Economics Readings – Hong Kong, 2010
Class 1: Market “experiment”

No reading assignment

Prior to our first class, you’ll be heading out in small groups into one of Hong Kong’s famous street markets with an assignment to get the best price possible on a list of items.  In this class we’ll discuss the results of that and then do our first “classroom experiment” on how markets transmit information.  There’s no reading assignment for this meeting, but you might want to learn more about experimental economics, the basis for our classroom exercises. Economist Vernon Smith won the Nobel Prize in Economics in 2002 for his work in experimental economics. You can listen to his podcast below about the use of experiments in economics to learn more about how experiments are changing the way economics is studied.
Things to read / listen to if you are interested in experimental economics

EconTalk’s podcast interview with Vernon Smith http://www.econtalk.org/archives/2007/05/vernon_smith_on.html 

Class 2: Spontaneous Order & Markets
Reading Assignment: Friedrich A. Hayek, The Use of Knowledge in Society, American Economic Review, v. 35(4), pp. 519-30 (1945). http://www.econlib.org/library/Essays/hykKnw1.html
Henry Hazlett, Economics in One Lesson, pp. 15-19.
Reading Guide


These are probably our most challenging readings for those unfamiliar with economics, so we’re tackling it early. Take your time and read these articles carefully. The first reading is by Friedrich Hayek, who won the Nobel Prize in economics in 1974 (along with Gunnar Myrdal) for “pioneering work in the theory of money and economic fluctuations” and for “penetrating analysis of the interdependence of economic, social and institutional phenomena." In this landmark article, Hayek explains a crucial function of markets – the transmission of information. How markets transmit information is critical to Hayek’s formulation of the concept of a “spontaneous order.” This is a very difficult concept to grasp on the first reading, so if it appears unclear, try rereading the article after a day or two. (Of course, we’ll also discuss it in detail in class, so don’t worry if you don’t have it completely figured out before class.) 

The second selection is by Henry Hazlitt, who ought to have won a Nobel Prize for his careful, clear explanations of economics. These four and half pages offer a deceptively simple explanation of economics. Read it several times – there is a lot here in just a few pages.
Try to answer the following questions based on the readings:

1) Hayek says “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.” What are examples of this sort of information? Suppose I called you up and told you I was coming to your country. What might you be able to sell me that I might find useful in traveling in your country? What sort of information would you have that I wouldn’t? How would that information affect our transaction? What if other TFAS students from your country were also interested in selling me the same thing? How would the market determine the price I paid? 
2) What are some examples of spontaneous orders you’ve observed in your own life?

3) Does Hayek mean that we can never “plan” our economic activities? What is the difference between you making a business plan and a government official making an economic plan for your country as a whole?
4) The “one lesson” Hazlett offers is “The art of economics consists in looking not merely at the immediate but at the longer effects of any act or policy; it consists in tracing the consequences of that policy not merely for one group but for all groups.” (p. 17). Is inconsistent with Hayek’s idea that no one person can ever have all the information necessary to engage in economic planning? Why or why not?

(Note: if you do the readings in advance and answer the questions as well, you are quite likely to do very well on the exam at the end of the class.)

Things to read someday if you liked this reading
Tom G. Palmer, F.A. Hayek: Prophet of the Modern World, (1999) http://www.cato.org/dailys/05-08-99.html A very brief overview of Hayek’s work.
Friedrich A. Hayek, The Constitution of Liberty (1960). This book is Hayek’s first comprehensive, systematic analysis of the institutions necessary for a free society and it discusses many of the same ideas developed later in the three volumes of Law, Legislation and Liberty.
Friedrich A. Hayek, vols. 1 of Law, Legislation and Liberty. This sets out Hayek’s most complete statement of how the legal system operates in a free society.
Volume 1, Number 0 (the very first issue) of the NYU Journal of Law and Liberty addressed issues concerning Hayek’s legal theories, including articles by famous scholars like Univ. of Chicago Prof. Richard Epstein and U.S. Federal Judge Richard Posner, and less famous people like me. You can access the papers at http://www.nyujll.org/hayek.php 
Class 3: The Role of Property Rights in Economic Development
Reading Assignment: Hernando de Soto, The Mystery of Capital: Why Capitalism Triumphs in the West and Fails Everywhere Else (2000), pp. 1-67.
Reading Guide:

This book, by the Peruvian economist Hernando de Soto, has had an important impact in a variety of countries around the world. De Soto’s work is especially important because he develops a theory of property rights that is derived from his empirical work in developing countries rather than from expert opinion in Europe or North America. These pages from the book describe his overall approach and discuss a crucial issue: the role of information about what people own in making development possible. Pay particular attention to de Soto’s distinction between dead and living capital. As you read, consider the following questions:

1) Why is it so important to have a reliable set of information about what people own? How effective is the property registry in your country?

2) What obstacles are there to creating such a system in general? Are there reasons that particular interest groups might not want to see such a registry created?

3) De Soto identifies 6 effects of a property registry system. Are all these equally important? Do they all occur as a result of a property registry or is something else necessary as well?

4) How does de Soto’s ideas about how property conveys information relate to Hayek’s ideas about how information is conveyed in markets?
Things to read someday if you liked this reading
Hernando de Soto, The Other Path (1986). De Soto’s first book, this provides a very detailed look at the problems involved in legal land ownership and starting a business in Peru, reporting the results of a comprehensive survey conducted by de Soto’s institute. 
Tom Bethell, The Noblest Triumph: Property and Prosperity through the Ages (1999). Bethell gives a comprehensive tour of property rights in the Anglo-American tradition over many centuries. Very well written, a good introduction to the history of property rights in Britain and America.

Richard Pipes, Property and Freedom (1999). Pipes is an important historian, who has focused on Russia. In this book he compares the development of private property institutions in Russia and England, making the argument that it was the strength of private property in England that made it possible for freedom to develop there and the weakness of private property in Tsarist Russia that made freedom’s hold more precarious.

Terry Anderson and Peter J. Hill, The Not So Wild, Wild West: Property Rights on the Frontier (2004). A concise, readable economic history of the American West, emphasizing the role of private institutions from wagon trains to mining camps, by two of the most important economic history writers today.
Class 4: Small Group Discussions
We’ll meet in smaller groups to discuss de Soto’s ideas. In addition to the reading from our prior class, please read Sebastian Galiani and Ernesto Schargrodsky, Property Rights for the Poor: Effects of Land Titling, Ronald Coase Institute Working Paper Number 7 (2009) http://coase.org/workingpapers/wp-7.pdf and consider to what extent their results are consistent and inconsistent with de Soto’s analysis. Now think about land ownership in your country and other places you know about in Asia. Are de Soto’s ideas relevant in Asian economies? We’ll also distribute some de Soto quotes to subgroups within each of the small groups; you will work with your subgroup on a brief presentation to the small group about that point.

Class 5: Trade and Comparative Advantage

Reading Assignment: Henry Hazlett, Economics in One Lesson, pp. 74-89; Douglas A. Irwin, Free Trade Under Fire (Princeton University Press, 2nd ed., 2005), pp. 25-49; Alan Blinder, Free Trade in the Concise Encyclopedia of Economics, at http://www.econlib.org/library/Enc/FreeTrade.html; The Index of Economic Freedom) Annual. The best cross-country comparison of economic freedoms. http://www.heritage.org/index/. 
Reading Guide:

We’ll start this class with a trade experiment and then talk about the idea of comparative advantage. When challenged to provide a nontrivial, nonobvious economic insight, Nobel Laureate Paul Samuelson listed comparative advantage. Despite general agreement on the topic in the economics profession since David Ricardo’s 1817 formulation in his On the Principles of Political Economy and Taxation, comparative advantage remains one of the more difficult economic insights for non-economists to accept. The readings explain comparative advantage as clearly as any I’ve seen. (Irwin’s book is the best current summary of the economics of free trade.) As you read, consider the following questions:
1) Why is it comparative advantage that matters, not absolute advantage? That is, why doesn’t it matter for the desirability of trade if one country is better than another at everything?
2) If there are always gains from trade as comparative advantage suggests, why do some interest groups oppose free trade?
3) What does the Index of Economic Freedom tell us about the relationship between economic freedom and popular welfare? Is trade a right?

Things to read someday if you liked this reading
Frederick Bastiat is the classic exponent of free trade. His biography is here: http://www.econlib.org/library/Enc/bios/Bastiat.html and includes links to a number of his writings on line. 

Class 6: The role of the entrepreneur
Reading Assignment: Mark Casson, “Entrepreneurship,” The Concise Encyclopedia of Economics, available at http://www.econlib.org/library/Enc/Entrepreneurship.html. We will supplement this short reading with a documentary film in class, The Call of the Entrepreneur, made by the Acton Institute.
Reading Guide:

A lot of economics has very little to say about what makes markets work, treating the market as a sort of “black box” from which efficient outcomes emerge under the right conditions. In an earlier class we talked about the critical role of prices in making markets function, now we are looking at a second important piece: the people who Casson argues that the distinguishing mark of an entrepreneur is that he or she exhibits “judgment in decision making.” Casson also argues that culture is “an important influence on the level of entrepreneurship.” Think back to de Soto, who puts little emphasis on culture, focusing instead on the impact of the institution of property rights across cultures.

1) What does Casson mean by “judgment in decision making”?

2) Compare Casson’s description of entrepreneurs with the people you know – which of them are entrepreneurs?

3) How does Casson’s analysis compare to de Soto’s? Is there a conflict between de Soto’s approach and Casson’s? 

Things to read someday if you liked this reading
The preeminent economic writer about entrepreneurs (from the perspective of the Austrian school of economics) is Israel Kirzner. He has written many books. Good introductions to his ideas are contained in:

Israel Kirzner, The Economic Point of View (Ludwig von Mises Institute 2007), Entrepreneurial Theory of the Firm (with Frederic Sautet) (Routledge, 2000); Driving Force of the Market: Essays in Austrian Economics (Routledge 2000); and Competition and Entrepreneurship (University of Chicago Press, New Ed., 1978).

Class 7 and Class 8: The Trade Debate

We’ll divide up into 12 teams before this class, based on the following topics. Each team will get 10 minutes to make a presentation to the group on their position. Be creative! The rest of the group then gets a chance to ask them questions. We’ll cover Topics A-C in this class, Topics D-F in the next. I’ve provided a base reading for each topic, but your team  should do research to find additional information to support your position. Odd numbered teams are to argue in favor of free trade; Even numbered teams argue against free trade.
Topic A (Teams 1 and 2): Environmental conditions
Base reading: Erlinda M. Medalla & Dorothea C. Lazaro, Does Trade Lead to a Race to the Bottom in Environmental Standards? Another look at the issues, Philippine Institute for Development Studies Discussion Paper No. 2005-23 available at http://www3.pids.gov.ph/ris/dps/pidsdps0523.pdf; Daniel C. Esty, Bridging the Trade-Environment Divide, J. Econ Persp. 15: 113-130 (2001) available at http://www.people.fas.harvard.edu/~hiscox/Esty.pdf   

Debate question: Should trade be restricted to protect the environment?
Topic B (Teams 3 and 4): Tax competition
Base reading: Craig M. Boise, Regulating Tax Competition in Offshore Financial Centers, available at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1266329 

Debate question: Should tax rates be harmonized across nations to prevent “unfair” tax competition?
Topic C (Teams 5 and 6): Labor standards
Base reading/viewing: Wilson Center, Should Labor Standards Be Included in Free Trade Agreements with the United States?  Available at http://www.wilsoncenter.org/ondemand/index.cfm?fuseaction=home.play&mediaid=A29ECF62-DAB4-00EE-A0A714F477425EE9; Phil Morgans, Fair Trade vs. Free Trade – labour standards versus double standards, Online Opinion (Nov. 2002) available at http://www.onlineopinion.com.au/view.asp?article=1529; Jagdish Bhagwati, Free Trade and Labour, (2001) available at http://www.columbia.edu/~jb38/ft_lab.pdf   
Debate question: Should countries restrict trade with countries with lower labor standards?
Topic D (Teams 7 and 8): Arts & Culture
Base reading: European art and culture between free trade and cultural diversity. A delicate dialogue? (2006) available at http://www.cupore.fi/documents/conference_reader.pdf. This provides an overview of the issues.

Debate question: Should there be free trade in cultural products like movies, music, and works of art? 
Topic E (Teams 9 and 10): Agriculture
Base reading: Thomas Lambie, Miracle Down Under: How New Zealand Farmers Prosper Without Subsidies or Protection, Cato Free Trade Bulletin (Feb. 7, 2005) available at http://www.freetrade.org/node/110; OECD, Tackling Trade in Agriculture (Nov. 2005) available at http://www.oecd.org/dataoecd/34/45/35686834.pdf; Anuradha Mittal, Free Trade Doesn’t Help Agriculture, FPIF Strategic Dialogue (Feb. 2007) available at http://www.fpif.org/fpiftxt/4021, and Gawain Kripke, Trade Can Pla a Role in Agricultural Development, FPIF Strategic Dialogue (Feb. 2007).    
Debate question: Countries should protect domestic production of food through trade restrictions?
Topic F (Teams 11 and 12): Monetary controls
Base reading: Dani Rodrik & Arvind Subramanian, We must curb international flows of capital, Financial Times (Feb. 25, 2008) available at http://www.ft.com/cms/s/bee0b4b2-e3a5-11dc-8799-0000779fd2ac,Authorised=false.html?_i_location=http%3A%2F%2Fwww.ft.com%2Fcms%2Fs%2F0%2Fbee0b4b2-e3a5-11dc-8799-0000779fd2ac.html&_i_referer=http%3A%2F%2Frodrik.typepad.com%2Fdani_rodriks_weblog%2F2008%2F03%2Fnonsensical-arg.html, Paul Krugman, Capital Control Freaks, Slate (Sept. 27, 1999) available at http://www.slate.com/id/35534,  & Kristen J. Forbes, Capital Controls: Mud in the Wheels of Market Efficiency, Cato Journal 25: 153-166 (2005) available at http://www.cato.org/pubs/journal/cj25n1/cj25n1-16.pdf  
Debate question: Should countries be able to limit movement of capital in and out of their economies through regulatory measures?
Things to read someday if you are interested in trade issues:
Jagdish Bhagwati, In Defense of Globalization (2005). The preeminent economic defense of free trade today.

Joseph Stiglitz, Globalization and Its Discontents (2003). The preeminent economic critique of free trade today. 

Class 9: Public Goods, Free Riders, Commons Problems, and the Role of Government 

Reading Assignment: James Buchanan & Richard Musgrave, Public Finance & Public Choice: Two Contrasting Visions of the State (1999), pp. 63-89, 107-137

Reading Guide:


James Buchanan won the Nobel Prize in economics in 1986 for his contributions to public choice theory, which is essentially the application of economic reasoning to politics. Richard Musgrave is frequently mentioned as a potential Nobel winner in economics for his contributions to public finance theory. This reading is taken from a book which is built around a series of alternating lectures and responses by the two economists, in which they debate important issues over the course of five days. We’re skipping the first day’s lectures, which dealt with the two men’s personal intellectual histories. (You can read an account of the lectures and a summary of Musgrave’s career at http://www.economicprincipals.com/issues/04.02.15.html ).


In these two selections, you will find them discussing a number of important economic concepts related to the role of government, including how to solve the “free rider” problem of providing public goods, how governments should raise revenue, and the role of constitutions in restraining governments from infringing on liberty. (In our class in Crete I’ll elaborate on many of these ideas and give you a more complete explanation of them.) As you read this material, try to answer the following questions:

1) The two economists have quite different views of the appropriate size and function of government. Why? What are the fundamental assumptions each makes about how the world works and how do those assumptions influence the two men’s views? Can you think of examples from your own country that supports and undercuts each position?

2) What are the most important problems in your country? Which approach is more likely to solve those problems?

3) Why is Buchanan more skeptical about the results of majority rule than Musgrave? Do the constraints Buchanan wants to put on government prevent it from doing the things Musgrave wants the government to be able to do?

Things to read someday if you liked this reading
James Buchanan & Gordon Tullock, The Calculus of Consent (1962). The foundational work of public choice theory.

Dennis C. Mueller, Public Choice III (2003). More technical, but the most thorough and accessible survey of public choice theory.

Richard Musgrave, The Theory of Public Finance (1959). Musgrave’s seminal work on public finance theory; the field has grown more mathematically complex and technically demanding, but this remains an excellent starting point for grasping the key ideas.
Class 10: The Financial Crisis & the History of the World Economy 
Reading Assignment: 

Viral V. Acharya, et al., A Bird’s Eye View: The Financial Crisis of 2007-2008: Causes and Remedies in Restoring Financial Stability: How to Repair a Failed System (2009) pp. 1-56.

Federal Reserve Bank of New York, Financial Turmoil Timeline available at http://www.newyorkfed.org/research/global_economy/Crisis_Timeline.pdf 

Barry Eichengreen, The Last Temptation of Risk, The National Interest Online (April 2009) available at http://www.nationalinterest.org/PrinterFriendly.aspx?id=21274
Lord Adair Turner, The Financial Crisis and the Future of Financial Regulation (2009) available at http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2009/0121_at.shtml
Gregory Clark, A Farewell to Alms: A Brief Economic History of the World (Princeton University Press, 2007), pp. 1-16.

Arnold Kling, Unchecked and Unbalanced (Rowman & Littlefield 2010) pp. 39-85.

Reading Guide:

The first two readings offer a brief introduction to the world financial crisis. The second two, one by Britain’s top financial regulator and one by a leading macro economist, draw quite different conclusions about the crisis. What you can bring to the discussion from your country’s experience of the financial crisis? The Clark reading is a very short economic history of the world, that helps put recent events into a broader context. The Kling reading is an attempt to explain what went wrong by an economist who takes seriously the sorts of ideas we’ve been discussing.
Things to read someday if you liked this reading: The literature on the financial crisis is growing daily. The major financial newspapers (e.g. The Financial Times (U.K.) and The Wall Street Journal (U.S.) have good coverage in their online editions. The blog Tigerhawk provides excellent periodic discussions of the financial crisis from the CFO of a medium sized U.S. company from a market-oriented perspective. It is available at http://www.tigerhawk.blogspot.com/. The website VoxEU.org is an excellent aggregator of economic analysis.  http://www.voxeu.org/ 

Clark’s larger thesis in his book is controversial and the book is fascinating. There are many excellent reviews of the book available on line and these give a good sense of the controversy. Especially useful are the panel discussion at http://eh.net/bookreviews/ssha_farewell_to_alms.pdf and http://www.cato.org/pubs/journal/cj27n3/cj27n3-12.pdf
Class 11: Coase and the Problem of Social Cost

Reading Assignment: Ronald Coase, “The Problem of Social Cost,” Journal of Law & Economics, vol. 3, pp. 1-44 (1960). Available at http://www.sfu.ca/~allen/CoaseJLE1960.pdf 
Reading Guide:
  
Ronald Coase won the Nobel Prize in Economics in 1991 for “his discovery and clarification of transaction costs and property rights for the institutional structure and functioning of the economy,” work that was largely contained in two articles. We’re reading one (the other is “The Nature of the Firm,” Economica, Vol. 4(16), pp. 386-405 (November 1937) which you can find here: http://www.cerna.ensmp.fr/Enseignement/CoursEcoIndus/SupportsdeCours/COASE.pdf)


This is a difficult article to read, so take your time and pay careful attention. Coase sets out an alternative to the dominant neoclassical economic form of analysis (welfare, or Pigovian, analysis) built around the concept of transactions costs. Coase develops his insights by discussing a 19th century English legal opinion, Sturgis v. Bridgeman, in part because he is addressing lawyers in the article but also because the dispute he describes is useful for illustrating the general problem he is trying to solve. This can be confusing for those of us who are not 19th century English lawyers. The article repays effort, however, with crucial insights about how to solve externality problems. As you read, ask yourself:
1) What are the “transactions costs” Coase talks about ?
2) How does one reduce transactions costs?

3) Why does it matter to Coase that the problem exemplified by Sturgis v. Bridgeman is “reciprocal”?

4) Coase won his Nobel in part for his role in making clear the role of property rights. How does Coase’s analysis relate to de Soto’s?
Things to read someday if you liked this reading
Ronald H. Coase, The Firm, The Market and the Law (University of Chicago Press, 1990). This collection contains reprints of several of Coase’s key articles as well as an essay extending “The Problem of Social Cost.”

There have been many criticisms of Coase over the years and many claims to have “proven” him incorrect. Among the most interesting disagreements about Coase’s work is the one between Coase and legal historian A.W. Brian Simpson, one of the giants of legal history. Simpson argues that Coase fundamentally misunderstood the Sturgis v. Bridgeman case he uses as the basis for “The Problem of Social Cost” and sets out to show how this led Coase astray in his analysis. Coase then write a somewhat hostile reply, disagreeing. Simpson then briefly responded to Coase. The disagreement gives a good example of the differences between legal history and law and economics as well as illuminating Coase’s argument in more detail.
A.W. Brian Simpson, Coase v. Pigou Reexamined, Journal of Legal Studies, vol. 25(1), pp. 53-97 (Jan. 1996). Available at http://www.ccer.edu.cn/download/7877-2.pdf 
A.W. Brian Simpson, Coase v. Pigou Reexamined, An Addendum, Journal of Legal Studies, vol. 25(1), pp. 99-101 (Jan. 1996).

Ronald H. Coase, Law and Economics and A.W. Brian Simpson, Journal of Legal Studies, vol. 25(1), pp. 103-119 (Jan. 1996).
Some of the most important extensions of Coase’s work are by economist Oliver Williamson. These are important books by Williamson that can get you started on the insights possible from a rigorous extension of Coase’s ideas. Williamson’s home page lists all his work: http://groups.haas.berkeley.edu/bpp/oew/ 

Oliver Williamson, The Economic Institutions of Capitalism: Firms, Markets, Relational Contracting (The Free Press, 1985)

Oliver Williamson, The Mechanisms of Governance (Oxford University Press, 1996); translated into Chinese by Chien Wang et al., reprinted by China Social Sciences Publishing House, 2001.

Coase’s work is foundational for virtually all of law and economics.  It is particularly important for the market response to environmental problems, which is ably set forth in this book and in work available at the Property and Environment Research Center’s website.

Terry L. Anderson and Donald Leal, Free Market Environmentalism (Palgrave Macmillan, Rev. Ed., 2001).

www.perc.org
Class 12: Small group discussions on the financial crisis

We’ll split up into small groups again to discuss the financial crisis. In particular, we’ll discuss your country’s experiences. Come prepared with a description of the experience of the financial crisis in your country to share with the small group (you can use the time while the other groups are meeting to work on a joint presentation). In addition, you should read Michael Lewis, Wall Street on the Tundra, Vanity Fair (April 2009) available at http://www.vanityfair.com/politics/features/2009/04/iceland200904, a description of the experience of a very small economy in the financial crisis. Lewis is an important financial writer (he wrote both the excellent Liar’s Poker and Moneyball) but he has been heavily criticized for this article, both for its tone (which many in Iceland found offensive) and its accuracy. We’re reading it because it is a good example of how smaller countries are treated during times of crisis. Do some investigating on your own before class and see what alternative accounts of Iceland’s experience you can find online. How can smaller economies protect themselves during financial crises?
Class 13: Hayek & The Road to Serfdom

Reading Assignment: Friedrich A. Hayek, The Road to Serfdom (condensed version) available at http://www.iea.org.uk/files/upld-publication43pdf?.pdf, pp. 31-62. 
Reading Guide:

First published in 1944, Hayek addressed this book to “the socialists of all parties” and intended it to convince well-meaning advocates of economic planning that planning led to the increasing centralization of power in the state. This shortened edition includes, at the web site, a cartoon version as well. This is a direct attempt to persuade, not a balanced academic article. It is still today considered one of the best statements of a classical liberal (not a modern liberal) philosophy. As you read it, consider the following questions:
(1) What are the arguments addressed to the “socialists of all parties”? Why would Hayek think that socialists would be persuaded by these arguments?

(2) This book was written as World War II drew to a close. What motivated Hayek to write it then? Why did he think it was particularly important to convince people of the dangers of planned economies in the mid-1940s?

(3) Have events since 1944 strengthened or weakened Hayek’s arguments?

(4) How do the public choice materials we read for Class 8 relate to Hayek’s arguments? Would Musgrave or Buchanan be sympathetic to Hayek’s arguments?

Things to read someday if you liked this reading
Friedrich A. Hayek, The Road to Serfdom (full edition; University of Chicago Press 1994).

Thomas W. Hazlett, “The Road from Serfdom: Foreseeing the Fall,” Reason Magazine, available at http://www.reason.com/news/show/33304.html (July 1992) (interview with Hayek). 
Class 14: Economics of Religion
Reading Assignment: Adam Smith, The Wealth of Nations, pp. 788-814 (Liberty Fund edition), available at http://www.econlib.org/LIBRARY/Smith/smWN.html (Book V, Chapter I, Part III, Article 3d); Laurence R. Iannaccone, Introduction to the Economics of Religion, Journal of Economic Literature, Vol. XXXVI, Sept. 1998, pp. 1465-1496 available at http://religionomics.com/old/erel/S2-Archives/Iannaccone%20-%20Introduction%20to%20the%20Economics%20of%20Religion.pdf 
Reading Guide:


What could be a less likely subject of economic analysis than religion? Yet there is a lively and interesting (to me, anyway, but then I am an economist) literature in this area that uses economic principles to explain why some religions are more successful than others, why certain practices that seem inexplicably costly to non-believers actually contribute to the success of a religion, and why competition rather than state support seems to lead to an increase in religiosity. This material will test your appreciation of the limits of economic analysis.

1) Is religion a legitimate subject for social science analysis? Why? Why not?

2) Can social science help understand and solve religious-based conflicts?

3) What are the limits of economic analysis? Can it explain everything? (You might

take a look at the work of Gary Becker, an economist who has pushed the limits of economics further than anyone else, applying to subjects including marriage, education, drug use, and organ donors.)
Things to read someday if you liked this reading
Rodney Stark and Roger Finke, Acts of Faith: Explaining the Human Side of Religion (University of California Press 2000). Two of the preeminent social scientists studying religion give a comprehensive analysis of the topic.

Roger Finke and Rodney Stark, The Churching of America, 1776-2005: Winners and Losers in Our Religious Economy (Rutgers University Press 2005). The same two authors with a detailed, data-driven look at the evolution of religion in America, applying their social science framework.

The Fall 2005 issue of Faith & Economics, a symposium issue on the Economics of Religion.
Papers on web site Economics of Religion Gateway, http://www.religionomics.com/ 

Bonus Class: Review Session

No new reading, but look over what you’ve read so far and come to class ready to try to pull all this together. 
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