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Teaching Keynes vs. Hayek
During the 1930s and through the end of WWII, the two most well known economists were John Maynard Keynes and F.A. Hayek. Hayek was one of the main thinkers of the Austrian School of economics and a strong believer in limited government intervention in the economy. Hayek was awarded the Nobel Prize in Economics in 1974. Hayek was one of the main inspirations behind the economic policies espoused by Regan and Thatcher, during the 1980s. 
Keynes is famous for his book “The General Theory of Employment, Interest and Money,” which was he wrote in 1935 during the Great Depression. Keynes argued that more government planning and intervention were required to pull the economy out of the depression. Keynes felt that during boom periods, governments should run surpluses and during bad time they should run deficits. In other words, government spending should be counter cyclical. The ideas of Keynes dominated market economics from the end of WWII, through the Carter administration. 
As American economic policy once again appears to be shifting, this time from Hayek back to Keynes, our students can benefit from understanding more about these two men and the ideas, which they advocated. 



Book of the Month


The Commanding Heights: The Battle for the World’s Economy
This book is an amazing economic history of the 20th Century. Published in 2002, it is a bit dated in that it does not cover the post 9/11 period. However, its discussion of Keynes and Hayek is the best I have found. I am a strong believer in the importance of understanding economics through history. Anyone with an interest in economic history will enjoy this book. 
Books by Keynes and Hayek
You can also access some of the most important books authored by Keynes and Hayek online. 

The Consequences of the Peace by John Maynard Keynes
This is the prophetic book written by Keynes after WWI. Keynes was a member of the British delegation assigned to negotiate the post war peace. Keynes resigned in protest over the insistence of the victorious governments that Germany be forced to pay heavy reparations. After resigning he wrote this book arguing that such a heavy burden on Germany would surely lead to another world war.
The General Theory of Employment, Interest and Money by John Maynard Keynes
This was Keynes’ response to the Great Depression. In a world moving toward socialism and communism, Keynes saw this as his way to save capitalism. This is the book that built the foundation of what became Keynesian economics. 

The Road to Serfdom by F.A. Hayek
This is Hayek’s famous book written toward the end of WWII, in which he explains how too much government involvement in the economy ultimately leads to a loss of freedom. This version is available on Scribd.com. To access this book, you may need to create a free account on Scribd. If you have not used Scribd.com, it is a great source of academic information. 

A 1970s Interview with F.A. Hayek
This is a 1970’s video of Hayek speaking with a group of students at Stanford University explaining his ideas on freedom and economics. 

Book Update from Last Month


The Two Trillion Dollar Meltdown
Last month I highlighted “The Trillion Dollar Meltdown” by Charles R. Morris. I mentioned that his updated paperback was about to be released. It is not available and does an excellent job updating the information in the original book. 



Video of the Month


The Commanding Heights DVD
PBS also produced a three episode documentary of “The Commanding Heights.” Each episode is two hours long. Episode one is specifically focused on Keynes and Hayek. I regularly use episode one in my economics classes. The students always make positive comments about this video. 
Update for Last Month’s Videos
Inside the Meltdown (PBS Frontline is now available)
Frontline released their new documentary on the financial crisis on February 17, 2009. I have been able to stream this video, even at the Taylorsville Campus. It has been a big hit with students. 


Contributions from the Faculty
John Harvey
John recommends the columns of Paul Krugman. Krugman is a well known Keynesian economist and the 2008 winner of the Nobel Prize in economics. John also made a good recommendation that I including a faculty member bio each month. I think it is a good idea, but I was unsuccessful in finding any volunteers. Feel free to send me any nominations you have for faculty members to highlight in future editions. John wrote:
I think the newsletter should be a welcome addition.  It will both disseminate information and hopefully build a sense of camaraderie over time.  You might want to include a list of all the current economic faculty members at some point.  You could also do a short bio on one faculty member a month (make the selected faculty prepare the bio and just past it in).

To the point of the current severe recession (we hope it does not digress into a depression) I think the primary cause(s) is(are) that banks and other financial institutions were allowed to make loans beyond the value of the collateral or the expected income stream.  Then the secondary reasons are that the people making the loans usually got rid of them rather then collecting the payments over time so their incentive was to make any loan they could sell rather than to vet the loan for reasonableness, next Freddie and Fannie were instructed by those in charge) to accept loans with upside to asset to loan value (there is considerable debate whether this was the White House's doing or Congress - but given the jump in the number of loans in this criteria n the 2000s it mainly occur on George's watch.)  And finally the SEC, the Fed, and the Treasury allowed Freddie and Fannie (and others) to package those loans and pretend they were no "good", and the rating agencies (again with reduced oversight) rated these packages of crap as if they were gold star corporate bonds.

I think the best current resource is to read Paul Krugman's columns (the country's most recent Nobel Prize winning economist).  They are available to anyone for free on the net at: http://www.pkarchive.org/ 
Shaun Greene
Shaun made a great suggestion for a way to teach about inflation. 
Here's one for inflation:

 

It's an activity but I always do an penny auction where I give each group 10 pennies to bid on some candy bars.  After completing the auction I do a "do over" and give each team 20 pennies to bid.  The "prices" double for the same products.  A great demonstration of inflation.....



I hope that you find these materials helpful. Please keep the suggestions and comments coming.  
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