GOAT: Who 1s the
Greatest Economist

of all Time and
Why Does it Matter?

By Tyler Cowen



GOAT: Who is the Greatest Economist of all Time and Why Does it Matter?

GOAT: Who is the
Greatest Economist
of all Time and
Why Does it Matter?

By Tyler Cowen

Experience this book with Al:

econgoat.ai



https://econgoat.ai/

GOAT: Who is the Greatest Economist of all Time and Why Does it Matter?

Chapters

l. Introduction, and why this is the book of a fan

. Milton Friedman as GOAT?

. John Maynard Keynes

V. Friedrich A. Hayek

V. Those who did not make the short list: Marshall, Samuelson, Arrow

Becker, and Schumpeter

VI. Why won’t anyone nominate John Stuart Mill as GOAT?

VIl.  Malthus as GOAT, and are we all doomed?

VIll. Is Adam Smith the obvious winner?

IX. The winner(s): so who is the greatest economist of all time?

© 2023 Tyler Cowen



GOAT: Who is the Greatest Economist of all Time and Why Does it Matter?

Introduction, and why this
is the book of a fan

From early in my life I have loved the history of economic thought.

When I went abroad for the first time, I was seventeen years old. I attended a summer class at
Oxford — pretty standard fare — but after that class I had an extra week to spend in London. I
loved the Clash, Monty Python’s Flying Circus, and the Beatles. But what did I do? I went to the
British Library, where I knew that Karl Marx had read the history of economic thought. Then I
used the book order system to call for a copy—indeed a first edition—of Samuel Bailey’s A
Critical Dissertation on the Nature Measure and Causes of Value, first published in 1825. If you
don’t already know, Bailey’s work was an early and prescient attempt to argue for theories of
subjective economic value, and to move away from David Ricardo’s labor theory of value. In

other words, it was one of the earlier attempts to bring economic reasoning into the modern age.
I sat there and read the book.
Every day, I departed from my inexpensive hostel and walked for over an hour to reach the

British Library, and later in the day I returned in the evening. Bailey was just the beginning, as

next to follow was Thomas Hodgskin, an early hybrid blend of libertarian and working-class
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socialist ideas, again from the early nineteenth century, my favorite period at the time. Hodgskin
favored free trade, but felt that employers were taking too much surplus from the workers. He

later wrote for the early incarnation of the magazine The Economist.

The next year, as a beginning undergraduate, I started collecting books in the history of
economic thought. With my good friend and roommate Daniel B. Klein (whose history of
thought research I use for the Adam Smith chapter), I drove around to various cities on the east
coast and mid-Atlantic region to “hit” the used book shops, as we described it. Most of all we
were looking for classics in the history of economic thought. We would drive into Baltimore,
Wilmington, or Philadelphia, stop at a phone booth, rip out the phone book pages for used book
stores (sorry!), and then drive around searching for those places. The greatest joy was to find an
inexpensively priced Augustus Kelley edition (“a Kelley”), as that publisher put out many of the
best early works in the history of economic thought. Yet public demand for those works was not
exactly strong, so sometimes they were quite cheap on the used book store shelves (though the

Strand in Manhattan, then and now a leading used book store, knew to price them appropriately).

One day at an economics conference I met the publisher at Kelley, which turned out to be a
one-man firm with a bunch of penny ante contractors. In reality the guy seemed unimpressive,
nonetheless it felt like encountering a real celebrity, someone who was unbelievably out there in
the real world to see and shake hands with. He confided in me his secrets for how to sell those
books for exorbitant prices to Japanese libraries, which turned out to be the key to his business
model. The firm eventually moved from New York City to Fairfield, New Jersey, and no longer

seems to be active.

At the time I was living in the Washington, D.C. area, and I learned that the renowned Austrian

economist, and later international trade theorist Gottfried Haberler was alive and furthermore he
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was living in the District of Columbia. At age eighteen, that was of course a spur to action.
Haberler was to me a living legend. He was a tie to both the Austrian School of Mises and
Hayek, and an active participant in the pre-war seminars and discussions of that Viennese group.
He also was a major player in the international trade debates of the 1930s. Paul Samuelson had
written that Haberler had deserved a Nobel Prize, and that he stood as part of the great

triumvirate with Bertil Ohlin and Jacob Viner in the annals of international trade theory.'

At the same time, many of the more purist Austrians considered Haberler to be a traitor to the
cause, or at least a lamb led badly astray. He abandoned the Austrian economics of Mises for a
more eclectic neoclassical style of reasoning, replete with models and static maximization. This
didn’t bother me much, but still [ was curious to see what such a traitor might look like and how

he might hold his head.

So I pulled out the phone book, looked up his name, and found his address, comfortably
ensconced in a green, leafy Northwest neighborhood north of Georgetown. From the car (with
partner in crime Daniel Klein once again) you could peer into the window of his home, and there
indeed was a man who resembled Gottfried Haberler. He was sitting at a table, with his head and
neck perched low, and he was feeding himself (slowly) with a spoon. Haberler lasted until the

ripe old age of 95, passing away in 1995.

We let out a whoop and drove away, fearing someone might have seen us. Did you know that his
1937 tome Prosperity and Depression was perhaps the best summary of trade cycle theories
available at the time? For whatever reasons, the international trade contributions struck me as too

messy and [ was more excited by his work on business cycles.

! See Samuelson (1981, p.358).
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Perhaps my favorite book at the time was a University of Chicago Press calendar, full of photos
of famous economists. I paged through that book so many times to look at the famous
economists, but of course I had my favorite stopping points. Frank Hyneman Knight appeared
dignified, but also curious and open to inquiry. Keynes seemed effete and British and brainy, and
the young Paul Samuelson looked remarkably like a publicity photo for Buddy Holly, most of all
the cocked angle of his head. I would giggle every time I happened upon the photo of Irish
economist Francis Ysidro Edgeworth, because his basic look and expression reminded me of a

Schnauzer Terrier.

However unusual you may find that all to be, that story represented, and still represents, my
passion for economics, most of all the history of economics and history of economic thinking.
But this passion has long been a highly subjective one, as much wrapped up in personalities and
celebrities as in arguments. I feel no shame at that reality, and I suspect the professional gossip
that we all engage in shows a similar orientation. I’'m simply more open about it than most

people, and in this book I am more open about it yet.

While I would not normally be considered a specialist in the history of economic thought, for
almost twenty years now I have written, on a daily basis, what has become the most widely read
economics blog in existence, namely Marginal Revolution. Marginal Revolution serves many
functions, but among other things it is a chronicle of the economics profession. Alex Tabarrok
(my co-blogger) and I cover who wins the Nobel Prize, who switches to one school to another,
who starts and quits a blog, how the job market works, what is new and exciting in the National
Bureau of Economics research paper series, who wins the J.B. Clark Medal for best economist
under 40, and more. You could say I have become a chronicler of the very recent history of
economic thought. I’ve also run a podcast for almost ten years, and a lot of my guests have been

very famous economists. That includes Jeffrey Sachs, Paul Krugman, Paul Romer, Larry
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Summers, Abhijit Banerjee, Esther Duflo, Michael Kremer, Jason Furman, Dani Rodrik,
Nicholas Bloom, Melissa Dell, Nathan Nunn, Brad DeLong, Claudia Goldin, and many more.
Over the course of these interviews, | have continued to promote the view that the economics

cannot be separated from the individual human beings producing it.

Concerning the longer-term history of economic thought, my questions are these: what is truly
important in the lives and works of the very best economists, how can we understand their
languages, and how should we think of them as extreme talents, albeit sometimes highly flawed
talents? In addition to those general queries, I will examine what the major GOAT contenders
thought and wrote about the economic development of India, a common topic amongst the group
except for Hayek, and also a modest attempt to inject a little diversity into the account. Surely it
makes sense to ask how each person thought and wrote when confronted with an essentially

strange and unfamiliar environment? Is that not one of our acid tests for greatness?

To qualify as “GOAT the greatest economist of all time,” I expect the following from a
candidate. The economist must be original, of great historical import, serve as a creator and
carrier of important ideas, have a hand in both theory and empirics, have a hand in both macro
and micro, and be “not too wrong” on the substance of issues. Furthermore, the person also must
be a pretty good economist! That is, if you sat down with the person and discussed economic

issues, you would be in some way impressed.

It could be debated how much weight should be assigned to each category, but that is better
considered through concrete comparisons than in the abstract. My inclination is to take each
category as a kind of absolute requirement. That is, if a particular candidate fails in that area, he
is not going to be GOAT. You might wonder “but what about his strength in all the other areas?”

Well, the areas of achievement listed above are so fundamental that if a person falls short in one
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of them in a major and obvious way, he is likely to be falling short in other areas of economic
importance as well, even if those other failings are less obvious. Rest assured, that individuals
still can be in the top ten economists of all time, if you so desire, so I am hardly pressing the

eject button on them.

I seek to use the GOAT framing to make some progress on what I regard as my primary purposes

with this book.

First, I wish to teach the reader some economics. But most didactic manuals in economics are
boring, even for dedicated specialists. What people respond to, probably for deeply embedded
biological reasons, is talk about other people. So rather than reading “here is what the permanent
income hypothesis implies, blah, blah, blah” which might bore you, instead I will serve up “here
is why the permanent income hypothesis means Milton Friedman is great.” Maybe that will piss
you off, because perhaps you are not a huge fan of Milton Friedman for political reasons. Or
maybe you don’t feel ideas should be personalized in that manner. Still, you might digest more of
the content, if only to push back against it, to curse me out, or to decide why you like Friedman

even less (or more?) than you had thought.

Second, I wish to present economics as a vehicle for carrying ideas about the world. There are
many different conceptions of what economics is supposed to do, and I will discuss some of
those throughout this book. For some economics is about prediction, for others it is about
understanding our world better, for others it is macroeconomic forecasting, or hypothesis testing,
or perhaps making more money by mastering finance and market trading. Or maybe it can help
you become a better manager of a business, or a better steward of your personal life (“treat sunk
costs as sunk! Walk out of that boring movie!”). I am on board with all of those visions, but the

“carrying ideas” function of economics often is overlooked, especially in contemporary times,
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where it has become unfashionable due to the ascendancy of a very particular kind of narrow

hypothesis testing in the discipline.

As a vehicle for carrying ideas, economics became a kind of communication medium. In the
1960s and 1970s, for instance, music radio was a major vehicle for carrying ideas. If you turned
to the right station, and listened for a few days, you would get a good sense of what people were
talking about and perhaps worried about. Circa 2023, Twitter (now X) has been a major
communication medium. If you had a new idea, or perhaps wished to rehash an old one, you
might put it on social media, including discussion forums such as Reddit. Substack, YouTube,
and blogs play this role as well. But in the 19" century, if you had a new idea you might have
embedded it in an economics theory about the world. Malthus’s population worries and Mill’s
feminism, for instance, were written up in book form and surrounded by a structure of economic

arguments.

I miss economics as a vehicle for carrying forward new ideas. In today’s economics I find
empirical truths, very competently done measurement, database creation, and 90-page long
submissions to the top journals, full of the very best and most thorough robustness checks. That
all has its advantages, but still I miss the earlier world and in part I am trying to use this book to

revalue it, by learning, relearning, and newly ordering its secrets.

If you doubt the difference in worlds and that yawning gap in perspectives, between the old and
the current, open to the pages of Marina Cook’s 2020 Yale University book of photographs of
economists, Economists: Photographs. Most of them look posed, boring, and homogenized, a far

cry from the University of Chicago economists’ photo calendar that I loved in my youth.

10
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As for my third purpose, I am very interested in the general topic of talent, as reflected in my last

book, co-authored with venture capitalist Daniel Gross, namely Talent. This history is, among

other things, a case study in talent. What does the talent of the very best economists consist of?
What are their flaws and weaknesses? How should we go about thinking of talent in economics

and in science and academia more generally?

Fourth, I am curious as to who is indeed the greatest economist of all time. I figured the best way
to figure out my views on that question was to write a book on it. I can’t promise I won’t ever
change my mind, but I believe the choices made here are going to stick. As is so often the case,

writing is a way of figuring out what we think.

The history of economic thought has a longer-term connection to my intellectual lineage. I
started reading economics at the age of 13, and was reading it intensely by the age of 14. And
much of my early reading was of the classical economists themselves, including Adam Smith
and also the first six chapters of David Ricardo, as I found the rest of the book too boring and too

difficult at the time.

I had a reasonable working knowledge of classical economics by the time I was a young teen.
Furthermore, I had not much mastered contemporary neoclassical economics, so the classical
economic way of thinking came naturally to me, as did very early forms of neoclassical
economics. I had studied Paul Heyne’s textbook The Economic Way of Thinking, which
explained marginalism with remarkable clarity, as did Philip Wicksteed’s The Commonsense of

Political Economy (1910), but still The Wealth of Nations seemed just fine. To this day, when I

encounter classical economics, it does not to me seem like a strange, backward, or historically
anachronistic way of thinking. It just seems like economics, noting that [ am (and was then) well

aware of its mistakes and limitations.

11
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Much of my knowledge of neoclassical economics and first-order conditions came from a study
of Knut Wicksell, the turn of the century Swedish economist I read when [ was 17, and also from

Alfred Marshall’s famed appendix to his Principles of Economics, so neoclassical economics I

also approached through the lens of the history of economic thought. To this day I remember
reading in Wicksell’s biography that, although he was an advocate for “free love” he also was a
virgin until the age of 38. In macroeconomics, I read Keynes well before learning the later and
again more standard and formal IS-LM or AS-AD models, and at that time “neo Keynesian”
economics didn’t exist. “Real business cycle” theory, the frontier topic in the Minnesota-based
macroeconomics of the 1980s, was familiar to me from its early days before the Industrial
Revolution. When the price of oil skyrocketed in 1979, I thought immediately of Malthus and

many others in the early 19" century, complaining about the bad harvests in British history.’

So while my perspective on the history of economic thought is skewed, it has its own strange
kind of authenticity. It is alive and vivid to me, and I am self-conscious of being someone who
carries it forward in a manner which is, these days, quite rare. I am at least as much a product of
the history of economic thought as of my own graduate training, almost certainly more so. Like

that or not, this book will give you a different perspective.

What else characterizes this book?

I will not try to cover the entire history of economic thought or try to be comprehensive. Who

cares, frankly? This is not Joseph Schumpeter’s History of Economic Analysis, a wonderful

book but one that is no longer read or even much remembered, despite Schumpeter’s continuing

prominence. Did you know that Schumpeter read nine or so languages, including Russian and

? See Gérdlund (1958,p.125).

12
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Dutch? Do you care? I do, actually, but we are not going that route. I’ll focus on highlights and
the really famous people, especially the ones whose status you might be inclined to argue about.

Again, that will help keep you — and me — involved in the narrative.

I also won’t be shy about mentioning my own political views, which perhaps you know are
broadly libertarian, albeit with a pragmatic bent. But it is not the goal of this book to convert you
to those views, and I’ll at times be pretty brutal with some of the actual libertarians, Friedman
and Hayek included. I’'m not trying to take sides, but I prefer to be upfront about my
perspectives. I would rather entertain you, and present what I see as the truth, than be polite to

my own side in the political sense of that term.

Do you want to know which single book probably is the biggest influence on this one?

It is the Bill Simmons 2009 book The Book of Basketball: The NBA According to the Sports

Guy. I loved that book and tried to pretty much read it straight through, even with its 697 pp. of
text. ’'m not trying to copy Simmons’s errant misogyny, or his love of the Boston Celtics. But he
gives you the perspective of the fan, not just the analyst. He loves basketball, and that comes
through on every page of the book. He rants, he raves, and he obsesses. So when Bill decides to
write five pages on “What if the 86 Rockets never fell apart?” (pp.191-195), you read along,
even though (because?) he offers digressions on the Detroit Pistons and Los Angeles Lakers as
well. Or does it mean anything to say that Scottie Pippen is the 24™ greatest player of all time,
with Isiah Thomas the 23™ greatest? When you’re reading Simmons, again you are inclined to go

along with the absurdity of this method.

For Simmons, just about everyone and every team gets rated, and indeed about the last four

hundred (!) pages of his book consists of ranking the greatest players of all time, and justifying

13
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the grounds for his list. (Michael Jordan wins as #1, if you are wondering.) I won’t go that far,
but I’'m going to focus this book on the question of who was the GOAT economist — the Greatest

Of All Time.

You can call it juvenile, or overly hierarchical, I say it will force you to think. The candidates
will be Adam Smith, Thomas Robert Malthus, John Stuart Mill, John Maynard Keynes, Friedrich
A. Hayek, and Milton Friedman, plus I’ll consider a few other titans in briefer, desultory fashion

before dismissing them.

I’m going to start with Friedman, precisely because he irritates more people than do some of

those other names. I met him twice, and you are going to hear about that too.

14



GOAT: Who is the Greatest Economist of all Time and Why Does it Matter?

* For comments and assistance with this work the author wishes to thank Christina Cacioppo,
Agnes Callard, Bryan Caplan, Greg Caskey, Patrick Collison, Andrew Farrant, Jane van Mehren,
Hollis Robbins, Alex Tabarrok, Daniel Klein, David Levy, Zach Mazlish, Anna Claire Flowers,

Maria Pia Paganelli, Shruti Rajagopalan, Tamara Winter, and numerous others.
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CHAPTER 2

Milton Friedman
as GOAT?

Let’s start by considering the case for Milton as GOAT.

My first standard is how an economist analyzes a more or less new problem shown to him, and
thus how well that economist can think. That sounds simple, but as we’ll see it rules out many

folks right off the bat, most notably Karl Marx.

Let’s consider Milton Friedman’s 1955 memo written to the government of India, based upon his
first trip there. No one ever has suggested that Friedman was an expert on India, or even an
expert on developing nations, a topic that barely came up in his published research (he does

discuss Hong Kong and the other Asian tigers in some of his more popular writings).’?

3 For the details of Friedman’s trip, see Friedman and Friedman (1989, chapter eighteen). For a
bit more detail, see also Friedman’s later shorter 1957 piece (Friedman 1957a).
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Friedman starts the memo by noting that a five percent rate of economic growth should be
possible for India, reflecting of course his interest in economic progress. That was during a time
when Indian growth rates were more in the range of two percent, and the prevailing approach
was to refer to “the Hindu rate of growth” in a pessimistic manner. Friedman also suggests that
Indian growth will be “catch-up growth,” drawing upon the “technical and scientific knowledge”
of the world. Early on in the memo, Friedman also argues for a moderately expansionary

monetary policy, much better education and training, and better infrastructure.*

So far Friedman is on track.

He presents further specifics when confronting other views. For instance, he argued that the
prevailing development literature put too much emphasis on aggregate investment and the
capital to output ratio. Friedman worried about the possibility of malinvestment, and that the
Indian government would favor “heavy industry...and handicrafts” too much, at the expense of
small and medium-size enterprises. Furthermore, he saw that India should focus more on human

capital.

Friedman also insists that the Indian government should not excessively expand the public sector.
He criticized “nationalization and detailed state control over economic activity,” hardly a
surprising view from Milton Friedman. You might see this point as overlooking the possibility of
East Asian-style industrial policy, but Indian government interventions, during this period and
afterwards, did turn out relatively badly, and furthermore the East Asian successes were hardly
apparent or even existing at the time. So Friedman’s analysis may be imperfect in hindsight, but

overall it was defensible. Nonetheless Friedman could have raised the importance of an economy

* See the two writings by Friedman on India in 1955, his Memorandum to the Government and
also his notes on “Indian Economic Planning,” both published by Shah (2000).
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having sectors with increasing returns, learning effects, and higher growth potential, but he did
not. Most of all, he was appropriately critical of the efforts of the Indian government to protect
inefficient industries, and he attacked licensing requirements and the general stifling of progress

through excess regulation and favoritism.

Friedman also called for India to have money supply growth of 4 to 6 percent a year, and he
placed special stress on this recommendation. My view is a little different, having observed that
South Korea often had high double-digit inflation during its economic miracle, but still this was

sound enough advice, even if he overly prioritized the point.

On the tax side, Friedman called for a broader tax base for India with a greater scope for direct
income taxation. Excise taxes, in turn, should be cut back. These recommendations also have

held up well, and furthermore they belie the view of Friedman as a mindless tax cutter.

In his notes on Indian economic planning, Friedman expressed concern that the distribution of
income in India was widening rather than narrowing. He also takes pains to rebut the view that
India is culturally or religiously unsuited for economic growth, and he blames poor Indian
economic policy for India’s poverty, not the Indian people. To the current reader, this sharp
distinction between culture and ideas about policy may sound naive, especially since Friedman
complains about both corruption and the fondness of Indian intellectuals for socialist ideology.
Do those two factors truly have nothing to do with the culture of a country or region? In any case

Friedman saw the very great potential in India.’

> See Friedman, “Indian Economic Planning,” in Shah (2000), originally written after Friedman’s
second India trip in 1955.
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He also criticized India’s system of foreign exchange allocation and called for a freeing up of
capital markets and exchange rates. Arguably the verdict on this recommendation is still out, as
India still controls capital flows and thus its exchange rate to some extent. Some defenders of
this policy will argue it is why India has avoided a major financial crisis, namely that
international capital flows in and out of the country have never been so volatile. Again, while I
tend to agree with Friedman here (there is evidence that foreign capital significantly boosts
Indian productivity), I would acknowledge this as a possible point of criticism. At the very least

it is not obvious that Friedman was correct in this segment of his recommendations.®

Finally, Friedman closes the memo by noting he has focused so much on monetary and financial
affairs because that is his area of expertise. He also notes a few times that he is no expert on the

economic affairs of India.

In sum, this memo is not perfect...but it basically hits the mark, has held up well, and Milton

Friedman passes the test of giving good policy advice into a broadly unfamiliar situation.

The next question for any GOAT contender is whether the economist was connected with any
centrally important historical movement, and whether his ideas played a role in that movement.
Friedman here passes with flying colors. His ideas, along with those of the rest of the Chicago
School, and also F. A. Hayek, were a central influence on the disillusionment with communism
and socialism, the collapse of communism, and subsequent market-oriented reforms. Above and
beyond the collapse of communism, market-oriented reforms came to most of the democratic
world in the 1980s and 1990s, and it is remarkable how many of the reformers cited Friedman,

were influenced by Friedman, or in some cases worked with Friedman directly. Many of the

® On the positive effects of foreign capital in India, see Bau and Matray (2020). For more on
Friedman’s exchange rate advice to developing nations, see Edwards (2020).
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Latin American market-oriented reformers (sometimes disparagingly called “the Chicago Boys”)

studied economics at the University of Chicago, sometimes with Friedman himself.

Within the United States, Friedman had a remarkable influence on policy along a number of
lines. He led the intellectual opposition against the military draft, promoting economic arguments
against the draft based on the idea of opportunity cost, and he chaired a commission that both
recommended against the draft and led to its abolition. Since that time, the military draft has not
returned to the United States, and it is not even a serious object of discussion, indicating that

Friedman made the right call on that one.’

Friedman also led the charge for floating exchange rates, and told the world that floating rates
would work just fine. He underestimated the exchange rate volatility that would result, but in fact
the world’s advanced economies did move largely to a system of floating exchange rates in the
1970s, and it has proved enduring. The creation of the single-currency euro is one attempt to
move back to a fixed rates logic (Friedman, consistently, opposed it), but still floating exchange
rates appear to be here to stay. We’ve even seen China, now one of the world’s two largest
economies, move from a sliding peg system to what has been fairly close to a market-determined

float, and without incidence or major problem.

Score another one for Friedman, and as with Keynes Friedman’s exchange rate ideas and
writings sprang from working on some very concrete problems, in the case of Friedman starting

with his work on German exchange rate policy.®

7 On Friedman’s opposition to the military draft, and his involvement in that as a policy issue, see
Singleton (2016).

¥ See Friedman and Friedman (1998, p.182). Also relevant was Friedman’s work advising Brazil
on monetary policy, on that work see Boianovsky (2020).
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Friedman’s “monetarism,” while it was never adopted wholesale in its original stated form, led
the Federal Reserve System to refocus its attention on money supply figures and also price
inflation during the late 1970s and 1980s. When it comes to central banks, including in America
but not only, Friedman is arguably the most influential economist since John Maynard Keynes.
Friedman never did see his “money supply growth rule” translated into practice, but still his
broader Fisherian notion of “aggregate demand coming from the monetary side” is central to
contemporary thinking. More recent proposals for nominal GDP targeting (in essence monetary
targeting, but adjusted for the velocity of money) take their inspiration directly from Friedman,

as Scott Sumner among others has stressed.’

With only mixed results, Friedman also helped found the movement for “school choice” in the
United States. Vouchers are used in some number of municipalities as Friedman had
recommended, and there is now a broader state-level movement, typically in the red states, to
implement them more widely. It is noteworthy that the major non-profit pushing for K-12 school
vouchers, EdChoice, previously was called Friedman Foundation for Educational Choice. To
date, charter schools have built a broader constituency than have vouchers, and there too a
Friedmanite influence can be discerned, even though Friedman himself was more interested in

pushing the voucher idea.

Friedman also had a lesser-known but still important influence in the field of finance. Financial
futures, including on exchange rates and stock indices, were pioneered by the Chicago
Mercantile Exchange in the early 1980s. Friedman was a major advisor to Leo Melamed, then

head of the Merc (as it is called), and he wrote a study for the Merc suggesting that financial

? Interestingly, Friedman in his very early years was not a monetarist at all but instead focused on
fiscal policy, as a Keynesian might. See Nelson (2020, vol.I, pp.95-103), and also Nelson p.171
considers many of the different times Friedman changed his mind, and admitted to such, in his
career.
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futures would work just fine. That study helped financial futures receive approval from the
American regulators. To this day, those financial futures are a staple of market trading,
information revelation, and they also provide guidance to policymakers as to where economic
conditions are heading. So the influence of Friedman has stretched into the concrete business

practices of the private sector.

Overall, when it comes to real-world policy influence, Friedman does very very well in that
category. Friedman receives a lot of criticism for being “too free market,” or for being “too
neoliberal,” whatever that is supposed to mean. This isn’t the time or the place to debate all of
those normative questions, but most of the actual practical changes that have come from the
work of Milton Friedman have become broadly accepted rather than ideologically controversial.
For better or worse, we do not live in the world outlined in Friedman’s popular economics tract
and television show Free to Choose, or his earlier 1962 book Capitalism and Freedom, which

called for a move toward much smaller government.

If you are looking to take Friedman down a peg for being too close to laissez-faire, the easiest
target is his 1972 Newsweek column, when he called for eventually moving away from
government welfare programs altogether, at least once a host of harmful government regulations
are repealed, and replacing them with private charity. That call has not aged well, in part because
economic growth has not been evenly distributed across income classes, and in part because the
capabilities of private charity no longer seem so positive. Still, if you look at Friedman’s actual
influence on the redistribution debate, it has been to popularize and legitimize the idea of a

negative income tax as an alternative to current programs. Friedman for decades, dating back to
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1939, insisted that simple cash transfers would be superior to the current system, and whether or

not you agree, that idea is still part of the public debate and Friedman is still cited for it."

As for the channels of Friedman’s influence, it is striking how many disparate mediums he
mastered. He wrote academic articles and books, policy papers, had a regular column for
Newsweek (with some framing and rewriting done by his wife Rose), and was mesmerizing on
television, as a search through YouTube will verify. It is no surprise that he was given his own
public television “documentary” — EFree to Choose — and that the show was highly popular and

influential in its time. As a teenager, I watched every episode."!

Obviously, another standard for GOAT involves significant contributions to economic research.

There Friedman’s contributions are obviously very strong, but we will see there is a caveat.

One big plus is that Friedman made major contributions to both microeconomics and
macroeconomics. His Monetary History of the United States, 1867-1960, co-authored with Anna
J. Schwartz, vastly improved our understanding of the Great Depression, and set new standards
for careful reasoning in economic history. Again, Friedman has been the most influential
macroeconomic thinker since John Maynard Keynes. As Friedman has noted, his interest in
monetary economics sprang from his World War Il experience in the Treasury Department,
when he was asked to compare taxes vs. price controls as ways of keeping down rates of

price inflation.'

' On Friedman’s views here, see Ebenstein (2007, pp.227-228). The Newsweek column is
Friedman (1972, “Is Welfare a Basic Human Right?”’). See also Burns (2023, passim, who notes
Friedman typically favored assistance to the poor, and p.177 on his guaranteed annual income
advocacy dating back to 1939).

" On the influence of Rose on the Newsweek column, see Burns (2023, p.284).

12 See Taylor (2001, p.118) and also Nelson (2020, vol.I, pp.37-38).
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Still, some cracks show in the facade here. The problem, if that is the right way to put it, is that
much of Friedman’s contribution already can be found in Irving Fisher and the Quantity Theory
of Money, the latter dating at least as far back as the 19" century. Friedman, who was always
generous to his precursors, was more than willing to admit and indeed emphasize this. Still, a
question arises as to how much the resurrection of good common sense counts toward GOAT
status. If you think of economics as conveying a relatively set body of fixed truths, as indeed
Friedman himself did, this won’t disturb you very much. If you are looking for extreme
originality, and an overturning of previous doctrine, Friedman falls a bit short here, at least by
GOAT standards (to be clear, he still massively beats out almost every other economist on

originality grounds).

Another problem is that Friedman’s emphasis on money supply measures hasn’t held up so well.
During the 1980s, for instance, Friedman predicted a return to much higher inflation, based on
his look at M2 aggregates. In reality, America ended up moving toward a consistently lower rate
of price inflation, in the neighborhood of two percent. After the 2008 financial crash, the
relationship between money supply measures and nominal income broke down again, often quite
radically, as money supply figures rose and price inflation did not. Money demand simply was
not stable, in part due to interest paid on bank reserves held at the Fed. Later in his life Friedman
moved away from the notion of strict money supply targeting, and evinced some interest in price
inflation rules and also some interest in free banking ideas. Whether or not that was the correct
intellectual evolution, it raises the question of what exactly was left standing of Friedman’s

earlier strong insistence on the relevance of money supply metrics."

3 On Friedman’s later evolution toward inflation rate targeting, see Sumner (2016, p.259).
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One big advantage Friedman had, however, is that he was pioneering the theory of a fiat money
economy, and during a time when the last links to a gold standard were being broken. Traditional
Keynesian economics can be interpreted as a gold standard theory: deflation risks are high,
monetary policy is ineffective, and of course Keynes grew up in the classical gold standard era,
and wrote his General Theory after Britain went back on gold. In Friedman’s world, in contrast,
governments can control the supply of money through their central banks, the Fisher effect holds
(expected inflation raises nominal interest rates in accord), and without a common commodity
unit exchange rates across fiat currencies will end up flexible as well. By the time the 1970s

and 1980s roll around, Bretton Woods and the remaining ties to gold are dismantled, and
Friedman was the one ready with a full-blown monetary theory of a fiat economy, which fit his

times very well.

Friedman’s most original contribution to monetary theory was probably his 1969 essay on what
is an optimum quantity of money. That piece is convoluted in exposition, but Friedman considers
an ideal world with few frictions and asks what an ideal monetary policy might look like. As it
stands today, people waste resources converting money into bonds, and bonds into money. They
incur what Friedman called “shoe leather costs.” Imagine having to drive or walk to the

automatic teller machine to get your cash!

In Friedman’s artificially constructed world, the goal of monetary policy is to lower nominal
interest rates to zero, so that in essence money and bonds become the same asset and we don’t
have to make so many trips to the bank. A Keynesian might argue that the central bank is
deliberately trying to bring about a liquidity trap, but for the primary purpose of lowering shoe
leather costs. Again, this is not an actual practical recommendation. But it did force
economists to understand the money-bonds relationship in a new way, and it led to promising

further innovations in monetary theory. It was speculative and playful and removed from
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common sense in a way that few of Friedman’s pieces were. It was an astonishing display of his
analytical brilliance, his ability to think through an idea, and it showed off his versatility. Still, it

was a side of Friedman we did not usually see.'*

Friedman’s contributions to microeconomics were numerous, and one typical example would be
his piece on the Marshallian demand curve, published in the Journal of Political Economy in
1949. This piece, a model of analytical clarity, considers what Alfred Marshall meant by his
analyses of income-adjusted demand curves and proposes a better and clearer set of categories

for microeconomic analysis."

Another early and famous piece on microeconomics was Friedman’s 1948 piece with statistician
Leonard Savage on expected utility theory, “The Utility Analysis of Choices Involving Risk.” It
had puzzled Friedman that the same individuals would both buy insurance and gamble by
playing the lottery. Working with Savage, who was a first-rate mind, Friedman worked out what
an expected utility function would have to look like to rationalize this behavior. In particular, the
function would be concave and loss-averse at one part of its range, and convex and risk-loving at

higher wealth levels. This article now has over four thousand citations on scholar.google.com.

Nonetheless, when viewed in sum these articles, in spite of their fame, weaken Friedman’s claim
to GOAT. It is not that there is “something wrong” with them, rather they were not pointed in the
directions that later proved fruitful. They explored a particular direction of Chicago School
microeconomics, when the profession later turned in directions of first pure high theory (say

Mark Machina on expected utility theory), and then later behavioral economics, which involved

4 On Friedman distancing himself from the policy recommendations of this essay, see Nelson
(2020, vol.I, pp.332-333).
15 See Milton Friedman (1949).
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a lot of experiment and little theory, starting with Daniel Kahneman and Amos Tversky. To a
contemporary behavioral economist, the Friedman-Savage piece, while historically important,

looks quaint rather than serving as a current inspiration.

Many of Friedman’s research pieces, while well-cited, have ended up “stranded’ in the broader

research literatures. They do not appear prescient by the standards of 2023.

Again, by the standards of virtually any other economist, Milton Friedman still does very well on
this metric — many other pieces have been much more forgotten than his! Still, when applying

GOAT standards, I assign a modest negative to Friedman in this category.

Friedman’s most significant contribution, in my view, was his theory of permanent income,
which is what also put him on the map as a truly great economist. In essence, Friedman made a
prediction that the Keynesians did not, Friedman was proven correct, and Friedman’s prediction

came directly from some very Friedmanite foundations.'

To rewind just a bit, before Friedman’s work many Keynesian economists emphasized current
income as a determinant of spending and aggregate demand. You would spend from the income
you received, and saving was left over as a residual. If current income was weak, spending
would be weak as well. In this Keynesian view, there was a widespread expectation of a
depression or recession after World War 11, due to a deficiency of demand, in part arising from a
demobilization of all the soldiers returning home without jobs and in part arising from the new,

lower levels of government spending.

' Friedman himself regarded his book Theory of the Consumption Function as his greatest work,
which is consistent with this view. See Nelson (2020, vol.I, p.198).
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Friedman saw a far more optimistic scenario. America had this wonderful unused productive
capacity for after the war, soldiers would be reemployed fairly quickly, and there was a
considerable stock of savings from “forced saving” during wartime. In fact the “permanent
incomes” of Americans were quite high, and that meant consumption would be robust coming

out of the war.

Friedman was right. But this was not a mere lucky guess. It already was a common theme of
Chicago economics to look at stocks of wealth rather than income flows, and furthermore to
consider people’s expectations about the more distant future. Friedman’s triumph over the
Keynesians was rooted in some fundamental features of his more basic approach to economics.
The permanent income hypothesis also was both microeconomics and macroeconomics at the

same time, fully in line with Friedman’s core worldview.’

I’ve given you the intuitive version, but Friedman laid this out in terms of a model and also in
terms of what kinds of regression coefficients you might expect when doing the statistics. It was
an achievement of remarkable beauty and clarity. Note also that the key ideas behind the
permanent income hypothesis came from the earlier work of American economist Irving Fisher

on spending and saving.

Unlike some of the papers mentioned above, Friedman’s permanent income hypothesis never
became a “stranded” research contribution. Instead, it turned out to be a foundation stone for a
long line of research that very directly still follows in Friedman’s footsteps today. “Predicting
consumption,” using expectations, wealth, and other variables is not going to vanish anytime

soon as a central topic of macroeconomics. By no means do all other researchers agree with

17 Burns (2023, pp.220-227) also stresses how Friedman drew from the work of Dorothy Brady
and Margaret Reid.
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Friedman’s longer-run perspective on consumption (behavioral economics has brought a
comeback for a particular kind of Keynesian thinking), but the influence of his work from the
1940s continues very strongly into the current day and indeed the topic and Friedman’s ideas

arguably have never been more relevant.

I see Friedman as having two other truly great research contributions.'®

The first was his analysis of inflation and unemployment, as laid out most famously in his 1968
presidential address to the American Economic Association. Once again, Friedman took the
Keynesians to be his whipping boy and he beat them. Keynesian theory of the time predicted you
would either have inflation (excess aggregate demand) or unemployment (insufficient aggregate
demand). But Friedman showed that boosting inflation was no clear path to higher employment,
as over time workers would adjust their expectations and they would not be tricked by the
monetary expansion. Friedman in essence predicted that stagflation — both inflation and high
unemployment together — would be possible, and lo and behold that is exactly what the later
1970s delivered. As Friedman had predicted, the monetary goosing and stimulus of the 1970s

had failed to solve America’s unemployment problem.

'8 McCallum (2016) attempts to catalog Friedman’s top fifteen research contributions and comes
up with “The Methodology of Positive Economics,” the analysis of flexible exchange rates, his
1953 book Essays in Positive Economics, the work with Savage on risk, his presentation of the
quantity theory of money, his work on the consumption function culminating in the 1957 book,
his 1960 A Program for Monetary Stability, the 1962 book Capitalism and Freedom, The
Monetary History with Anna J. Schwartz, his 1968 AER piece “The Role of Monetary Policy,”
his essay on the optimum quantity of money, his 1963 work with David Meiselman on monetary
velocity, his late work (1990) on the economic history of bimetallism, his 1962 Price Theory
book, and his 1982 book with Schwartz on monetary statistics.
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It's not just that Friedman was proven right. This presidential address raced from first principles
to more complex conclusions, in a manner that perhaps no other economist could have pulled off.
If you are looking for a paradigm example of how the simple and the complex can be blended in
scientific reasoning, with brilliant rhetoric as well, this is one of the very best places to go. It is

no wonder that it captivated the attention of a generation of economists.

Friedman’s other great research contribution is his Monetary History of the United States,

co-authored with Anna J. Schwartz. (They also co-authored Monetary Statistics of the United
States and Monetary Trends in the United States and the United Kingdom). This book
revolutionized macroeconomics, economic history, and our understanding of the Great
Depression, all at once. It changed macro by showing that there was plenty of evidence for
monetarism throughout many decades of American economic history, thus giving Friedman’s
other writings a historical gravitas and backing that his rivals found difficult to match. Friedman
also countered the idea that the Great Depression provided unalloyed support for Keynesian
approaches. He laid the key blame on the Federal Reserve System, for allowing the money
supply to fall precipitously after the stock market crash of 1929, taking little action until 1932.

Keynes, by the way, at the time agreed with what was later to become Friedman’s point."

The book revolutionized economic history by presenting so much carefully researched data, and
in this regard it is a forerunner of the later “cliometrics” movement, which brought systematic
econometrics and statistics to economic history. One of the sides of Friedman that has become
less obvious over time is his roots in the Columbia, Wesley Clair Mitchell-inspired,
data-gathering, National Bureau of Economic research branch of economics. That branch is now
so dominant that it appears everywhere, but Friedman in his day was a much, much stronger

economist because he leapt on that empirical bandwagon so early. Friedman was neither a

' On Keynes, see Skidelsky (1992, p.435).
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practitioner nor a fan of high-powered econometrics, and he was relatively skeptical about the
possibilities for accurate identification, but when it came to statistics and empirical evidence and

bivariate relationships, he held their relevance in the highest regard.”

Robert E. Lucas once wrote “Sherwin Rosen once told me that he thought Milton Friedman’s
greatest contribution was to think more deeply about the relation of economic theory to evidence
than anyone before him had.” That is an interesting and not too commonly heard take on

Friedman’s significance.”!

Monetary History was co-authored with Schwarz, and Friedman was smart enough to pick

Schwarz as a co-author, especially as collaborations with women in economics were extremely
uncommon at the time. At the time their collaboration started, Schwarz did not have much in the
way of formal credentials, including no Ph.D. So Friedman receives credit plus for this one, no

matter what his exact role may have been in the collaboration.

You may recall from above that Friedman had a fruitful collaboration with statistician Leonard
Savage as well, and furthermore he co-authored with Simon Kuznets a long book on earnings
and human capital. If you look at the other names in the running for GOAT, they have no
comparable record as collaborators, and that can be considered another mark in Friedman’s
favor. Friedman also referred to himself as a “feminist,” and once pointed out he had an
especially strong record of working with women, a point confirmed by his collaborations with
Rose Friedman and Anna Schwarz, in addition to his willingness to learn from Dorothy Brady

and Margaret Reid on his consumption function ideas.?

20 See for instance Nelson (2020, vol.I, pp.372-373, and 394-395).
2! See Lucas (2016). On the empirical methods favored by Friedman (and also Schwartz) see the

very useful essay by Ericsson, Hendry, and Hood (2016).
22 On the latter see Burns (2023, pp.220-227).
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His nuggets from the workbench

Another relevant standard for GOAT is whether the economist’s “ofthand” and casual
productions were brilliant and insightful. A truly generative thinker ought to have produced
interesting material even when writing book reviews, short comments, critiques of ideas that no

longer have currency, or for that matter tossing off remarks over coffee or lunch.

On this standard, Milton Friedman ranks highly. He is renowned for his central role at the

University of Chicago economics lunch, a tough and competitive environment where Nobel
Laureates Gary Becker and George Stigler traded arguments and barbs with few inhibitions.
Friedman was seen as the intellectual leader of that group, and he was famous for his quick

analysis and sharp retorts.

Friedman’s shorter or lesser-known pieces still repay reading, and in fact they are often more
interesting than his more famous works, if only because the latter have so much been digested

into mainstream thought that they no longer seem novel.

One of my favorite “unknown’ Milton Friedman pieces is his sharp criticism of the idea of a
“commodity reserve currency,” published in 1951. This piece no longer attracts much attention,
just as the notion of a commodity reserve currency has been defunct for decades. So I won’t
work through the arguments, but nonetheless this is one of the best pieces to study Friedman's
analytic mental engine. The rapier sword is pulled out and he simply never stops, with a
remarkable density of analysis and then critique in virtually every paragraph. In the history of

economics up until that time, there simply are not many if any comparable examples of such an
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exercise. Among its other virtues, this piece can be read without our political biases about

Friedman — whatever they may be — getting in the way.

Consistent with this article and many others, those who knew Milton Friedman unfailingly testify
to his presence as the sharpest economic mind in the room, even well after the years of his
research peak. If you had an idea that wasn’t good enough, Milton could cut it down in seconds,
albeit in his standard smiling, polite manner. Even Robert E. Lucas, a Nobel Laureate himself
and super-sharp theorist, was impressed by Milton in this regard, as once was related to me by

economist David Lilien.

Reading Friedman’s “lesser pieces” illustrates just how much of “the Milton Friedman we know”
was in place in the immediate postwar period. In 1947, Friedman for the Journal of Political
Economy published a review of Abba Lerner’s socialist ideas in the book The Economics of
Control. 1t is still one of the better pieces to read to have a sense of how Friedman thought.
There is a gentleness and thoroughness to the exposition, combined with some devastating
analytics, gently deployed. First and foremost, Friedman’s objections were pragmatic — he did
not see how socialist managers could be induced to actually follow the instructions to behave as
if they were operating in a competitive economy. Friedrich A. Hayek, the Austrian economist
and later Nobel Laureate, also wrote a critique of market socialism, as it was called, and he
emphasized the more epistemological problem of how planners could ever have the requisite
knowledge to plan an economy. Friedman’s more practical critique was that planners could not
easily offer managers the incentives to do the right thing. Whereas Austrian economics focused
on knowledge, Friedman and the Chicago School emphasized incentives. Profit allows for
“instructions plus enforcement” in a manner that, for Friedman, the socialist system cannot

readily mimic.
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Why is the knowledge problem of Mises and Hayek not central to Friedman’s argument? There
is no simple, clear answer, but perhaps it is because of Friedman’s scientism, namely his
apparent view that relatively clear and straightforward knowledge was obtainable directly
through scientific inquiry, namely empirical work. Friedman’s later views on methodology thus

seem to be rearing their head.

Friedman also tackles the topic of income distribution, noting that Lerner offers no clear means
of achieving the equality that his scheme supposedly requires. Friedman also devotes several
pages of the review to complaining that Lerner offers no adequate recipe for stabilizing
aggregate demand. Is that really a major or highly relevant critique of market socialism circa
1947? For Friedman it did not seem to matter, as he is more concerned to push the relevance of

the aggregate demand scheme, his idée fixe for much of his career.

The very last paragraph of the review concludes with Friedman’s characteristic and unfailing
politeness: “The proposals in the [Lerner] book have considerable suggestive value and may
stimulate others to useful and important in developing them.” Even though Friedman

refutes them and in his last sentence notes that “these gifts [of the author] have been
imperfectly realized,” and “have not been combined with a realistic appraisal of the

administrative problems...”

And with that the Friedmanite tour de force was over in a mere 12 pages: pro-market, skeptical
of socialism, not a believer in massive income redistribution, scientistic, focused on incentives
and aggregate demand management, using microeconomics in service of policy reasoning, and

above all polite.
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Another neglected yet important Friedman work — in fact it is a whole book — is his 1945
National Bureau of Economic Research study with Simon Kuznets, republished in 1954, but the

analysis dates from 1941. The work is titled Income from Professional Practice, and on the

surface it is a mundane look at “the income structure of five professions,” namely medicine,
dentistry, law, certified public accountancy, and consulting engineering. In reality, it is a serious
and very high-quality look at the economics of human capital, the return to training and
education, the allocation of talent across professions, and barriers to entry resulting from
occupational licensing. It anticipates Gary Becker’s later work on human capital, essential to
Chicago economics and also winning Becker a Nobel Prize. But Friedman got there first, with
Kuznets of course, who himself later won a Nobel Prize for his work on national income
accounting and economic statistics. Friedman’s first book was a major contribution, yet it was so

overshadowed by his later work that hardly anyone knows about it — an enviable achievement.

Finally, another of Friedman’s important nuggets is his first significant published article, a
contribution to statistics published in 1937 (!). It is descriptively titled “The Use of Ranks to
Avoid the Assumption of Normality Implicit in the Analysis of Variance,” published in the

prestigious Journal of the American Statistical Association. It has over 4500 citations on Google

Scholar, many of them fairly current, mostly in the field of non-parametric statistics. It reveals
Friedman’s roots in statistics, and also the fundamental practicality of his nature, as he was
looking for better statistical estimators for concrete real world problems, most of all predicting
consumption, which later became a major theme in his work. However it is not widely known
that Friedman was a first-rate statistician before he was a great economist. Friedman also did
genuinely useful statistical work for the United States government during the Second World War,
for instance with Army officers flying from Europe to Columbia for Friedman to brief them on

his statistical work on the performance of proximity fuses. At the time, Friedman thought this
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might end up being his most important contribution to science. He also helped the military

develop new metal alloys to improve the flying performance of planes.?

Using the “chips off the workbench” standard, Milton Friedman very much remains in

contention for GOAT, greatest economist of all time.

Institution-building

For Milton Friedman, the department of economics at the University of Chicago, and to some
extent the law and business schools, count as a major part of his legacy and boost his claim to

GOAT.

The basic facts about University of Chicago economics scholarship are indeed overwhelming.
Over the span of a few decades, the school produced more Nobel Laureates in economics than
any other department ever. Some of those laureates closely associated with Friedman and the
Friedman years and doctrines are Ronald Coase, Gary Becker, George Stigler, Robert Fogel,
Eugene Fama, Robert Mundell, Harry Markowitz, Myron Scholes, Thomas Sargent, and Robert
E. Lucas. Chicago has other economics Laureates as well (e.g., Richard Thaler), for which you
might give Friedman some indirect credit, but the former list is a direct offshoot from the
Friedman years. And it is fair to say that many on that list are especially important Nobel

Laureates. After all, during those years Chicago helped to birth modern law and economics,

# On the World War IT work, see Hetzel (2007), which is also a good general introduction to
Friedman’s career and work in economics. See also Ebenstein (2007, p.45) on the importance of
the World War Two work, and for more on Friedman’s work on statistics, and also his wartime
work, see Nelson (2020, vol.I, pp.78-82). On new allows, see Burns (2023, p.135).
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human capital theory, expectations in macroeconomics, efficient markets finance, and modern

approaches to economic history including cliometrics.**

While Friedman is closely associated with the University of Chicago, keep in mind that he spent
29 years living in California and holding a position at Stanford’s Hoover Institution, compared to
a bit more than three decades at Chicago. The Chicago years were better for Friedman’s
academic work than were the Hoover years, even though by the latter time he was having a
higher global impact. Nowhere offered better intellectual pushback than the Chicago intellectual
and seminar scene, nor does Friedman seem to have worked to build up Hoover. The length of
that period is perhaps important for understanding some of the limitations seen in his career, as

he did morph into Milton Friedman the public intellectual >

Errors and omissions and negatives

My impressions of Milton Friedman are colored by the two occasions I spent with him, in

addition to a few other times being in the same room as him.

The very first time I met Friedman I also — in the exact same moment and through a set of
common introductions — met my first wife, so that was a striking time for me. That was in 1990
at the Mont Pelerin Society meeting in Munich, Germany. As you might expect, Friedman was
gracious and charming to everyone, and the conversation was dominated by the fact that “he was

Milton Friedman.” His interpersonal skills were immediately on display.

* Theodore Schulz, another Chicago Nobel laureate in economics, essentially preceded
Friedman. It also does not seem that Hayek, who taught at the Committee for Social Thought,
had much to do with Friedman’s presence at the University of Chicago.

2% On the length of Friedman’s time in California, see Ebenstein (2007, p.199).
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The second time I spent time with Friedman was at a conference in Dallas, and he was older by
then. He was extremely pleasant to everyone, although again it was clear at the table that “he was
Milton Friedman,” so to speak. I asked him a series of questions about school vouchers, and the
indifferent results that were being obtained by much of the empirical literature on vouchers. His
answers, while entirely polite, struck me as a bit glib and dismissive, as if vouchers simply had to
make sense, in the same manner that say competitive supermarkets were superior to a centrally
planned commissar for food distribution (to be clear, I am a supporter of the school choice idea,

but I had genuine, non-hostile questions about the empirical results).

You can attribute Friedman’s response to his age at the time, or simply that he didn’t feel the
need to have to answer questions from me — surely he might have been sick of being pestered by
questions at every public lunch he attended. Yet neither possibility fit my casual, subjective
impression of the incident, rather I felt he just genuinely did not wish to rethink the issue of
vouchers. He had settled on the “competitive markets vs. central planning” framing some time

ago, and wasn’t going to budge from it.

And indeed overall that interaction fits with my more general reservation about Friedman: he
wanted to make economics just a little bit too simple. And this desire for simplicity also is
evident in Friedman’s advice to India in the 1955 memo. Although that memo is largely on the
mark, and overall to Friedman’s credit, the reader cannot avoid the feeling that Friedman is
looking to apply somewhat of a mechanical recipe to India, especially on the money/macro side.
He didn’t want to let India be too complicated, perhaps because a genuinely humanitarian side of
the man wanted to improve India above all else. As Friedman once said to John Taylor: “What

people like is that a person is willing to take positions. He’s not hedging all the time.” I agree
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with that as a statement about what people like, but unlike Friedman I do not thereby identify or

agree with the perspective of these “people.”?

It is also interesting to look back on a 1945 memo that Wesley Clair Mitchell wrote to Arthur
Burns about Friedman, opposing (!) his appointment to the National Bureau of Economic
Research. Obviously Mitchell was making one of the great blunders of intellectual history, as
Friedman went on to the University of Minnesota and later to much greater fame, but his
diagnosis is interesting. Friedman and Kuznets, both later Nobel Laureates of course, had written
a 1945 NBER book on the incomes of professionals, and they attributed a significant portion of
higher doctor incomes to medical licensing.”” Mitchell, when writing a letter about Friedman,

was not altogether pleased by Milton’s work:

“We agree about his acute mind, about his thorough training in mathematical statistics +
mathematical economics, about his creative powers at least in the first of these fields and
probably in the second, about his personal likeability, + about his honesty of intention.
We must admit that he has fooled himself, unwittingly, + thereby fooled all three of us

who were so predisposed to accept his findings.”
And also this:
“I think Milton’s troubles arose from accepting a conclusion about the monopolistic

practice of the medical societies, feeling sure that restriction of entry must tend to

increase the incomes of medical practitioners, + so accepting at face value any statistical

26 See Taylor (2001, p.126).
27 For this story, and the correspondence, see Collier (2017). See also Burns (2023, pp.126-128)
for further detail.
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evidence that pointed in the direction he knew to be right. We are all of us subject to this
type of error. We examine far more critically evidence that appears to run counter to our
hypotheses than evidence that supports them. But M. seems to me worse than most of us

on this respect.”

Unfair, and in light of the continuing rise in American doctor salaries, also untrue. Nonetheless

we are here to examine these economists and their work in every possible light.

These portraits, even if inaccurate, are consistent with Friedman not quite being a theoretical
innovator of the very highest order, an issue already mentioned. His monetary theory may well
have been largely correct, but much of it consisted of identifying and verifying common sense
truths. His most original contribution, on the optimum quantity of money, was false as a policy
recommendation and it did not hold his interest. Overall, it is in the permanent income
hypothesis that we see the strongest synthesis of Friedman as an innovator and Friedman as a

common-sense economist.

To be clear, innovation per se in economics, as opposed to truth, may be overrated. This factor

will rise to the forefront for a comparison of Friedman to Keynes for GOAT.

Friedman’s major weakness is also evident in one of the taped segments of his PBS television
show Eree to Choose. In one episode Peter Jay, former British ambassador to the United States,
goes after Friedman, most of all for his philosophical underpinnings. Jay argued that Friedman
was very good at knocking down absolutist positions, but didn’t have much of a counter to the
idea that some pursuit of greater equality, at the margin, might be valuable. Friedman just didn’t
have a good answer for him. Friedman was feeble in response, insisting (correctly) that a lot of

observed inequality was due to government, but at the conceptual level he couldn’t come up with
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a reason for elevating the priority of liberty absolutely over that of equality. Friedman finally
tried to insist “you can only serve one God,” but why should that be true? Cannot a moral theory
be pluralist? And exactly when did the positivist Milton Friedman derive that liberty was the true
God? Did he not in many other instances find exceptions to the liberty principle, such as

believing that some amount of taxation and government was necessary?

Friedman ended up in over his head, he kept on repeating platitudes about freedom, and he was
unwilling to consider how he might handle a liberty vs. utility trade-off. I don’t think he “had a
bad day,” rather he was never well-equipped to handle this kind of disputation in the first place.
He preferred to focus on cases where liberty and utility moved together, and indeed there are
many such cases to consider and promote. He never came to terms with true value clashes, and
so he felt more comfortable with those cases that, to him at least, seemed to offer the promise of

“not too complicated” answers.*

Many of the most common criticisms of Friedman are simply off-base or they are used for
purposes of political propaganda or to criticize ideas of “neoliberalism” or laissez-faire. During
Friedman’s visit to Pinochet’s Chile, which has become infamous only through
misrepresentation, he behaved admirably and insisted that political and economic freedoms were
inseparable. He didn’t kowtow to political leaders, no matter what their inclinations, and he made
it clear he was not impressed by their power per se. In this regard as well, he always stayed in the

role of Milton Friedman.?

¥ There is currently a YouTube segment “Milton Friedman Gets Owned” on-line, showing this
exchange at https://www.youtube.com/watch?v=FXI. Wd_avNT8, but more generally the Free to
Choose episodes are available on-line.

¥ For Friedman’s account of the visit, see Friedman and Friedman (1989, chapter 24 and the
appendices). For an outside look at the evidence, see Farrant (2020), who offers much more
detail, but no evidence of wrongdoing unless you think simply going to Chile (and talking to
Pinochet) is per se objectionable. See also Edwards and Montes (2020) who scrutinize the record
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One weakness in Friedman'’s history as an advisor was his brief stint visiting China and speaking
with Chinese government officials. (It is remarkable, by the way, how the critics will try to taint
Friedman with the very weak Chile affiliation, but will not bring up China, a country which also
has consulted with many other visiting American economists, including for instance the
left-wing Joseph Stiglitz.) Friedman was first invited to China in 1979, arriving in 1980. At the
time he was best known in China for his academic work, not the controversies surrounding his
free market stances. Friedman however was frustrated over the reception of his advocacy of
capitalism. When he insisted, contra Marx, that capitalism did not harbor contradictions, he
received a visit to his hotel and some lengthy lectures about the Communist Party. Friedman left,
proclaiming that his hosts were “unbelievably ignorant about how a market or capitalist system
works,” and in turn one of the Chinese described Friedman as “extraordinarily stubborn,” and
who “would not speak politely no matter how high your position.” Friedman returned in 1988, to
speak at a Cato Institute conference in China, advocating privatization and a version of shock

therapy. That too was largely poorly received.*

At the suggestion of his hosts, Friedman wrote and submitted a memo to General Secretary Zhao
and his team of economists. Friedman started the memo by insisting that China does not face
special circumstances, prices should be immediately decontrolled, money should be tightened,
and government fiscal deficits limited. Of course that is not what China did, and the country
went along its track as one of the greatest growth miracles of history. There is a further
development to Friedman’s history with the country, but basically the two sides were dug in and

the basics of the disagreement didn’t really change.’!

and conclude Friedman’s behavior and pronouncements in Chile were pro-democracy and
entirely appropriate.

39 On the first visit, see Gewirtz (2017, pp.84-87, with the quotations on p.86, 87 respectively).
** On the second visit and memo, see Gewirtz (2017, pp.210-211).
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Maybe you think Friedman’s advice was pretty reasonable at the time, and yes similar strategies
did work well for Poland, but still this is one of the better examples of how Friedman just didn’t
look deeply enough into the problem. He didn’t understand how much the Chinese reforms
needed to be combined with support for Chinese state capacity, rather than just following pure

Chicagoan economic principles.

Another potential weakness of Friedman can be seen in his memoir, co-authored with his wife
Rose Friedman, Two Lucky People. Although Milton Friedman (and Rose too) had one of the
most interesting lives you could imagine, he and Rose wrote one (or should I say two?) pretty
boring memoir. There is plenty of factual presentation in the book, most of all on the career side,
and in that regard it cannot help but be interesting. But insight? Throughout 589 pages of text,
there is barely any inside look into the central episodes of Milton Friedman’s life. You will find
no real perspective on how Milton moved from being a committed Orthodox Jew to agnostic at
the age of twelve, no real stories about how they courted and married, and no emotional account
of how Milton blossomed from his planned career as an actuary into a world-class economist.
(He does however cite Robert Frost and his desire to make the world a better place.) Yes, yes his
mentors Homer Jones and Arthur Burns encouraged him, but how did it fee/? Were there doubts
or hesitancies along the way? Haven’t you wondered whether growing up and reaching a height
of no more than five feet in Rahway, New Jersey, early in the twentieth century, might have run
into bullying or perhaps some emotional turmoil? No, instead we read that “My [Milton’s] four
high school years were pleasant and rewarding but mostly uneventful.” Junior high school

anyone?*

32 See p.24 on the high school years. On Milton’s career decision, see pp.33-34.
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Maybe none of that stuff really mattered. Maybe it all happened pretty smoothly, and they were
just lucky, lucky, lucky. I genuinely do not rule that out. Still, to put it bluntly, Milton seemed to
be lacking depth of spirit. Alternatively, you might also think that Milton simply belonged to an
earlier generation, one that did not believe in spilling one’s guts on the floor, and indeed one that
never would have written a book called “Two Weird Ass People.” Fair enough. Still, the reader
comes away with the feeling that such “publicity decisions” overwhelmed Milton himself, and
that the public Milton Friedman over time became the Milton Friedman, an impression consistent

with my personal interactions with the man.

It is also striking what a small role incentives play in the narrative of the book, even though they
lie at the center of Friedman’s economics. Luck obviously matters, temperament seems to matter
a great deal in the narrative, as does arguably benevolence, but the true engine of Friedman’s
economics — incentives — is largely swept under the rug, unless you count Friedman noting that
he moved to California in part to enjoy the climate. And does luck play such a large role in
Friedman’s economics, including of course his critique of income redistribution? Well...that too

seems to be a disconnect.

And to raise the rude question — maybe you are wondering whether the book is boring because
Rose had such a big hand in it? Unlikely. Often Milton and Rose are writing in separate voices,
presented as such, and about their own lives, including before they met each other, or they are
offering perspectives on the same event. Rose is consistently more interesting and revealing. You
can read for instance about her (unfounded) fears that she would not be able to have children, or
her decision to put Milton’s career first without hesitation. She also writes of her difficulty in

seeing Germans dressed as policemen in 1950, given memories of Nazi times. It’s hardly a
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tabloid revelation as presented, but the self-portrait of Rose in the book is much richer and more

interesting than anything you will get from Milton.*

Rose also has all of the best lines, such as: “Milton learned that his most effective weapon for
killing porcupines was a baseball bat.” In contrast, here is a typical bit of Milton: “Like her
mother, Rose has always been a marvelous cook, and I can offer the evidence of nearly sixty
years of enjoying her food.” Or how about “We also sampled many of the cultural attractions of

Hawaii’s harmonious and prosperous multiracial society.”*

We also do not hear how Friedman helped to build up the economics department at Chicago,
what he actually thought of various contemporaries, or whether he felt conflicted by moving so
much into the policy world and the popularization of economic reasoning, and thus accepting
some degree of necessary simplification. Nor is there talk about the trade-offs between family
and private life and having so much fame and success. Instead, the book truly comes off as a tale

of “two lucky people.”

The first time I picked up the book I wondered if the title might somehow be ironic, as both
Friedman and his wife were remarkably talented people, both of them off the scale in any
relevant comparison. But no, they really do portray themselves as two lucky people, shorn of
much conflict or ever feeling despair or even much ambivalence. It is believed that Friedman had
congenital amusia — the inborn inability to enjoy music — but that too is not allowed to run

against the grain of his extreme luck.*

33 See for instance pp.87, 108, 179.
3* On the porcupines, see p.169. On Rose as a cook, see p.83. On Hawaii see pp.211-212.
3> On amusia, see Stewart (2006).
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Since Milton Friedman was only co-author, and since it was written late in life (published in
1989), you might write off Two Lucky People as a non-essential text. Still, I can’t quite bring
myself to do that. All of the other memoirs and remembrances by potential GOAT economists

(just try John Stuart Mill) reflected something very real about their thoughts and careers.

I wish to close with a family observation about Milton Friedman. Milton married Rose Director,
an excellent economist herself, and she was also the sister of Aaron Director, a first-rate
economist and a formative influence on economics at the University of Chicago. Milton’s son,
David Friedman, received a Ph.D in physics but he turned his attention to economics, and law
and economics, and he is well published in those fields and he has many enthusiastic fans
amongst internet readers. At David’s career peak, he was considered one of the fastest and
sharpest microeconomic minds around, even if none of his publications brought him a renown
comparable to that of his father. Both Milton’s wife and son reflect just how much Milton
surrounded himself with the ideas and methods of economics, whether that was done
intentionally or not. Milton lived surrounded and absorbed by economics in a manner that few

other human beings have achieved.

To close this section, it is worth considering what my biases vis-a-vis Friedman might be. First,
on the political side I have a clearly positive bias. For much of my life Friedman has been the
market-oriented economist who helped to usher in the much-needed market reforms of the 1980s
and 1990s. You can debate whether that is “bias” or perceiving reality correctly, but I am closer

to Friedman’s stance on those reforms than is the median U.S. academic economist circa 2023.
Second, given my background in Austrian economics, I have a modest negative methodological

bias against Friedman. I grew up thinking of him as brilliant, but not quite as deep or as

interdisciplinary as Hayek was. I read his famous essay “The Methodology of Positive

46



GOAT: Who is the Greatest Economist of all Time and Why Does it Matter?

Economics” as a philosophically superficial apology for a lot of bad economic models. If you
don’t already know, in that piece Friedman argues it is fine or perhaps desirable if models have
unrealistic assumptions, as long as they predict the data well. Yet one of Friedman’s great
strengths was to make Keynesian macro models much more descriptively accurate. And he did
that to improve their predictive power, as discussed above with the consumption function. So
what was Friedman talking about anyway? Was this piece on method a deliberate
oversimplification, designed to rebut the more superficial critics of economics? For a long time,
and perhaps still today, I have disliked that essay, and you may know that Hayek once called it
“quite as dangerous a book™ [as Keynes]. My whole life I’ve heard philosophically superficial

people cite that essay to defend the irrelevant or harmful models they were producing and

applying to policy.*®

It is worth noting that when the issue of a courtesy appointment for Hayek in the University of
Chicago economics department came up — an honorific rather than substantive title -- Friedman

opposed the idea. Surely that reflected some degree of blindness and dogmatism in Friedman.?’

In sum, while my biases are on net positive for evaluating Friedman as an economist, they might

actually be on net negative for considering him to be GOAT.

Make of that what you will. Either way, Milton Friedman is a genuine contender for GOAT,
greatest economist of all time. If he is your pick, there is plenty of positive evidence you can cite

for that judgment.

3¢ On Hayek, see Hayek (1994, p.145).
¥ Burns (2023, p.191).
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And now on to one of the first targets for Friedman’s macroeconomics and monetary theory,

John Maynard Keynes.
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CHAPTER 3

John Maynard Keynes

I don’t view Keynes primarily as an economist, rather I see him as a British aesthete rationalist
who did economics in his spare time, and fortunately he had lots of spare time. That he still can
be in the running for GOAT is a testament to his skill and brilliance. It was Bertrand Russell, no
slouch himself, who said of Keynes: “...the sharpest and clearest that [ have ever known. When I
argued with him, I felt that I took my life in my hands, and I seldom emerged without feeling
something of a fool...” Robert Skidelsky, Keynes’s major biographer, noted “Keynes was one of

those rare persons who could both think and act at the highest level.”®

Keynes is the GOAT contender I most would want to hang around with. His circle of friends
regarded him as extremely charming, he followed real world issues with a passion, had excellent
taste in art and was remarkably sensitive in his aesthetic, was extremely articulate, had deep
thoughts about the nature of progress, and he would debate ideas endlessly. He seemed
multifaceted in a way that Milton Friedman was not, and open and engaging compared to the

stuffiness and “old regime” airs of Hayek. I don’t think I would be put off by what seemed to be

3% Skidelsky (1986, p.263). On Russell on Keynes, see his Autobiography, Russell (1998 [1967].
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an arrogance or superciliousness toward lesser minds. If that were the price of hanging out with
Keynes, so be it! I do get that Keynes was the sort of guy who called Bertrand Russell “Bertie,”
and referred to his good friend David Garnett as “Bunny,” including in print. Such are the sins of

earlier times.>’

I often like to say that all thinkers are regional thinkers, namely they are indelibly shaped by the
circumstances they grew up in (1970s northern New Jersey, in my case). For Keynes of course
that region was Cambridge, England, or more broadly southern England to also include London

and the influence of the British civil service in particular.

Roy Harrod, Keynes’s friend and first biographer, put it so: “If I achieve my purpose, the
life-work of Keynes will be seen, in part, as an expression of this Cambridge civilization, both in
its stability and self-confidence and in its progressiveness.” In addition to his interest in the
aesthetic, Keynes started his career as more of a philosopher and mathematician than an
economist, and Harrod tells us “Early influences remained of great importance throughout

Keynes’s life.”*

Above all, Keynes was influenced by the brilliant Cambridge philosopher G.E. Moore, a member
of the Society of Apostles and Keynes’s senior. Moore was renowned for his brilliance and
articulateness, both qualities Keynes respected highly, and he was ten years Keynes’s senior. He
exercised a magnetic influence over Keynes’s immediate circle, the Apostles were an originally
secret society of Cambridge faculty and students. Its most prominent members included Alfred

North Whitehead, Bertrand Russell, G.E. Moore, Henry Sidgwick, and Keynes himself,

3 On Bertie and Bunny, see Keynes “My Early Beliefs,” passim.
% Harrod (1951, p.3, on early influences see p.vii). O’Donnell (1989) offers a very useful
treatment of the import of philosophy throughout Keynes’s writings and career.
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obviously a line-up that goes beyond impressive. The nature of absolute truth and goodness, and
the relationship between beauty and intelligence, or science and art, were typical of the questions
that obsessed the Apostles and in turn Keynes. The perceived enemies were common sense
morality and Christianity, and Keynes once noted: “we used to regard Christians as the enemy.”
In their cloistered discussions, they explored themes that were later sprung on the entire world,
and they very much believed in progress, aided by pure human reason, as it might be applied

in Cambridge.*'

In a series of books, most notably his Principia Ethica, Moore laid out a vision of an organically
good society, based ultimately on human states of mind, the most significant of those being
valuable states of consciousness, most of all the pleasures of human intercourse and the
enjoyment of beautiful objects.” Goodness in these matters was a holistic, irreducible concept,
not to be made subordinate to the pursuit of any other ends. Furthermore, right action was aimed
at bringing about desirable states of affairs, but that said the best states of affairs were complex
wholes; such themes were to resurface in Keynes’s Treatise on Probability. It is wrong to think of
Keynes as a devoted Moorean, but much of his work was devoted to, whether directly or not,
seeking to confirm Moore, refute Moore, or supplement him to make the entire picture more
defensible and workable. You can think of Keynes as “Moorean Cambridge philosophy meets
British civil service and gay non-conformism” (I’1l get to that soon), with the civil service work

injecting a sense of public duty that arguably was absent in Moore.*

The best discussion of Keynes’s early views comes from Keynes himself, and the frank account
he offered in his essay “My Early Beliefs,” penned in the 1930s. Keynes wrote of his group of

friends and how they accepted Moore’s “religion,” while rejecting his more bourgeois conception

1 See Skidelsky (1986, p.158).
2 Skidelsky (1986, pp.139-145). On Christians, see Toye (2000, p.157).
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of morality. The primary premise of this religion was “Nothing mattered except states of mind,
our own and other people’s of course, but chiefly our own. These states of mind were not
associated with action or achievement or with consequences. They consisted in timeless,
passionate states of contemplation and communion, largely unattached to ‘before’ and ‘after’.
Their value depended, in accordance with the principle of organic unity, on the state of affairs as

a whole which could not be usefully analysed into parts.”*

Keynes then delved into specifics:

“The appropriate subjects of passionate contemplation and communion were a beloved
person, beauty and truth, and one’s prime objects in life were love, the creation and
enjoyment of aesthetic experience and the pursuit of knowledge. Of these love came a

long way first.”**

I don’t think you can understand Keynes as a thinker without recognizing his interest in gay sex
and gay love, and indeed his prioritization of it. He pursued male romantic and sexual
relationships with a true ardor, and surely he was aware of the fraught nature of that inclination
in early twentieth century England. Yet it seemed to Keynes that was the right thing to do, and
that in turn meant an indictment of Victorianism, traditionalism, and status quo bias. Keynes was
on the side of the rationalists, and he believed reason pointed the way toward a lifestyle with
wonderful, brilliant friends, cultivation of his interests in the arts, working to build a better
society for Britain, and last but not least plenty of romance and sex. Within the Apostles, there

was a notion of the “higher sodomy.”*

* See Keynes, “My Early Beliefs,” p.436.
# “My Early Beliefs,” pp.436-437.
> On the higher sodomy, see Davenport-Hines (2015, p.208, see also p.214).
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Keynes’s essay on his early beliefs comes close to indirectly confessing this perspective, though
he takes care to maintain plausible deniability. He notes that in the early days, under the direct
influence of Moore, the view of love was “...on the whole, austere and platonic.” Over time,
however, the group became suspicious of mere simple pleasure, valuing instead “intensity and
passion.” Keynes remarked that the group “existed in the world of Plato’s Dialogues,” a possible
reference to homosexuality, and at the time they regarded the Christians as the enemy. He
becomes a bit more explicit when he notes the group rejected all versions of the doctrine of
original sin, and “We had no respect for traditional wisdom or the restraints of custom.” The
group was “joined to libertinism and comprehensive irreverence.” That too, for them, was a form

of progress.*

Zachary Carter, in his recent biography of Keynes, fills in some of the details. It turns out that
Keynes kept an extended spreadsheet of his lovers and sexual encounters 1901-1916, each one
rated by a number. That may sound like a prurient detail, but it does in fact tie into the bigger
picture. Keynes wanted to create a world safe for what he considered to be rationalist and
non-conformist ways of life, and he understood just how tall an order that would be. In the
spheres of economics and politics, it required international cooperation, no war, a sound
monetary order, and a reasonable approximation of full employment, at least most of the time.

The synthesis of those concerns was the unique ideological contribution of Keynes.*’

To be clear, I view Keynes’s bisexuality and his strong interest in gay sex as a significant cause
of what made him interesting and which gave him so strong an ability to grasp different and

outside perspectives. His was not the life of a traditional Victorian, nor can you imagine him

% See pp.437, 441, 445-446, 447, 450.
47 On the spreadsheet, see Carter (2020, p.30).
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writing an autobiography titled Two Lucky People. One Guy on a bunch of Quests might instead
have been apt. He and his later wife Lydia Lopokova, the famed Russian ballerina, seem to have
been close, but still I read Keynes as having lived the life of a man on his own path, in a way that

only Adam Smith would resemble from the other major GOAT contenders.

After the Cambridge Society of the Apostles, a second main influence on Keynes’s life and
thought was the Bloomsbury group, named after the part of London where they lived. Keynes
had his strongest connections to Bloomsbury during the decade of the teens. Unlike the
Cambridge crowd, most of the Bloomsbury members were not academics, and thus they helped
to keep Keynes’s interests broad and pointed in the direction of the arts and a literary sensibility.
Virginia Woolf, Leonard Woolf, E.M. Forster, and Lytton Strachey were writers, and Vanessa
Bell, Duncan Grant, and Roger Fry were painters. Along with Keynes, only Gerald Shove and
Harry Norton held academic jobs. Most had been the children of exceptional parents, and most
were cultural and sexual revolutionaries of some kind. As Robert Skidelsky noted: “If
Bloomsbury can be defined by a common attitude of mind — as surely it can — this is it.
Members of Bloomsbury were uncommonly interested in the question of what constitutes a good
life...” At the same time, that understanding of the good life was rooted firmly in the British
class system, focusing on a particular kind of fine feelings, aesthetic sensitivity, and reasoned,
high-brow cultural consumption, based on a segregation of life devoted to the people who

(supposedly) really matter.*®

Not surprisingly, the Apostles and the Bloomsbury circle had historical intersections. Of the
twenty active Bloomsbury group members in 1913, 10 had been Apostles.*

* See Skidelsky (1986, p.245, and pp.245-250 more generally).
* See Skidelsky (1986, p.247).
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The specifics of Keynes’s belief system

To get to the “what did Keynes really believe?” question as it concerns society and politics, I find

especially helpful four essays, all reprinted in his Essays in Persuasion. As you might expect,

matters of the moral and the aesthetic were paramount.

The first is Keynes’s famous “Economic Possibilities for Our Grandchildren,” from 1930. This is
the piece where Keynes asserts that in a century’s time we will all be working fifteen hours a
week, due to the greater wealth of mankind. We are not told what else people will do with their
time, but I imagine a vision where people fill their time as the Bloomsbury group did, namely

with writing, reading, painting, love affairs, intrigue, and love of England.

Keynes predicts there also will be “great changes in the code of morals”. We will be able to rid
ourselves of “many [sic] of the pseudo-moral principles which have hag-ridden us for two
hundred years.” One of those is excess love of money, noting I discussed love and sex above.
Throughout the essay, Keynes comes down hard on avarice, greed, and the love of money. That
was easy for him to do because by 1930 he was quite well-off. Was that hypocritical of him, or
perhaps unfair? I would suggest that Keynes’s repeated attacks on greed do reflect a weakness in
his thinking, namely that he understood the perspective of the British elite far better than any
other world view. He thought progress was represented by a lot more people living a life like his,
at least in the sphere of the aesthetic. At the philosophical level, this reflected Keynes’s ongoing
Cantabridgean attachment to philosopher G.E. Moore and his ideals of love, friendship, beauty
and the organically good society. That said, for a lot of British people in the earlier part of the
twentieth century, “greed” was what induced them to build up the country to become a better

place for the lower and middle earning income groups. And rather than choosing a Keynes-like
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path, so many of them opted for a petty bourgeois existence as urban or suburban homeowners,

raising their families with very few visits to the art museum.*

Two further essays are “The End of Laissez-Faire” and “Am I a Liberal?,” from 1926 and 1925
respectively. Both lay out how much Keynes’s normative standard was about what kind of
person, gentleman, and political affiliate you might aspire to be. As in “Economic Possibilities
for Our Grandchildren,” it is striking how much Keynes identifies capitalism with the motive of
greed, rather than seeing capitalism as a system that would create cushions of wealth and make
non-pecuniary desires easier to pursue. His main goal is to open up space for money-making to
be removed from the center of human life, and for this broader perspective to have some kind of

home in British politics.

In his essay on liberalism, Keynes runs through the major British parties and dissects them. The
Conservative Party offers “neither intellectual nor spiritual consolation.” The Labour Party
unfortunately is not the party of Keynes’s class, namely the educated bourgeoisie, by his account,
somewhat monied and perhaps greedy of course. Keynes also feared that the intellectual
elements will never control the Labour Party, and if they did Labour would fall under the spell of
left-wing extremists. Keynes then offers some relatively favorable remarks about the Liberal
Party, although he no longer sees what their emancipatory issues are and he fears that the

Liberals no longer differ much from progressive young Conservatives.’!

What Keynes wants is a party that will be neutral between classes and able to build toward the

future. That party also should be pacifist, favoring the growth of government, progressive on

% For the first quotation in the paragraph on morals, see Keynes (1931, p.369) [1930]. See
Cowen (2017) for an analysis of why Keynes’s predictions did not come to pass.
1 On consolations, see “Am I a Liberal?” (Keynes 1931, p.323) [1925].
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“Sex Questions” (which include birth control, marriage laws and divorce reform, “the treatment
of sexual offences and abnormalities,” and the economic position of women), favoring a
managed form of alcohol prohibition with exceptions to allow for “reasonable licence”, and
supporting the use of government to stabilize economic activity. Keynes ends the essay saying he

wishes to be a liberal but on those terms.>?

Keynes later needed to drop the pacifism, due to Nazism, but in those few pages I find the
clearest statement of Keynes’s vision and core sympathies in all of his writings. If you want to
understand the General Theory, and the rest of Keynes’s corpus, think of them as Keynes trying
to fill in the blanks so that this broader vision can be realized, and to create the politics and
economic policy machinery to keep it on track. That is what Keynes was all about, and that is
why I am so emphasizing his broader social and political thought. The economics was a kind

of detail.

The final instructive piece in Essays in Persuasion is his “A Short View of Russia” polemic from
1925. Bolshevism was one of Keynes’s favorite targets, and he hated it. He calls Leninism a new
religion, and one that “seems to take the colour and gaiety and freedom out of everyday life and
to offer a drab substitute in the square wooden faces of its devotees.” I won’t walk you through
all his rhetoric, but he maintains the tough tone and later escalates to the word “detestable.” You

will note that Keynes, unlike Hayek or Friedman, starts with an aesthetic and highly personal

32 On “reasonable license,” see Keynes 1931, p.333 [1925]. Note that while Keynes endorses
some form of alcohol prohibition in this passage, I take him to be putting his thumb on the scale
toward relaxing the notion, relative to what many of his peers were advocating. He stresses the
difficult of asking people to abstain altogether, and in this regard on the prohibition issue he still
was being relatively liberal, though not in absolutist terms.
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critique of communism. He lists the first question to ask about Bolshevism: “Is the new religion

partly true, or sympathetic to the souls of modern men?”>?

Keynes however does see a potential positive side to the whole communist experiment. After
emphatically stating that it offers no economic contributions or techniques of any value
whatsoever, Keynes sees some potential in communism as a religion, most of all because it might
shift individuals away from avarice and the worship of money, again a bete noire for Keynes.

Again, it is all about the ethics and the aesthetics.

Could Keynes analyze an economic issue put before him?

As for the substance of the economics, we started with Milton Friedman on India, so why not do

the same for Keynes, and indeed for as many of the other GOAT contenders as possible?

Keynes’s first book in fact was Indian Currency and Finance, from 1913, and it sprung out of his

governmental service in the India Office.

The book is excellent and to this day its arguments hold up well. Most of all, Keynes argued for a
gold exchange standard with a token silver coin circulation, rather than forcing India to move
toward a full gold standard. A gold exchange standard, in this context, meant that India had to
honor gold convertibility in its external relations, but without making the rupee directly
convertible into gold at home. The costs of holding gold would be reduced, but gold still would
remain an anchor for the system as a whole, and India could be an active financial member of the

British Commonwealth at relatively low cost.

> See Keynes (1931, p.298) [1925].
> Note that Keynes in this essay criticizes the Jews for their avariciousness, a serious slander for
him. I will return to this point.
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The historically informed reader, of course, already will see that this work laid the foundations
for Keynes’s much later work at Bretton Woods designing the fundamental postwar currency and

financial institutions, and it is remarkable for that reason alone.

The most impressive feature of Indian Currency and Finance is just how much Keynes knew
about Indian monetary and financial institutions, including money markets, and sometimes
state-specific information, for instance quoting the Punjab Chamber of Commerce. If you
compare Keynes’s institutional knowledge to his time, for the most part he is well ahead of the
curve, even though he is dealing with a very foreign country and he is turning only thirty years

old in the publication year of the book.

One drawback of the book is how much Keynes’s mentality seems to have been captured by that
of the British Empire. Keynes was never fuming over British rule over India, and he earlier, at
the age of 23, chose to work in the India Office. Keynes was ambitious and wanted to be a
player. Furthermore, Keynes supported British rule over India, describing it as having brought
“settled, humane, and intelligent government.” The sad downside of British rule, for Keynes, was
that it induced the population of India to increase, thereby boosting Malthusian pressures.
Keynes’s perspective was always that of a person who expected India to be ruled from Whitehall
and he did not question the presuppositions of empire. Furthermore Keynes, for all of his cultural
inclinations, never showed much interest in the very rich heritage of the land he was ruling over.
As Schumpeter once noted, “Keynes’s advice was in the first instance always English advice...”

then going on to describe Keynes as “fervently patriotic.”

* See, for instance, Chandavarkar (1989, chapter nine). And see Schumpeter (1946, p.505). On
Keynes’s advocacy of British rule for India, see Skidelsky (1986, p.176). For the Keynes
quotation on British rule over India, see Markwell (2006, p.21).
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There was nonetheless a subtle revisionism to Keynes’s stance in the book, namely he sided with
the wisdom of extant Indian monetary institutions over the British forces that wished to push the
country toward a more traditional gold standard. H.S. Foxwell, writing in 1913, expressed the
book’s charm well: “There is no doubt that to the ordinary Englishman, whose ideas on currency
matters are not appreciably advanced beyond those of Lord Liverpool, the Indian currency
system appears artificial and exceptional. Mr. Keynes easily shows that the English system, or
rather the English theory, is the exception; and that the world to-day, England included, is really

working more or less on the Indian principle.”*

Friedman and Keynes were writing about India in different eras (1913 vs. 1955), but it is striking
that Keynes does not consider a floating exchange rate and paper currency for India, as Friedman
favored later on. Indian Currency and Finance is preoccupied with the issue of exchange rate

volatility, and also of easing trade and finance costs within the sterling bloc.

Overall, Indian Currency and Finance, as a book, though it is very good, is not of GOAT quality.
The real achievement is that Keynes learned something from India, in a non-condescending
fashion, and he later used that knowledge to help design a monetary order for the broader world.

And that does reflect the very powerful and generative nature of his genius.

Note the difference: Friedman, after an initial stint in government and wartime planning, avoided
government service like the plague. For Keynes, in contrast, the British Civil Service was his
first choice as a career, and he started in the India Office from 1906 to 1908, with a 1913 stint on

the Royal Commission on Indian Currency and Finance.

¢ Foxwell (1913, p.563). On Keynes choosing to work with the India Office, see Sayers (1972).
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If you are curious about Keynes’s other ideas on India, he argued for free trade, a repeal of the
salt tax, and he drew attention to Indian famine. He did not emphasize human capital as
Friedman did, though in his notes on population Keynes did suggest that families in China and
India had far too many children to support economic development. At one point Keynes planned
a trip to India, but for bureaucratic reasons the trip was going to be longer (six months rather

than three) than what he could spare, and so it never happened.’’

As with Friedman, it is necessary to ask which broad and significant world-historical events and
periods Keynes is associated with, but here the answer is an easy home run for Keynes, as it was
for Friedman. Keynes started his career at the peak of the British Empire, which he wrote about
for his first book on India. He was a major commentator on the Treaty of Versailles and the
collapse of the post-World War One European order. He was a truly significant analyst of the
Great Depression, whose advice resurfaces in virtually every recession or depression, he was part
of the British World War II planning effort, and finally he was a major figure in the planning and
construction and negotiation of Bretton Woods, the world’s post-World War Two monetary and

financial order. A+ for historical import.

As was so often the case, it is Joseph Schumpeter who understood Keynes best: “In those pages
of the Economic Consequences of the Peace we find nothing of the theoretical apparatus of the
General Theory. But we find the whole of the vision of things social and economic of which that
apparatus is the technical complement. The General Theory is the final result of a long struggle

to make that vision of our age analytically operative.”®

°7 See Chandavarkar (1989, chapter three) and Toye (2000, p. 50).
8 See Schumpeter (1946, p.501).
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Keynes as economic theorist

Keynes’s biggest problem for GOAT status is, oddly enough, his theoretical economics. As
Schumpeter described Keynes “...he had less than no taste for patient routine work...” And that

included working through microeconomic problems carefully to make sure he got them right.”

Keynes as a microeconomist was weak, even compared to the leading economists of his time,
such as say Jacob Viner. If you try to read his microeconomic take on the elasticities involved in
the “transfer problem” of 1929 (discussed in more detail below), it is hard to follow him and
basically he got it wrong. His 1930 two-volume Treatise on Money never flows intuitively from

a microeconomic point of view. The General Theory is riddled with microeconomic mistakes and

ambiguities, such as confusions between movements of curves and shifts along curves, wages vs.
the total wage bill, failures to consider the proper elasticities, poor terminology and unintuitive
notation, mixing up average and marginal, and more. I don’t think those problems invalidate the
major arguments of the book, but if you read Keynes’s entire body of work you’ll never find a

piece or book where he just nails the microeconomics. Because he couldn’t.

Keynes learned economics, like he learned most other things, by talking to really smart people.
Bully for him, and for his highly generative intuitions, but rigorous microeconomics wasn’t part
of his mental toolbox, nor can you learn rigorous micro through conversation alone. Nor did
Keynes seem to want to master micro, though he certainly had the smarts to do so. It just didn’t
interest him that much, and perhaps micro reasoning didn’t hold much status with Keynes’s
interdisciplinary peer group, including the Bloomsbury Circle (will you find concavity and talk

of second-order conditions in Virginia or Leonard Woolf?).

%9 Schumpeter (1946, p.497).

67



GOAT: Who is the Greatest Economist of all Time and Why Does it Matter?

Of course, since microeconomics is the most fundamental part of economics, that has to put a
dent in his GOAT status. Keynes is an earlier economist than Friedman, of course, but not as
much as many people think — recall that Friedman was getting started in the 1930s. Friedman
was a ferociously capable and indeed brilliant microeconomist, as was also the early Paul

Samuelson, so Keynes here really is just lacking.

Even in macroeconomics, the contribution of Keynes isn’t quite as simple and decisive as you
might think. Often today we associate Keynesian economics with a recognition of sticky prices
and wages, as might be opposed to say the flex-price models of both the earlier classical
economists and the later Chicago School. Yet that is not quite the proper way to frame what
Keynes actually wrote. Keynes was worried that in his world wages and prices were not sticky
enough, and he advocated policy measures to make them sticky and to stop a downward spiral of

incomes and demand.

Furthermore, consideration of sticky wages and prices had been common in economics for a long
time, dating back to Malthus, and the idea was a central notion of the macroeconomics of Irving
Fisher much earlier in the twentieth century, as well as being a mainstay of British “pre-General

Theory” analysis.

A second claim might be that the General Theory is about the theoretical potency of fiscal policy
in combating depressions. But again that is reading Keynes too much through the eyes of the
2008 American financial crisis and the 2011 euro crisis. In Keynes’s own time, endorsements of
activist fiscal policy were common, and they significantly predated 1936, which of course was

many years after the Great Depression had started. For instance, Lloyd George, leading Liberal
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of his time, after leaving office was calling for an activist fiscal policy in 1924 to combat high

unemployment, and that was hardly seen as a radical innovation at the time.*

Keynes was more than happy to see additional fiscal policy, as evidenced by his famous remarks
about pyramids and ditch-digging, but his real recommendation was the government
socialization of investment. If anything, Keynes seemed to think that fiscal policy could not fill
the aggregate demand gap because private investment was too unstable. And given the smaller
size of government in Keynes’s time, that partial skepticism about fiscal policy was an entirely
reasonable assessment of magnitudes. Keynes was quite clear that he favored “an ever greater
responsibility for directly organizing investment...” and indeed that was the major theme of the
final chapter of the General Theory on implications of the theory. A very literal reading of
Keynes is that he was a theorist of the inadequacy of fiscal policy, as it just didn’t control enough
of the economy. In the final chapter of the book he went so far as to call for the euthanasia of the
capitalist rentier, and also the “somewhat comprehensive socialisation of investment,” shortly
thereafter noting this would be done in cooperation with the private sector rather than meaning

private sector abolition.®!

Keynes’s other contribution to the theory of fiscal policy is, not surprisingly, a vivid metaphor.
Keynes understood fiscal policy in terms of digging ditches and filling them back in again, and
he argued that even wasteful government spending could boost an economy, due to its positive
impact on aggregate demand. This passage is a wonderful example of the mesmerizing prose of

Keynes in the General Theory:

0 See Harrod (1959, pp.345-346).
®1 On the “ever greater” quotation, see Keynes (1936, p.164), and pp.376-378 on euthanasia of
the rentier and further issues related to socialization of investment.
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“The Middle Ages built cathedrals and sang dirges. Two pyramids, two masses for the dead, are

twice as good as one; but not so two railways from London to York.”®

We still hear this metaphor all the time, and this is my Exhibit A for my belief that the General
Theory was one of the best written books of all time, in spite of its loops, obscurities, and
analytical infelicities. How about this sentence fragment, which sums up more interesting
economics than virtually any other bit of comparable length:

“...there is no such thing as liquidity of investment for the community as a whole.”®

Or consider the famous “beauty contest discussion,” this being only one excellent sentence

(fragment) of many:

“...professional investment may be likened to those newspaper competitions in which the
competitors have to pick out the six prettiest faces from a hundred photographs, the prize
being awarded to the competitor whose choice most nearly corresponds to the average

preferences of the competitors as a whole...”*

It is not just that Keynes was a brilliant rhetorician, rather the rhetoric reflects how well he
understood the ideas themselves. And if you had to pick up just one part of the General Theory
to read, without requiring any particular kind of background knowledge, no doubt it would be

chapter 12, “The state of long-term expectation,” Keynes’s single greatest achievement. In that

62 Keynes (1936, p.131).
6 Keynes (1936, p.155).
6 Keynes (1936, p.156).
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chapter Keynes in essence lodged an objection to Hayek in advance, arguing that the prices for

capital goods will reflect fads and trends rather than the actual valuations of those objects.

Yet however brilliant the writing, we are still a bit stuck on the question of what exactly is the

main contribution of the General Theory.

In a famed 1937 essay, “The General Theory of Employment,” published in the Quarterly
Journal of Economics in response to critics, Keynes argued that one contribution of the General
Theory was to think of probability calculations in a manner that economic agents simply were
unable to handle because they had no scientific basis. So much of the future is unknowable and
not even reducible to standard probability calculations: “We simply do not know.” If you read
that Keynes as primary, as indeed my early teacher Ludwig Lachmann did, Keynes was first and
foremost a theorist of “the dark forces of time and uncertainty,” to cite a memorable phrase from

the General Theory.®

I don’t know. There are so many Keyneses, and his views were almost always in flux. That is
indeed a plausible reading of part of the 1937 essay, but Keynes’s thought as a whole stressed
how experts could obtain enough knowledge to set things right, and furthermore most of that

essay dealt with other objections to the General Theory.

Another argument, popularized by Milton Friedman, is that Keynes’s main contribution was his
presentation of the liquidity trap. For Friedman, monetary policy could bring an economy out of
depression, and it might fail only under the strange circumstance when money and bonds paid
the same return, thus turning open market operations into an irrelevant asset swap. Keynes, of

course, presented related analysis in chapters 13 and 17 of the General Theory, though he also

65 “We simply do not know” is from Keynes (1937, p.214).
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expressed uncertainty about its relevance, and he was not sure that such a liquidity trap

ever existed.

Again, I am not sold on that being the correct reading of Keynes, who to me is more of a
multifaceted, slippery salamander. That Friedman read Keynes in this manner in fact reflects a
limitation of Friedman, who always wanted to boil things down to clear, testable propositions.
On net that is a very positive tendency, all the more so in Friedman’s time, but still it seems that

Friedman missed the broader point and also complexity of the General Theory.

Overall, I read the book as arguing there is a new thing, namely “depression economics.”
Furthermore, Keynes is denying that a comparison between the Great Depression and “normal
times” can be boiled down to a simple ceteris paribus comparison, expressed by commitments to
a few particular parameter values. Rather Keynes was doing what he was best at: putting
forward a big picture, holistic view of a radically complex policy situation. I read Keynes as
writing about an economy where uncertainty was much higher than usual, investment was highly
unstable, fiscal policy was unable to fill in the gap, there was a risk or even reality of a
downward spiral of prices and wages, monetary and exchange rate policies were out of whack,
multipliers operate, the quest for savings could lower incomes overall, and the influence of
liquidity factors on money demand and interest rates was especially high. A/l at once.

And furthermore those conditions were threatening the British world that Keynes so loved.

The purpose of the book was to get Britain out of the mess, and to prevent it from happening

ever again.
You might argue “hey, that is too much to take on all at once!”” Perhaps you would be right, but

to insist on greater clarity is also to miss the chance of appreciating Keynes’s genius. Sometimes

real-world problems do indeed overwhelm our methodological desires for clean, simple models.
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If you still want to stick with clean, simple models then...Keynes is not for you! Friedman
missed the boat by insisting that Keynes had to be read through the clarity lens. Even if you
agree with Friedman methodologically for most economic problems, it is not the best way to

understand the General Theory or to understand Keynes more generally. And that is why people

have found it so difficult to sum up the central message of Keynes’s most important book.

If you forced me to give a direct, two-sentence summary of what is going on in the General
Theory, I probably would choose this: “Saving, in fact, is a mere residual. The decisions to
consume and the decisions to invest between them determine incomes.” But I would resist. Still I
would prefer my own scrabbled-together take of “a whole bunch of things are going on and that

make depression economics fundamentally different.”

In terms of the social, political, and cultural message of the General Theory, Keynes is pretty
clear in the last chapter of the book, which is appropriately entitled “Concluding Notes on the
Social Philosophy Towards Which the General Theory Might Lead.” He argues that the role of
the rich in accumulating capital and driving progress has been overrated, and thus he seeks a
revaluation of the status of the wealthy. Inequality of wealth is thus not so easily justified, and

the case for high inheritance taxes is stronger than we had thought.

Keynes also revisits his attitudes on money-making and greed, a bugaboo for him since his early
days. He admits that money-making is justified as a means of channeling human energies to
productive activities, and furthermore the pecuniary motive channels energies that might
otherwise go into “...cruelty, the reckless pursuit of personal power and authority, and other
forms of self-aggrandisement.” Nonetheless, it is not necessary “...that the [money-making]

game should be played for such high stakes as at present. Much lower stakes will serve the

% For the quotation on saving, see Keynes (1936, p.64).
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purpose equally well, as soon as the players are accustomed to them.” One wonders what Keynes
would have thought of the 21* century. In a nod to Bolshevism, he then continues: “The task of
transmuting human nature must not be confused with the task of managing it.” But in a nod to
capitalism he adds that “...it may still be wise and prudent statesmanship to allow the
[money-making] game to be played, subject to rules and limitations, so long as the average

man, or even a significant section of the community, is in fact strongly addicted to the

money-making passion.”®’

Keynes made it clear that he still favored individualism as a philosophy, but he wanted to purge
it of its “defects and abuses.” He wanted to widen the scope for personal choice and safeguard
the variety of life, arguably a reference to his earlier Cambridge pursuits, whether philosophical
or sexual. He admitted that his proposals would cause many classical liberals to recoil in horror,
but he thought his proposals were the best way to prevent a wholesale destruction of the
prevailing economic order. He also argues — and this was a very important point for Keynes —
that his proposals would boost the chance for peace, as with full employment there will be a

greater harmony of trade interests amongst nations.®

It is common and entirely correct to regard Keynes as a macroeconomist. It is less commonly
understood how much he was a macro-oriented macroeconomist, namely taking a macro point of
view — analytically -- on macroeconomics itself. And whether or not you think Keynes was the
GOAT, along that particular dimension he was clearly GOAT. He learned that holism from his
earlier Moorean and Cambridge cultural environment, he defied the ability of many economists
to categorize him, and that is also a big reason why Keynesian ideas and rhetoric have so

resonated with the educated general public and policymakers for so long. They too often think in

7 All from Keynes (1936, p.374).
68 Keynes (1936, pp.380-382).
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big, holistic terms. But if you are instead a rigorous microeconomist, the General Theory will

frustrate the hell out of you.

If you want “simple Keynes,” you can find the most Friedmanite side of Keynes in his A Tract
on Monetary Reform, published in 1923. In this book Keynes argued for price stability, analyzed
the dangers of both inflation (discourages investment) and deflation (damages output and
employment), and calls for a system of floating exchange rates with only a broad peg on the
price of gold relative to the pound sterling. He focused on targeting prices rather than controlling
the money supply per se. In this regard Keynes was ahead of Friedman and more in tune with
macro experience since the 1980s, which has shown that monetary targeting does not work, but

that the central bank still can use the monetary side to manipulate aggregate demand.

A Tract on Monetary Reform is a good book for understanding Keynes, because you can see how
many sides he has, and how facile he is with argumentation in general. You also can see how
well Keynes understood the classical monetary theory of his time, and indeed he helped
formulate it. Keynes, however, also had the intellectual flaw of, as he was so much in constant
intellectual motion, he over-rebelled against many of his previous views. That is one reason why
Friedman developed a huge empirical body of literature on monetary economics, and Keynes
never did, despite later in 1930 publishing a two-volume set of monetary theory, Treatise on
Money. The “mono” nature of much of Friedman’s focus may have limited his perspective, but it
did drive him to create enduring literatures and institutions, whereas Keynes had to rely on

inspiring others with his more scattershot brilliance.
Another striking difference between Keynes and Friedman is in the level of institutional detail.

Keynes holds forth on some very particular matters of British and American monetary and fiscal

policy, and his arguments for floating exchange rates are rooted in the concrete details of his
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time. For instance, he is worried that a fixed par with gold would make the pound sterling too
dependent on American monetary policy (oddly Keynes himself later helped to erect exactly
such a dependence when creating the Bretton Woods system — more on that later). Keynes didn’t
just talk to governments, he listened to them. In contrast, if you read Friedman’s famous essay on
floating exchange rates, it is more abstract and “country-neutral,” even though Friedman was
drawing upon his work advising Germany. Whether this is a plus for Keynes or Friedman may
depend on context. Nonetheless, Keynes had a keener understanding than Friedman did that a
macroeconomic policy has to be both politically sustainable and also politically marketable.

Friedman, in his approach, was closer to that of the proverbial broken record player.

Keynes’s 1923 book also is, unintentionally, one of the best arguments against Friedman as
GOAT. As early as 1923, Keynes came up with his own version of monetarism. It did not have
the heft of Friedman’s empirical work behind it, but in some ways it was closer to the truth, both
in terms of emphasizing prices rather than money supplies, and having a deeper understanding of
politics. Keynes also paid greater attention to the issue of exchange rate volatility under floating
rates, if only as a political issue, than Friedman did in his classic essay on the subject. If Keynes
beat Friedman to the punch by decades, and on Friedman’s major area of contribution, that

diminishes Friedman’s claim to GOAT.

Keynes’s next major work on monetary theory, mentioned above as Treatise on Money, shows

some of the limitations of the Keynesian research method. Keynes, like Hayek, could flounder
on fruitless tracks for years without making much progress. Treatise on Money is almost eight
hundred pages, and Keynes worked on it for seven years on and off, but even on my second read
of the book I didn’t get much out of it. It is too complicated and it paints itself into too many
corners and obsesses too much over taxonomy. I am not at war with the basic perspective of the

book, a plea for reaching monetary equilibrium through a better monetary policy, but the whole
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thing just doesn’t work. Hayek and Hansen published negative reviews, and Keynes later
admitted that Hayek and the other critics were right. In 1930 Keynes already had written to his
parents that “Artistically it is a failure — I have changed my mind too much during the course of

writing it for it to be a proper unity.”®

Perhaps most worrisome of all, unlike most of Keynes’s other writings, Treatise on Money did
not turn out to be politically astute or in tune with the spirit of its times. By 1930, a major
depression was raging in Great Britain, but Keynes alas was still playing around with ideas from

the macroeconomics of the earlier 1920s.

Chips from the workbench

What about Keynes’s chips from the workbench?

Keynes’s 1933 piece “National Self-Sufficiency” I find intriguing, brilliant, and totally
wrong-headed. It is an excellent piece to read for understanding Keynes and his extreme
flexibility of mind. Keynes had been a nearly dogmatic free trader for the earlier part of his life,
and again he sought to restore global trade with his Bretton Woods work. Yet in this piece,
written during one of the very bad spells of the Great Depression, Keynes digs out every
argument for protectionism he can find. He wants to restrict capital movements and make finance
primarily domestic again, and argued that goods should be produced by each nation, while ideas
and science still would flow across borders. He suggests that economic internationalism did not

do much to procure peace leading up to 1914 (fair enough), and that the international division of

% On Keynes’s years working on Treatise on Money, see Harrod (1959, p.386) and Skidelsky
91992, p.314), the latter including Keynes’s letter to his parents.
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labor no longer brings large economic gains. In the meantime, tariffs might help boost British

employment and furthermore he was worried about economic crises induced by capital flight.”

This is not the time or place for me to adjudicate these larger disputes. What is striking about this
piece is how well Keynes is able to “get inside the head” of free traders — he had been one
himself — and counter their views in what was, at the very least, a rhetorically effective manner.

This piece will make you both more impressed by Keynes and more frightened of him.

Keynes’s 1940 short book How to Pay for the War is another example of Keynes’s extreme
mental flexibility. After the triumph of his 1936 General Theory, Keynes now faced a new

problem in fiscal policy, namely how Great Britain should pay for a new World War. Keynes
argued that the British economy was now supply-constrained, he was concerned about the
long-term fiscal future of the empire, and he called for a program of forced savings. He was clear

as day that the recipes from the General Theory no longer applied: “That is the elementary fact

which in a democracy the man in the street must learn to understand if the nation is to act wisely
— that the size of the civilian’s cake is fixed...the public as a whole cannot increase its

consumption by increasing its money earnings.””"

Keynes’s A Treatise on Probability, his second book from 1920, weighs in at over five hundred
pages and hardly counts as a “chip.” He spent five years working on it in his 20s, and arguably it
was his most ambitious project. While most of the book is boring and technical and also dated to
the contemporary reader, I think of it as Keynes trying to establish induction and indeed all
reasoning — including moral and social reasoning -- on a sound footing. Keynes was setting out

to rescue Britain from skepticism and pragmatism, and to justify both knowledge and action,

0 See Keynes (1933).
" Keynes (1940, p.5).
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using a sophisticated form of probabilistic act consequentialism. Its ambition is remarkable, and

if only for that reason it is a key work for understanding Keynes.”

It is debatable how well the work has held up. Keynes puts forward a blend of objective and
subjective approaches to probability and probabilistic reasoning, but the common opinion is that
the book review of young mathematician genius Frank Ramsey knocked down Keynes’s
contribution. Ramsey’s approach, in turn, pointed toward later Bayesian methods and also
subjective expected utility theory, which were to take over economics. Ramsey and others ended
up taking probability theory in a more pragmatic direction, undercutting some of Keynes’s
broader ambitions. At times, Keynes’s “relations of partial implications,” as they were called
(don’t ask!), seem almost like Platonic entities, and overly objective in their construction, hardly
a surprise from the aesthetically inclined Cambridge guy. For Keynes, those relations of partial
implications were the underlying foundation behind rational belief, and it was rational belief that

Keynes wanted to justify and defend.”

Overall, the book failed. But is it so ignoble to arrive at the point where one is refuted by Frank

Ramsey? A Treatise on Probability still is a marker for just how smart Keynes was. After all,

both Bertrand Russell and Alfred Whitehead, although probably wrong in their own views, were

very impressed by Keynes’s efforts and arguments.

I am myself most interested in the section of this book that considers its implications for social
theory, namely Chapter XX VI, “The Application of Probability to Conduct.” Keynes places

himself in the tradition of the Jesuits and the Port Royal philosophers in desiring to use

72 See Harrod (1959, p.133 and also pp.651-656) on just how important the Treatise was to
Keynes.

7 On Keynes, Ramsey, the reception of the book, and the relations of partial implication, Runde
(1993) is a good source, and see also McCann (2003).
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probability to guide human conduct. He also cites Joseph Butler’s Analogy which claims “To us
probability is the very guide of life.”

Keynes is keen to argue that probability is a guide to action even if we believe that goodness is
partly organic, implicitly the classic view of fellow Cambridge Apostle G.E. Moore, a major
influence on Keynes. Goodness does not have to be an arithmetic sum, or based on certain
calculations, to be amenable to rational assessment. In this regard he was declaring that
decision-making was rational and induction was justified, whether one was a follower of G.E.
Moore or the Benthamite utilitarians or perhaps somewhere in between. This “in between-ism”
was to turn out to be a classic move of Keynes, namely that he wished to reconcile clashing
traditions in British thought and find a suitable way forward for his critics at most points along
the “utilitarian-to-Moorean holism” philosophical spectrum. Keynes, in his capacity as a policy
advisor, often acted as a utilitarian, yet his personal justification were of a more aesthetic,
philosophic, and symbolic nature, and he wished to show that mathematical and probabilistic
thinking were at the disposal of those perspectives as well. Keynes was always wanting to have
his cake and eat it too, and that accounts for both the brilliance and wide-ranging nature of the
Treatise, but also some of its strained arguments as well. Not everyone can in fact be right at the

same time.

It seems odd to call Economic Consequences of the Peace a chip off the workbench, but as a
book it doesn’t hold up very well. There isn’t much explicit economics, other than a series of
claims that Germany cannot and will not pay off its Versailles burdens. Keynes, however, does
not offer even much of a simple analysis of debt to GDP ratios. Was it really so impossible for
Germany to pay off sums that, by the late 1920s, were not going to exceed 2.5 percent of German
GDP? (For purposes of contrast, the country was able to afford a more expensive rearmament

under Hitler.) Maybe, but you won’t learn why in this book. Or what about those countries that
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were 2.5 percent poorer than Germany at the time? Were their heads simply going to explode
from lack of adequate resources? Did they all turn to totalitarianism and war? For the
contemporary reader, there is the uncomfortable possibility that Keynes’s Versailles writings,
in practice, supported the Dolchstoss or “back stab” legend that boosted the German fascists

and Nazis.”

The stronger argument against the Treaty of Versailles was the political argument that the
German public would regard the burden as impossible or unjust — even if unfairly — and rebel
against it. Keynes understood this point well, but he didn’t put up an economic analysis of
comparable quality. As for political insight into the motives of the Treaty participants, Economic
Consequences book does not compare well to Keynes’s own opening essay in Essays in
Biography on the Four Powers at Versailles. You also will not get much of a systematic or
theorized look at the constraints facing the German government or German political opinion.

Arguably, on net, it is one of the more overrated books of the twentieth century.

Nor was Keynes’s participation in the 1920s debate over “the transfer problem” especially
effective. The transfer problem, as it is called, is a knotty technical issue mostly beyond my
purview here. But to oversimplify a little, Keynes was arguing that for Germany to pay its debts
it first had to succeed with higher exports, and furthermore that the debt payments themselves
would shift the terms of trade against Germany, leading to a further burden. Bertil Ohlin, one of
Keynes’s critics, argued instead that paying off the debt would depreciate the German mark, in
turn boosting German exports and somewhat (by no means entirely) lowering the debt burden on
Germany. Subsequent commentators, including Harry Johnson, Robert Mundell, and even Paul
Samuelson, all judged Keynes to be wrong. Furthermore, and perhaps oddly, it is Ohlin’s

argument that closely resembles the “Keynesian open economy macro analyses” that were to fall

™ For the 2.5 percent estimate, see Hantke and Spoerer (2010, p.849).
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out of Keynes’s later General Theory. Keynes in 1929 on the transfer problem wasn’t being

Keynesian enough, and it is hard to avoid two conclusions. First, in this debate his
microeconomics just wasn’t very good, and second he was letting his politics skew his
economics, probably to the detriment of both. This is all a technical enough matter that hardly
anyone knows about it, but overall it does not show Keynes in such a great light, much less a
contender for GOAT. Even Paul Samuelson admitted that Keynes flat out lost this debate to
Bertil Ohlin.”

Economic Consequences was indeed the right book at the right time, and Keynes came from just
the right British civil service position to write it. It is suitably complicated and a bit contorted.
You could read into it your own vision for the future of Europe and the role of America. It
defined the discussion for a decade. It definitely counts as a marker of Keynes’s political
acumen, marketing skills, and ability to absorb multiple influences and convert them into a
product of real reach and influence. The book also showed a deep understanding of the
importance of an inclusive, cooperating Europe, and that vision was to resonate much later with
the founding of the European Community, an act that Keynes helped to lay the political
foundations for. That is all impressive, but in terms of GOAT the book does little to push

Keynes’s claim forward.

My favorite book by Keynes is his Essays in Biography, published in 1933. Joseph Schumpeter,

who knew Keynes, claimed the book “sheds more light on Keynes the man and Keynes the

scholar than does any other publication of his.”’®

7 On adjudications of the debate, see Gomes (2010, especially the Appendix and p.233) and also
Samuelson (1981, p.365). For the original pieces, see Keynes (1929a, 1929b, 1929¢) and Ohlin
(1929), among other works.

6 Schumpeter (1946, p.496).
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It is a highly regarded book to be sure, but still it is an underrated book because relatively few
people have the background to appreciate the stunning combination of Keynes’s descriptions of
political psychology at Versailles, Keynes as literary stylist, and Keynes as an analyst of the
history of Cambridge economics and indeed Cambridge economists (Malthus, Marshall,
Edgeworth, and Malthus). Furthermore, it is a Straussian book with hidden messages, with
Keynes both comparing the Cambridge economists to each other to find his GOAT, and
comparing the political and academic mindsets, as well as comparing the British aristocratic,
French, and American mindsets. It is a superbly philosophical work throughout, drawing on
Plutarch as an inspiration, and the selection and arrangement of essays is no random accident but
rather reflects Keynes’s own understanding of the need for synthetic intelligence, and thus his
(Straussian) self-nomination of himself as GOAT. It is also the highest quality of literary styling

Keynes ever achieved. How can I not love such a book and also the author of such a book?

The very first section on The Council of Four at Versailles is a more stunning indictment of the
process than anything Keynes wrote in Economic Consequences of the Peace. In Keynes’s
vision, treaty politics is most of all about the personalities of the protagonists (Clemenceau,
Lloyd George, Orlando of Italy, and Woodrow Wilson). Clemenceau was haughty, relentless,
unsentimental and vengeful, using his skill and high status and manipulative powers to the
detriment of the final agreement. Lloyd George was sensitive to the point of having telepathy, but
without the overriding urges and lodestar and vision of Clemenceau. Wilson was naive, sincere,
self-deceiving and manipulable. How is this for one of Britain’s intellectual aristocrats taking

down an American leader?:
“The President [Wilson] was not a hero or a prophet; he was not even a philosopher; but a

generously intentioned man, with many of the weaknesses of other human beings, and

lacking that dominating intellectual equipment which would have been necessary to cope
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with the subtle and dangerous spell-binders whom a tremendous clash of forces and
personalities had brought to the top of triumphant masters in the swift game of give and

take, face to face in Council — a gam of which he had no experience at all.””’

Lloyd George was weak in yet a different way, and to George Keynes devoted an entire

biographic essay, here is one part:

“Lloyd George is rooted in nothing; he is void and without content; he lives and feeds on
his immediate surroundings; he is an instrument and a player at the same time which
plays on the company and is played on by them too; he is a prism, as I have heard him
described, which collects light and distorts it and is most brilliant if the light comes from

many quarters at once; a vampire and a medium in one.””®

The portrait of George is to be contrasted with Keynes’s more positive treatment of Churchill,

prescient for 1933, and mostly taking the form of a review of Churchill’s book The World Crisis

1916-1918. Keynes overflows with praise for Churchill’s acumen, and saves his main criticism
for Churchill’s account of the political psychology of Versailles and the Council of Four, in
Keynes’s view insufficiently informed by personal experience and not keenly enough insightful

into the character flaws of the protagonists.”

Keynes also lionized Lord Oxford [Herbert Henry Asquith] in his portrait of him, Oxford having
been Home Secretary, Chancellor of the Exchequer, and Prime Minister from 1908 to 1916. First,

Oxford was an extremely powerful intellect, though of a particular kind:

" Keynes (1933, pp.13-14).
" Keynes (1933, p.35).
" Keynes (1933, p.78).
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“Lord Oxford’s intellect combined rapidity of apprehension, lucidity, critical sharpness, a
copious and accurate memory, taste and discrimination, freedom both from prejudices
and from illusion, with an absence of originality and creative power; and I am not sure
that this want of originality was not one of the most necessary of the ingredients to
produce this successful combination. His mind was built for the purpose of dealing

with the given facts of the outside world; it was a mill or a machine, not a mine or a

springing field.”

Yet Oxford also was a doer, and “[f]ew men have accomplished in their lives more hard work
than Lord Oxford.” All of this was a deliberate contrast with Lloyd George, who succeeded Lord
Oxford as Prime Minister. Yet Keynes also claimed to identify Lord Oxford’s flaw, namely that
he was so sensitive that he ended up withdrawing from the public sphere, as he disliked “the
outrages of public life.” In turn, over time, he lost his earlier virtuous reputation, simply by

failing to remain on the scene of public life.*!

Keynes in fact penned one of the greatest books on human talent ever written, and like Friedman,

but from a very different angle, he was obsessed with issues of human capital.

I would love to go on more about Keynes’s treatments of Malthus and Marshall, but mostly I will

save that content for my discussions of Malthus and Marshall, to be found in later chapters.

But to consider just one relevant point, the most illustrative passage in Essays in Biography

comes in the chapter on Marshall, and here is Keynes on greatness in economists:

% Keynes (1933, p.50).
81 Keynes (1933, pp.48-51), with the quotation on p.51.
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“The study of economics does not seem to require any specialized gifts of an unusually
high order. Is it not, intellectually regarded, a very easy subject compared with the higher
branches of philosophy and pure science? Yet good, or even competent, economists are
the rarest of birds. An easy subject, at which very few excel! The paradox finds its
explanation, perhaps, in that the master-economist must possess a rare combination of
gifts. He must reach a high standard in several different directions and must combine
talents not often found together. He must be mathematician, historian, statesman,
philosopher — in some degree. He must understand symbols and speak in words. He must
contemplate the particular in terms of the general, and touch abstract and concrete in the
same flight of thought. He must study the present in the light of the past for the purposes
of the future. No part of man’s nature of his institutions must lie entirely outside his
regard. He must be purposeful and disinterested in a simultaneous mood; as aloof and

incorruptible as an artist, yet sometimes as near the earth as a politician.”*

Keynes then notes that Marshall possessed many but not all of these gifts. At this point, it is only

the dummy who does not grasp that Keynes is in fact describing himself.

Keynes calls Malthus “the first Cambridge economist,” and then considers the other notable
Cambridge economists of Marshall, Edgeworth, and Ramsey. He is writing the tale of his own
intellectual lineage, and how, as the man who synthesized contemplation, writing, and action, he

is GOAT. Keynes is the only economist in my treatment who made the best case for himself.

82 Keynes (1933, p.170).
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Do we need to cancel Keynes?

Uh-oh. There are three big strikes on Keynes’s record that I am aware of.

The first was anti-Semitism. Keynes was anti-Semitic and he did not try to cover this up in his
writings. For instance, in his essay on Bolshevism Keynes remarked that the economic ineptitude
of the Russian Slavs had put them, "more than any other Europeans at the mercy of their Jews.”
In his private correspondence there is more along these lines, and in general he does not hesitate
to characterize Jews as avaricious money lenders in a not very tolerant tone. Furthermore this
anti-Semitic rhetoric persisted in Keynes until at least 1945. If you would like a note of offset,
however, Keynes was clearly pro-Zionist, and he showed no sympathies for the campaigns
against various Jews during his lifetime. As Robert Skidelsky put it “Keynes’s own stereotyping
took place on the philosophical, not vulgar plane”, and “There is no evidence that it influenced

his personal conduct.”®

Prejudice of this kind is deplorable, but it does not disqualify Keynes’s claim to GOAT. I don’t
want to cancel Keynes, though this does mean he will not win “Greatest Person of All Time.” |
also think there is a broader correlation in the earlier part of the twentieth century between
aesthetic approaches to politics and society and prejudice. Once the standard is aesthetic, rather a
strict liberal egalitarianism of equal human rights, there is an opening to be nasty about people
and groups you do not like, and for those prejudices to be elevated in their political import.

Keynes really wanted society to be a certain way, and his understanding of the Jews of his time

% On Keynes and anti-Semitism, see Chandavarkar (2000). On the persistence of Keynes’s
feelings toward the Jews, and for broader historical context, see Reder (2000). And see Skidelsky
(1992, p.239).
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was that they were too greedy and money-loving to support Keynes’s vision. While Keynes
always opposed fascism, the dangerousness of his approach should make us more wary of him as
a political thinker. Furthermore, there is another useful point here: if you are one of those people
who goes around yapping about Milton Friedman and Pinochet, or whichever other examples or
supposed examples of wrongdoing you are obsessed with, there are some more serious skeletons

in the closet to go visit.

The second issue was Keynes’s embrace of eugenics. Keynes was concerned, you might say
obsessed, with insuring that high quality people were born and moving into the British elite. It
was not just the quantity of the population that mattered, as Malthus had suggested, but also the
quality. If you were going to rely on elites to manage so much of society, you needed to ensure
those elites were as smart and as responsible as possible. Keynes thus engaged extensively with
the science of heredity throughout his life. Just as he worried about laissez-faire in the more
narrowly economic sphere of life, so did he also worry that laissez-faire in population would lead
to a suboptimal quality of human being. He claimed for instance that “Almost any measures
seem to me to be justified in order to protect our standard of life from injury at the hands of the
more prolific races. Some definite parcelling out of the world may well become necessary; and I

suppose that this may not improbably provoke racial wars.”*

Note that these concerns were not passing interests of Keynes, rather he was director of the

Eugenics Society from 1937 to 1944. As late as 1946 Keynes was praising eugenics to the skies,

8 See Magness and Hernandez (2017) on this parallel on laissez-faire. For the Keynes quotation,
drawn from his manuscript on population, see Toye (2000, p.71). In The Economic
Consequences of the Peace the need for Europe to cooperate to overcome its population
pressures is also a theme.
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calling it “the most important, significant, and, I would add, genuine branch of sociology which

exists.” That was during his address to...you guessed it...the Eugenics Society.*

Maybe you are wondering why this reality is not better known? The classic edition of Keynes
collected writings did not reprint two pieces on “population ethics,” and furthermore Roy
Harrod, friend of Keynes and his first major biographer, was careful not to raise these questions.
The prevailing pro-Keynes left-leaning intelligentsia of America, such as Paul Krugman, hasn’t

been keen to emphasize it either.®

In his defense, Keynes never proposed any specific eugenics policies other than the ready
availability of contraception, but he did express a general concern about the quality of people. He
also saw race war as possibly on the horizon and he definitely was rooting for the white

Europeans. So I don’t think this was “only a birth control sort of thing.”*’

Like his anti-Semitism, I don’t think eugenics was a secondary or accidental characteristic of

Keynes’s thought, but rather it stood at the heart of his progressivism.

The point was to improve human life, and to improve people, and if selective breeding could
contribute to those ends then full steam ahead. Why not make people better? Again, one
drawback to putting aesthetics at the very forefront of your social philosophy is that, if you see

something you regard as unaesthetic, there is no higher principle to steer you toward tolerance.

% See Singerman (2016, p.540), referring to Keynes’s address to the Eugenics Society in 1946
and covering Keynes on eugenics more broadly.

% For those pieces, see Toye (2000).

87 See Toye (2000, pp.230-231). And on the seriousness of Keynes’s commitment to eugenics,
going beyond birth control, see Magness (2020).
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On eugenics, it can be said that many progressives of the time believed in it, and many of its
dangers were not yet apparent, nor had the Nazis spoiled it irreparably. Still, the interest in
eugenics reflects a weakness in Keynes’s thought. Keynes will criticize particular government
actions quite severely, but he is ever so trusting in government as a general mechanism, provided
the right people are in charge. 1 am myself skeptical that there is a clearly defined notion of who
“the right people” might be, and thus I am on public choice grounds far more skeptical of
government than Keynes was. Yet, if you reject Keynes on eugenics as | think you should, you
need to face up to how we got there. You need to reject the import of “the right people being in

charge” and that in turn may make you less Keynesian more broadly.

From my own libertarian point of view, I am not close to trusting either government or the elites
with that mission, but for Keynes that kind of critical response was not so readily available.
Keynes’s embrace of eugenics did show — as does indeed the rest of his thought — that he didn’t
have a deep enough, or dare I say cynical enough, understanding of political economy and the
incentives of government. So I am not trying to use eugenics to turn you against Keynes, rather
I am trying to use eugenics to illustrate Keynes’s partial naivete, and to identify the nature of

that naivete.

In Keynes’s Essays in Biography it is striking how much he cites heredity as a factor behind
great men, noting that Keynes’s own father John Neville Keynes was one of the leading British
economists of his time. “Heredity is mighty...” he wrote when discussing Marshall, but he
applied that point to many of his biographical subjects, often leading with a discussion of their
family backgrounds. On the environmental side, Keynes also compared Marshall’s father to

James Mill, noting how hard those two dads worked their sons. I find this all insightful rather
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than objectionable, but again it shows that for Keynes eugenics was a major preoccupation

pervading much of his thought.*®

The third no-no was the preface to the German-language edition of Keynes’s General Theory,

written by Keynes himself and then translated into German (and yes I am able to read it in the
original German). In case you don’t already know, Keynes stressed that his investment
philosophy was more compatible with totalitarianism than with laissez-faire. Here is the key
passage in English (words written by Keynes, not a translation back from the German):
“Nonetheless the theory of output as a whole, which is what the following book purports to
provide, is much more easily adapted to the conditions of a totalitarian state, than is the theory of
the production and distribution of a given output produced under conditions of free competition

and a large measure of laissez-faire.”®

I don’t think Keynes had sympathies with Naziism, and he worked very hard to help Britain
defend itself and win the war. His wartime advising was highly significant, but even on the micro
level he was deeply involved in protecting Britain. For instance, one night in 1942, he, along
with Hayek, was reported to have spent a night on the roofs of Cambridge buildings, working to
extinguish the incendiary fuses from German bombs that landed on historically important
buildings. Presumably this labor was somewhat dangerous, both because of the bombs and

because of risk of falling or otherwise sustaining injury.”

% For the quotation and the parallel with James Mill, see Keynes (1933, p.152).

% On this episode, and for a reproduction of what Keynes wrote, see for instance Pernecky and
Richter (2011).

% On this episode, see Samuelsen (2014). It has been suggested to me, by Andrew Farrant, that
this incident cannot be confirmed, so there is a chance it is apocryphal.
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Furthermore, I think Keynes is largely correct in his point about fiscal policy and autocratic
governments, as evidenced by the successful Chinese deployment of fiscal stimulus in 2009 to
stave off a major pending recession. China is not economically speaking a totalitarian state, but it
does exert much more control of private capital than do the Western economies. That said, I
don’t think we should feel entirely comfortable with Keynes’s deployment of rhetoric here. It
shows he was too flexible a thinker, too willing to market his ideas at the expense of ideas

of liberty, and insufficiently suspicious of state power, all themes that have emerged in other
parts of the discussion above. This episode should clinch the relevance of those concerns

about Keynes.

You also could argue that each of these negative instances in Keynes’s career is made worse by
the existence of the other two. Excessive trust in a particular kind of authority, and imagining
himself and his associates at the steering wheel of power, was a systematic pattern in Keynes’s

thought, not the result of some poorly thought out sputterings or mere short-run opportunism.

In sum, these moral failings do not in their own right lower Keynes’s chances for GOAT. But
they do correspond to positive failings in Keynes’s understanding of the world, and his poor
understanding of political economy does, for me, harm his GOAT potential. But please do not
think I am joining the ranks of the moralizers here, any more than the Kobe Bryant rape trial (he
was acquitted but under suspicious circumstances) would induce me to lower his rating as a
basketball player. If in lieu of these political economy mistakes, Keynes had instead committed
some vile crime, his GOAT-ness would be in better shape and by such an episode it would not be
damaged at all. But the reality is that he did make some significant political economy mistakes,

and those intellectual mistakes are reflected in the more questionable episodes in his career.
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What else did Keynes do?

Just as Milton Friedman built up the academic environment at the University of Chicago, so did

Keynes have other academic projects. Most notably he was editor of Economic Journal from

1911 to 1945, a formative time for the economics profession and of course back then there were
only a few reputable journals period. Keynes held an incredibly powerful academic position, and
he was actively involved in the affairs of the journal for all of those years. Schumpeter wrote:
“Many articles grew out of his suggestions; all of them received, from the ideas and facts
presented down to punctuation, the most minute critical attention...I feel confident of speaking
for all of us when I say that, taken as a whole, Keynes the editor has had no equal since DuPont

de Nemours managed the Ephémérides.”

Keynes as editor intersected with Milton Friedman at the very beginning of Friedman’s career as
an economist. Early in his graduate school career, Friedman wrote an article criticizing Arthur C.
Pigou on the elasticity of demand, believing that Pigou was in error, and he submitted the article
to Economic Journal with Keynes as editor. Keynes conferred with Pigou, who did not agree
with Friedman, and then Keynes rejected the article, which shortly thereafter was published in

The Quarterly Journal of Economics, constituting what Friedman describes as his first economics

publication. Ironically, Keynes had had his own earlier dispute with Pigou over questions of
spending and consumption behavior (will “the Pigou effect” restore full employment in

deflationary times?), though with different criticisms than Friedman deployed.”

He was a successful investor, most of all in the 1920s, starting with currencies but then moving

to cotton and other commodities such as lead, tin, copper, spelter, rubber, wheat, sugar, linseed

! Schumpeter (1946, p.498).
92 See Taylor (2001, p.112), the piece being Friedman (1935).
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oil, and jute. He participated in syndicates for newly issued securities, and continued as an active
investor until 1937 when he fell ill for a while and abandoned investing. He also helped King’s
College invest its funds, though in that case with more caution and less success. Nevertheless “if
you’re so smart, why aren’t you rich?” is not a query that could be used against Keynes. Keynes

upon his death left a bequest of half a million pounds, a considerable sum for the 1940s.”

Keynes also was a first-rate collector of art. For instance, he bought a Cezanne “apples” painting
and also a drawing by Ingres, as well as charcoal sketches by Degas. He also bought Delacroix,
Derain, Braque, and Picasso. In the view of this author, Keynes’s selections were all signs of
very good taste, and he worked more broadly to support artists and the visual arts. Later Keynes
bequeathed the works to King’s College and some of them can be seen in the Fitzwilliam

Museum in Cambridge.*

Also on the artistic and cultural side, Keynes helped Cambridge build a new theatre in the 1930s,
putting up some of his own money toward that end, and overseeing many details of the process,
including the quality of the chef attached to the theatre, and whether or not the bar should

encourage the consumption of wine (yes) vs. cocktails and spirits (no).”

Arguably Keynes’s most important contribution to the world was being a lead negotiator and
architect of the Bretton Woods international monetary order; I’ve already discussed how some
of the key ideas here came from Keynes’s very early work on monetary arrangements in

colonial India.

% See the account of Harrod (1959, pp.299-302, and p.645 on the bequest), and see also
Davenport-Hines (2015, p.281).

% On Cezanne and Ingres, see Harrod (1959, p.225) and see Davenport-Hines (2015,
pp-266-269) on Keynes’s art collecting more broadly.

% See Harrod (1959, pp.473-476).
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Keynes played critical roles in Bretton Woods, ranging far beyond his command of
macroeconomics. It is well recognized that Keynes was a superb negotiator and presenter during
these sessions, speaking frankly and demonstrating a remarkable command of detail. Keynes at
Bretton Woods had a remarkable team working with him, including D.H. Robertson, Lionel
Robbins, James Meade, and Austin Robinson, all first-rate economists in their own right but also
willing to accede to Keynes’s leadership. Furthermore, as chief negotiator, Keynes understood
that he could not afford to be the dogmatist, not even the Keynesian dogmatist. Rather as the
leader, he knew, and knew he had to show, that practical policy would take priority over what he
called “theology.” Through Bretton Woods, and indeed the longer and broader career, Keynes

ended up becoming “one of the great national forces of England.”

In sum

Robert Skidelsky put it well: “Keynes displayed an awesome array of talents, without being
pre-eminent in any...Keynes was great in the combination of his gifts. His achievement was to
align economics with changes taking place in ethics, in culture, in politics and in society —in a
world, with the twentieth century spirit.” In this regard, as we will see, Keynes did for the

twentieth century what John Stuart Mill did for the mid-nineteenth century.”’

Is that enough for GOAT? The case for Keynes requires a relatively high weight for

“complicated, synthetic works of policy influence,” and a relatively low weight on rigorous

% See Mackintosh (1947).
7 See Skidelsky (1992, p.425) for the quotation.
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microeconomic reasoning. But as you probably know by now, much as I admire Keynes I am not

going to be dragged across the finish line by his case.

As for my own biases in assessing Keynes, I was taught early in my life that the General Theory

was a deeply flawed and mostly harmful work, marred by numerous mistakes in reasoning,
exposition, and microeconomics. Furthermore, Keynes did not take great care to read his
intellectual opponents in the most reasonable or generous light, and he put politics before
scrupulous accuracy in reasoning. My current view is that the General Theory is a brilliant work,
marred by numerous mistakes in reasoning, exposition, and microeconomics. And just how great
is his number two work in economics anyway? Is that all bias or is that seeing the truth? Either

way, it is nudging me away from Keynes as GOAT.
Now let us turn to a very different individual, with quite different strengths and weaknesses,

Keynes’s one-time rival and direct critic, the Austrian economist and Nobel laureate Friedrich A.

Hayek.
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CHAPTER 4

Friedrich A. Hayek

Friedrich A. Hayek (1899-1992) has what I consider to be the most unbalanced case for GOAT.

His strengths are formidable, but the gaps and weaknesses are large.

First, when it comes to being tied to events of historical import Hayek does great. In advance of
Milton Friedman, he predicted early on that communism would not work, and along with
Ludwig Mises he provided a brilliant and deep account of why not. Markets and market prices
mobilize decentralized knowledge in a way that central planning usually fails at, as I will
consider below. If you look at the major Eastern European reformers and politicians in the 1990s,
such as Vaclav Havel or the Polish reform architect Leszek Balcerowicz, they were very much

influenced by Hayek and his arguments against government planning.
Second and I think most importantly, Hayek’s three best articles are better than any three articles

from any other economist. They might be better and more important than the five best articles

from any other economist. Let’s list them here:
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“The Use of Knowledge in Society” (1945)

“The Meaning of Competition” (1948)

“Competition as a Discovery Process” (1968)

No matter what else you might have to say, those pieces put Hayek in GOAT contention, and
without those pieces (or comparable rewrites you can find in Hayek’s broader corpus) he would

not come close to GOAT status.

“The Use of Knowledge in Society” was the first and most seminal of the lot. Hayek started the
piece by asking what is the nature of the economic problem, and he presented the nature of that
problem as follows: “The peculiar character of the problem of a rational economic order is
determined precisely by the fact that the knowledge of the circumstances of which we must make
use never exists in concentrated or integrated form but solely as the dispersed bits of incomplete
and frequently contradictory knowledge which all the separate individuals possess.” It is thus not
a problem of how to allocate given resources to solve a given economic problem, with the
relevant knowledge grasped in its totality, but rather how we might find the best decentralized

mechanism for improving opportunities.’®

That point is arguably the most important insight of economics and Hayek is the thinker who

owns it, with a hat tip to Adam Smith of course.

Hayek recognizes there is plenty of “planning” going on in markets, but it is not central planning,

rather a kind of decentralized planning that continually experiments, and it has to bid for

% See Hayek (1945, p.519).
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resources and pass market tests. Hayek insists that scientific knowledge is not the only form of
knowledge but rather the knowledge of particular circumstances of time and place is critical as
well. He then analyzes how markets are required to mobilize that knowledge. To the extent that
the economic problem is one of “rapid adaptation to changes in the particular circumstances of
time and place,” that calls for a heavy role for markets and market incentives. Hayek then talks
through how an increase in the demand for tin would result in price changes, and economization
of tin elsewhere in the economy, spreading the “knowledge” that tin is more valuable, and
inducing people to behave accordingly, without any central authority able to possess that

knowledge in any explicit form.”

These days that might seem like simple stuff, but I and many others still remember reading it for

the first time and yes it was a revelation.

And it is not just a lesson about economics, but rather a broader series of lessons about
knowledge vs. information, the limitations of science, and the very foundations of civilization in
decentralized mechanisms. Hayek realized this, and he focused on the broader implications of
these ideas mor