, which really amount to allowing rich and powerful people to do well while ensuring that everyone else gains less. Increasingly, the understanding that economics is used in this way has spread throughout society, reinforced by the global financial crisis of 2008 and the disappointing economic recovery.

			Too many people just get angry and vote in favor of someone with no coherent plan for real change. This is populism in a potentially dangerous form. It is never a good idea to elect people who promise as many as six impossible things before breakfast.

			My very strong alternative recommendation is this: read this book, understand better how the world really operates, and work to change everything—by supporting political agendas that are rooted in sensible economic analysis but without the blinkers of Economics 101 as ideology. “More government” or “more regulation” is not necessarily the answer. But nor is “less government” or “more markets” or “greater competition.” You may agree or disagree with James Kwak on the myriad points of substance covered here. But take this opportunity to think more deeply about how you live—including when, where, and how someone is taking advantage of you.

			
				Simon Johnson is the Ronald A. Kurtz (1954) Professor of Entrepreneurship at MIT’s Sloan School of Management and former chief economist and director of the research department at the International Monetary Fund.
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			The Best of All Possible Worlds

			
				It is proved that things cannot be other than they are, for since everything was made for a purpose, it follows that everything is made for the best purpose.

				—Pangloss, in Voltaire’s Candide, 17591

			

			Gottfried Wilhelm Leibniz was one of the most brilliant people of any age—an inventor of calculus, an expert in virtually all of the natural sciences, and a pioneer of modern philosophy. One of his central preoccupations, however, was a fundamentally religious question: If God is both benevolent and all-powerful, why do evil and suffering exist? In his 1710 Theodicy, Leibniz answered, “There is an infinitude of possible worlds among which God must needs have chosen the best, since he does nothing without acting in accordance with supreme reason.” If a better world were possible, God would have created that one instead; therefore, we live in the best of all possible worlds.2

			Unfortunately for Leibniz, his philosophy is best known as the subject of Voltaire’s satirical novel Candide, a manifesto of the French Enlightenment. In Voltaire’s story, Pangloss proves to his student Candide that we live in the “best of all possible worlds,” and Candide cheerfully repeats the mantra “all is for the best” as he suffers an increasingly fantastic succession of misfortunes.3

			Voltaire was mocking not just Leibniz but also the use of religion to justify the social order of the time. Early modern Europe was a world of widespread material hardship in which a privileged few lived in relative comfort while the masses struggled to make ends meet—an archaic order that was upended by the French Revolution of 1789. If you were a landowning aristocrat in prerevolutionary Europe—when the “1 percent” owned something like 60 percent of everything there was to own4—how would you have explained the vast gulf in living standards between you and the common people? You might not have been a strict Leibnizian Optimist, but most likely you would have taken refuge in a religious understanding of the social order. Depending on your denomination, you might have believed that the socioeconomic hierarchy was dictated by God or that the virtuous poor would earn their just deserts in a kingdom to come. According to the sociologist Max Weber, we owe the rise of capitalism to Calvinist Protestants who saw their material success as proof of their personal salvation.5 One way or another, religion provided a ready justification for a vastly unequal society.

			Fast-forward to the late nineteenth century. The Western world has been utterly transformed by industrialization and the growth of the urban working class. But society once again appears dominated by a small number of extraordinarily wealthy families with names like Rockefeller, Carnegie, Mellon, and Morgan. On the eve of World War I, the 1 percent own more than 40 percent of total wealth in the United States.6 If you are a rich industrialist living in a Hudson Valley mansion, how do you rationalize an economic system that allows you and your peers to live like French monarchs while books like How the Other Half Lives are exposing the squalor of urban slums?

			In a post-Enlightenment world, traditional religion is unlikely to do the trick. Instead, you can appeal to modern science in the form of Darwinian evolution, metaphorically applied to human society. Herbert Spencer, who was enormously influential in the United States after the Civil War, claimed that societal evolution required the “survival of the fittest”: “the poverty of the incapable, the distresses that come upon the imprudent, the starvation of the idle, and those shoulderings aside of the weak by the strong” all ultimately serve the long-term progress of humanity.7 William Graham Sumner translated this doctrine into a celebration of the wealthy: “[The millionaires] may fairly be regarded as the naturally selected agents of society for certain work. They get high wages and live in luxury, but the bargain is a good one for society.” Any attempt to tinker with this natural order of things would be doomed to failure.8 For the businessmen who emerged victorious from the “evolutionary” struggle, this worldview provided a convenient justification for their riches and social standing. In the words of the historian Richard Hofstadter, Social Darwinism “was seized upon as a welcome addition, perhaps the most powerful of all, to the store of ideas to which solid and conservative men appealed when they wished to reconcile their fellows to some of the hardships of life.”9

			Now fast-forward to today. Across the developed world, vast fortunes are again ascendant. In the United States, the top 1 percent take home a larger share of total income than at any time except the late 1920s. The total wealth of the world’s billionaires has quadrupled in the past two decades (even when the definition of “billionaire” is adjusted for inflation).10 The signs of excess are visible everywhere, from Stephen Schwarzman’s $3 million birthday party to Bill Ackman’s $90 million New York apartment that he doesn’t plan to live in.11 In the meantime, ordinary people are struggling. In the United States, the average family makes only 8 percent more money (after adjusting for inflation) than it did in the early 1970s, and even that meager increase is due to the fact that more people work today, whether by choice or by necessity; median income for men has actually fallen.12 In the 1950s, a typical CEO of a large company took home as much money as twenty average employees; today he makes as much as two hundred workers. The percentage of families in poverty has remained essentially unchanged for the past half century.13 A rising tide no longer lifts all boats.

			If you are a Wall Street master of the universe or a billionaire hedge fund manager, you face the same challenge as the aristocrats and industrialists of centuries past: How do you justify the vast economic chasm that separates you from the people you pass on the street every day? Appeals to Christian theology or evolutionary necessity are unlikely to be convincing today. Instead, you can turn to another source of absolute truth: Economics 101. According to an introductory economics class, each person’s income is equal to her marginal product: you are necessarily paid the value of your work. Inequality simply reflects the fact that some people are smarter, more skilled, or more hardworking than others. Tinkering with the natural distribution of income—say, through taxes—would reduce the incentive to work, making everyone worse off. The law of supply and demand ensures that all resources are put to their optimal use, maximizing social welfare. Attempts to interfere with these fundamental principles—regulations, for example—only create “deadweight losses” that reduce the total output of the economy. We live in the best of all possible worlds (or we would, if only we could get rid of those taxes and regulations), not because God would otherwise have made a different one, but because any other world would make everyone worse off.

			THE KEY TO ALL THINGS

			This invocation of basic economics lessons to explain all social phenomena is economism.* It rests on the premise that people, companies, and markets behave according to the abstract, two-dimensional illustrations of an Economics 101 textbook, even though the assumptions behind those diagrams virtually never hold true in the real world. Economism is an interpretive lens through which people make sense of reality. Like any such framework, it also implies a certain set of value judgments and policy choices. For example, if a simple supply-and-demand model shows that taxes reduce employment, then it follows that high tax rates are bad and should be lowered. Because it claims the authority of “economics,” economism can be a powerful rhetorical tool. And while superficial economic arguments can serve multiple purposes, in today’s world they most often justify the existing social order—and the inequality that it generates—while explaining the futility of any attempt to change it.

			For every well-intentioned proposal to help ordinary working people, economism provides an answer. Raise the minimum wage so the working poor take home more money? That’s a nice idea, but that’s not how the world works. According to Jude Wanniski, one of the pillars of The Wall Street Journal’s editorial page in the 1970s, “Every increase in the minimum wage induces a decline in real output and a decline in employment.” Wanniski was an adviser to Ronald Reagan, who echoed, “The minimum wage has caused more misery and unemployment than anything since the Great Depression.” Raise taxes on the rich to pay for services for everyone else? Good try, but, Gregory Mankiw (author of one of the world’s most popular economics textbooks) explains, “as [high-income taxpayers] face higher tax rates, their services will be in shorter supply.” Or, in the words of the 2012 vice presidential candidate Paul Ryan, “if you want faster economic growth, more upward mobility, and faster job creation, lower tax rates across the board is the key.”16 The examples go on and on. The problems of financial markets, health care, education, and many other fields can all be reduced to economic first principles that dictate simple solutions.

			These claims are made so often in the media and by politicians that they appear to be a natural feature of the landscape. But they all come from somewhere. They are based on a lesson that economics students learn in their first semester: the model of a competitive market driven by supply and demand. In this model, the supply and demand for any product determine its price; prices create incentives for individuals and businesses; and those incentives ensure that consumers get what they want, companies are as efficient as possible, and resources are allocated optimally across the economy. As the pathbreaking economist Paul Samuelson wrote in 1948, this basic lesson is “all that some of our leading citizens remember, 30 years later, of their college course in economics.”17 (Samuelson was well aware of the power of introductory courses: “I don’t care who writes a nation’s laws—or crafts its advanced treatises,” he once said, “if I can write its economics textbooks.”18)

			This elegant model, however, rests on a set of highly unrealistic assumptions. The definition of a competitive market requires that all suppliers offer the same product—there are no differences in features, quality, or anything else—and that each company is so small that its behavior has no effect on overall supply. If this assumption does not hold—such as in the market for cell phone service, or air travel, or automobiles, or books, or almost anything—then supply and demand do not necessarily produce the optimal price, and the allocation of resources may be distorted.19 The argument that a minimum wage increases unemployment assumes that employees are currently being paid the entire value of their work; otherwise, employers would be willing to pay slightly higher wages in order to keep them. Again, this premise is unlikely to be true in the real world of fast-food restaurants or hotels, where workers have little bargaining power and companies are therefore able to claim most of the value that their employees create.

			Economism ignores these uncooperative facts and assumes the necessary assumptions, reducing all real-world questions to simple models and answering them in the same terms. In this sense, economism is like an ideology. Communism explained industrial society as the product of class struggle, with the inevitable outcome of proletarian revolution. Nationalism, the other great European ideology of the nineteenth century, saw rivalry between groups of people with a common background as the motor of history. Its lesson was that each nation should achieve political unity to promote its interests in the world.

			Communism and nationalism were popular because they were timely: each provided an explanation of the world that appealed to the interests of an important interest group. Today, economism is the perfect way to justify our new gilded age. “The fortunate is seldom satisfied with the fact of being fortunate,” Weber wrote a century ago. “Beyond this, he needs to know that he has a right to his good fortune.”20 Many people feel uncomfortable driving past slums on the way to tropical beach getaways. What they need is a model of society in which the inequality they observe is part of a larger design that works to the betterment of all people.

			The common justification for great disparities of wealth is no longer that the social hierarchy was dictated by God or that the survival of the fittest is required for the progress of the species. Instead, inequality is necessary, even celebrated, because it is the natural outcome of an economic system that provides the greatest good to the greatest number. If the government tries to mitigate the stark disparities produced by inequality of talent, educational achievement, or hard work, it will only make things worse for everyone by sapping incentives and creating deadweight losses. Instead, the problems facing society in areas such as health care, education, poverty, and crime are best solved by unleashing the forces of supply and demand.

			When deployed as a defense of the existing social order, economism shares with Leibnizian Optimism and Social Darwinism the conclusion that we must accept the world as it is, because our attempts to make it better are doomed to fail. It improves on its predecessors, however, because it doesn’t require you to believe in God, or even in evolution—only to accept the principles of Economics 101. This makes economism a supremely convenient tool for the 0.1 percent, the perfect comeback to the Occupy Wall Street protesters. You understand why well-meaning do-gooders want to make taxes more progressive, subsidize health care, provide free higher education, and regulate Wall Street. But they simply don’t understand economics. As William Baumol and Alan Blinder write in their textbook, “Attempts to repeal the laws of supply and demand usually backfire, and sometimes produce results virtually the opposite of those that were intended.”21 The pleasure of pointing out the counterintuitive—of showing, using economic logic, how good intentions will necessarily be frustrated—even contributes to the allure of economism.

			Economism, however, is not a fully fledged political ideology like communism or nationalism. Economism provides a vocabulary for explaining the world, but it lacks a comprehensive doctrine, a political program, and even self-professed adherents. People claim to understand economics, but no one claims to believe in economism. Instead, it functions as an unspoken worldview: a framework that people use for interpreting social reality, a style of thinking that shapes, consciously or unconsciously, their values and preferences.

			The fact that economism is not a recognized ideology is one source of its influence. An ideology like liberalism or conservatism is easily identified as a set of value judgments that you can agree or disagree with. If you believe that people of the same sex should be able to get married, it’s easy to write off someone who says that marriage should be reserved for the union of a man and a woman. You just don’t share the same values. But even if you believe that everyone should have access to health care, it’s hard to write off someone who explains, using the concepts of supply and demand, that universal coverage will lead to excess consumption. You either have to find a flaw in her economic argument, or you have to come up with a reason why economics is not the appropriate way to approach this issue.

			People with a wide range of affiliations resort to economism both to analyze the world and to act on it. In the United States today, conservatives, neoliberals, and libertarians all rely on Economics 101 concepts when it serves their purposes—as do Clintonian “New Democrats” or even big-government liberals, albeit less often. The frequency with which different types of people make these appeals to abstract economic truth has helped naturalize them in contemporary American culture. When Karl Marx wrote, “Workers of the world, unite! You have nothing to lose but your chains!” capitalists knew they had a problem on their hands.22 By contrast, when Gregory Mankiw writes in his textbook today, “The market outcome makes the sum of consumer and producer surplus as large as it can be. In other words, the equilibrium outcome is an efficient allocation of resources,” tens of thousands of students memorize the concept for a final exam.23 The ability of economism to pass as abstract science rather than rhetorical device is one source of its strength.

			Economism is also influential because of its seductive elegance and explanatory power. It presents a model of the world in which policy outcomes are determined by theoretical axioms as inevitably as mathematical proofs flow from their assumptions. In his 1946 book, Economics in One Lesson, the journalist Henry Hazlitt put it this way:

			
				[Economics] is a science of recognizing inevitable implications. We may illustrate this by an elementary equation in algebra. Suppose we say that if x = 5 then x + y = 12. The “solution” to this equation is that y equals 7; but this is so precisely because the equation tells us in effect that y equals 7….The answer already lies in the statement of the problem….All this is equally true of economics.24

			

			This appeal to the powers of pure logic is a hallmark of economism. The model says that international trade makes everyone better off; therefore international trade makes everyone better off. The model says that increasing taxes on investments reduces savings and hence economic growth; therefore increasing taxes on investments reduces growth. (Pangloss would have been proud.) Economism presents a clean, uncluttered picture of the world stripped to its bare essentials, which can be communicated quickly and easily, dispensing with messy and uncooperative facts. If you are trying to understand the world, this is a major failing. If you are trying to win a debate, it is a huge benefit.

			This elegant reduction of complex social phenomena to supply and demand curves can have a real impact on impressionable students, who sometimes believe that they are seeing the world clearly for the first time. Robert Bork described his experience taking economics in law school as “a religious conversion” that “changed our view of the whole world.” He went on to rewrite antitrust law and become an influential appeals court judge. Jeb Hensarling, now chair of the House Financial Services Committee, recalled his undergraduate studies this way: “I suddenly saw how free-market economics provided the maximum good to the maximum number, and I became convinced that if I had an opportunity, I’d like to serve in public office and further the cause of the free market.” Popular economics books can have the same effect. Keli Carender said, “I started reading books, started reading blogs, and really started to get into it. The first one I read was Basic Economics by Thomas Sowell, and I’m a ginormous Thomas Sowell fan.” Carender began blogging and was one of the initiators of the Tea Party movement.25

			ECONOMISM AND ECONOMICS

			Yet economism is not the same thing as economics, or even “neoclassical” economics.26 Good textbook writers and teachers are careful to highlight the assumptions and limitations of the abstract concepts presented in introductory courses. As the columnist Matthew Yglesias has noted, someone who pays attention carefully during an Economics 101 course will learn plenty of “liberal” lessons—for example, that natural monopolies need to be regulated and that markets tend to produce too much pollution.27 Used properly, the model of a competitive market driven by supply and demand can be a powerful explanatory tool, which economists often use as their starting point for thinking about an issue. Even economists who favor the minimum wage, for example, will begin by considering how it affects the supply of and demand for labor. But they don’t stop there; they study the differences between the real world and the assumptions of the model, develop additional theories that take those differences into account, and test those theories using empirical data.

			Most advanced economics, you could say, is about making distinctions between abstract markets and the real world. Industrial organization deals with markets in which the assumption of perfect competition does not hold. Environmental economics is devoted to goods that are not optimally “produced” in an unregulated market. Behavioral economics illustrates the ways in which people violate the assumption of rational behavior. And so on. “Academic reputations are built on new and imaginative demonstrations of market failure,” writes the economist Dani Rodrik.28 To take just a few examples: George Akerlof, Michael Spence, and Joseph Stiglitz won a Nobel Prize for showing how information disparities affect market outcomes; Robert Shiller won a Nobel Prize for research demonstrating that securities markets can be driven by irrational investor behavior; and Elinor Ostrom won a Nobel Prize for describing how real-world institutions can solve certain problems better than abstract markets. In each case, their theories build on the models taught in Economics 101 to provide a richer, more accurate description of behavior. “Although economists believe in markets in general,” writes the economist Mark Thoma, “they are continuously identifying instances of market failure and then designing government policy responses that can make these markets work better.”29

			Experienced economists also know that the assumptions of any model rarely hold in the real world. Many of them study markets for actual goods and services, using large data sets and increasingly sophisticated statistical techniques. Today, the ability to collect and analyze data is a requirement for anyone seeking a job as an economics professor. As the columnist Justin Fox puts it, “Economics is now really all about the data.”30 A large body of empirical research has advanced our understanding of issues ranging from the impact of taxes on savings to the long-term value of early childhood education to the relationship between guns and crime. There are certainly different ways to analyze and interpret data. But on the whole, the profession has made vast strides forward in being able to separate real-world fact from theoretical fiction. In recent years, cutting-edge research has even made minor celebrities of academic economists such as Steven Levitt, of Freakonomics fame, and Thomas Piketty, whose six-hundred-page book on the distribution of wealth created a sensation in 2014.

			The problem, as the economist John Komlos puts it, is that “most students of Econ 101 do not continue to study economics so they are never even exposed to the more nuanced version of the discipline and are therefore indoctrinated for the rest of their lives.” As a result, writes the economist Noah Smith, “if economics majors leave their classes thinking that the theories they learned are mostly correct, they will make bad decisions in both business and politics.”31 Discussion of complex policy questions on the airwaves and the Internet is dominated not by careful economic research but by economism, which reduces complicated issues to a single, abstract model that is immune to facts. Its simple, catchy arguments are not published in peer-reviewed journals; they are generated by politically motivated think tanks, amplified by the media, repeated by lobbyists, and adopted by politicians as applause lines in stump speeches. Economism is Economics 101 retold as fable—as “narratives that lodge easily in the popular consciousness,” in Rodrik’s words. He continues, “These fable-like narratives often have morals that can be formulated in catchy terms (for example, ‘taxation kills incentives’) and also sync up with clear political ideologies.”32 Economism is what you are left with if you learn the first-year models, forget that there are assumptions involved, and never get your hands dirty with real-world data. This is one case in which a little knowledge is a dangerous thing.

			IDEAS IN THE WORLD

			This is a book about economism: how it simplifies and distorts economic thinking, why it has become so influential today, and what damage it has done to policy debate in the United States. My goal is not to argue that Economics 101 models are “wrong” but to ask why those models are taken at face value so often and by so many people. Similarly, this is not an “anti-free market” book. Competitive markets can
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