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Classical economists, since the days of Scottish Enlightenment thinkers, held that
one of the primary arguments for capitalism, in addition to its superior economic
efficiency and its grounding in robust political economy, was its civilizing role. They
recognized that commerce channels self-interest into voluntary, mutually beneficial
pursuits. The cooperative pursuit of profit thus encourages the development of toler-
ance, honesty, and manners even among diverse people. Keynesianism, however,
can undermine the civilizing role of commerce by promoting widespread govern-
ment control and direction of the economy. Because big government undermines
the market and fosters cronyism, commercial virtues are dampened, and they are
often replaced with dishonesty, distrust, and intolerance.

Dangerous human proclivities can be canalised into comparatively harmless
channels by the existence of opportunities for money-making and private
wealth, which, if they cannot be satisfied in this way, may find their outlet
in cruelty, the reckless pursuit of personal power and authority, and other
forms of self-aggrandisment. It is better that a man should tyrannise over
his bank balance than over his fellow-citizens.

—John Maynard Keynes'

Introduction

Most economists today defend a market society with the notion of economic
efficiency. In terms of achieving advanced material production, a market soci-
ety—including the institutions of private property, prices, and profit and loss—
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provides the information, incentives, and innovation necessary to outperform
centrally planned economies.? Empirically, the superiority of market institutions
in enhancing prosperity has been proven time and again.’

While the defense of capitalism offered by Scottish Enlightenment thinkers,
including David Hume and Adam Smith, certainly included a strong appreciation
for the productivity of capitalism, their defense of a market economy was not
limited to efficiency claims. Scottish Enlightenment thinkers, as well as scholars
building on their work, recognized that capitalism was also robust to knowledge
and incentive problems.* Rather than design centralized political and economic
institutions for nonexistent, omniscient, and benevolent philosopher kings, a
scenario that has historically led to poor outcomes in a world inhabited by people
with severe knowledge and incentive problems, a commercial society provided a
uniquely decentralized framework that enabled the flow of information and the
structuring of incentives toward socially beneficial outcomes.’

An important observation of the Scottish Enlightenment thinkers was that
while a strong centralized government encourages distrust, suspicion, and conflict
among diverse people, commerce provided a commercial space for people of
different cultures and of diverse philosophical and religious views to engage in
mutually beneficial exchange.® Thus, another important defense of capitalism that
they made is that commerce plays a civilizing and moralizing role in society.’

The contribution from the Scottish Enlightenment thinkers that commerce
plays a civilizing and moralizing role in society has come to be recognized as the
doux commerce thesis.® Rather than the path to national wealth and prosperity
that hinges on using military strength to conquer, subdue, pillage, and all of the
concomitant moralities attributed to a society built on such goals, the scholars
who advanced the doux commerce thesis realized the path to national wealth
was through “peace, easy taxes, and a tolerable administration of justice.” The
economics profession has, for the most part, shifted its arguments in favor of
capitalism from the doux commerce thesis to an argument that champions capi-
talism’s efficiency. However, modern scholarship has built upon the preexisting
arguments for the doux commerce thesis and has increased their validity.'

In the midst of the Great Depression, Keynes ushered in a new theoretical and
empirical framework of economic thinking. While Keynes recognized the valid-
ity and power of the doux commerce thesis, he advocated curtailing capitalism
in order to preserve it.!! Keynes believed that unless government took action to
stimulate the economy and bring about full employment, citizens dismayed with
persistent unemployment would turn to the false promises of comprehensive
central planning.
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Most economists employ efficiency arguments to respond to Keynes.'?> While
we believe these are important arguments, we also believe, on the margin, too
little emphasis is placed on the moral shortcomings of the middle path ushered in
by widespread adoption of Keynesian ideas. The growth of government and the
proliferation of private-public partnership carried out under Keynesian auspices
has enabled and encouraged cronyism. Rather than honestly competing to serve
customers, businesses are increasingly relying on special government privileges.
Cronyism turns the positive-sum game of voluntary market exchange into a zero-
or even negative-sum game, where businesses compete not to serve customers
but to curry the favor of government agents at the expense of taxpayers. The
suppression of the market and rise of cronyism has important moral implications.
Cronyism, as a substitute for the free market, can dampen and undermine the
doux commerce virtues of tolerance, honesty, and kindness.

The first section of this article provides a brief description of the classical
defense of capitalism and the doux commerce thesis. The second section details
the Keynesian revolution and the adoption of the pursuit of full employment.
The third section argues that the Keynesian revolution fostered the wide-scale
growth of cronyism, which has undermined the doux commerce virtues of the
market. We then offer a concluding summary.

The Doux Commerce Thesis

Adam Smith’s most famous contribution to economics is the recognition that
different institutional arrangements can channel individual motivations into pro-
ductive or unproductive uses.!* The institutions of the market—private property,
contract, and consent—channel entrepreneurial activity and resources toward
socially beneficially outcomes as if led by an invisible hand. These insights were
formalized as technical arguments that demonstrated the efficiency of market
institutions in the First and Second Welfare theorems.'* These theorems demon-
strate that competitive markets lead to efficient outcomes if specified conditions,
including strict assumptions of perfect rationality, complete information, well-
functioning futures markets, and a large number of buyers and sellers, hold.'
Moreover, Smith and his Scottish Enlightenment contemporaries saw the
invisible hand propensities of the market as part of a much broader—and perhaps
even more important—feature of market institutions: the doux commerce thesis.'®
The doux commerce thesis recognized that market institutions, based on private
property, consent, and the rule of law, encourage moral development. With the
emergence of business, the Scottish Enlightenment thinkers saw the development
of a merchant code of behavior, including tolerance, honesty, and fairness, which
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facilitated and encouraged positive social interaction and cooperation among
even diverse people.!” David Hume, for instance, wrote,

No one can doubt, that the convention for the distinction of property, and for
the stability of possession, is of all circumstances the most necessary to the
establishment of human society, and that after the agreement for the fixing
and observing of this rule, there remains little or nothing to be done towards
settling a perfect harmony and concord.'®

Modern philosophical critiques of capitalism have sparked a renewed inter-
est in the doux commerce thesis.!® Recent work has demonstrated the historical
importance of market institutions in facilitating the formation of civil society
and economic prosperity.?’ Experimental evidence is providing additional sup-
port for the doux commerce thesis.?! For instance, Henrich et al. find that the
exposure to market institutions of exchange actually reduces selfish behavior in
small-scale societies.”? Al-Ubaydli et al. find that priming laboratory subjects
for market exchange and trade resulted in increased subjects’ willingness to trust
strangers.?® Development economists have taken notice and are also beginning
to realize the empirical importance of the doux commerce thesis.?* Given this, it
is not surprising that some economists are returning to supplementing efficiency
arguments for capitalism with the doux commerce thesis.?

The Keynesian Revolution

The publication of John M. Keynes’s The General Theory of Employment, Interest,
and Money started a revolution that rapidly transformed academic economics
and public policy.?®

At the heart of Keynes’s criticisms of laissez-faire economics was his belief
that markets had no tendency toward full employment equilibrium.?’ This was
particularly harmful because disequilibrium might mean high unemployment,
unsold goods, and unused resources. The persistence of such conditions, without
government action, could threaten and undermine the support for capitalism
and potentially lead to popular support for full-scale socialism. Keynes favored
a middle way that could address the perceived shortcomings of markets while
preserving the essential features of capitalism. According to Keynes, that middle-
way required government to

exercise a guiding influence on the propensity to consume partly through its
scheme of taxation, partly by fixing the rate of interest, and partly, perhaps, in
other ways. Furthermore, it seems unlikely that the influence of banking policy
on the rate of interest will be sufficient by itself to determine an optimum rate of
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investment. I conceive, therefore, that a somewhat comprehensive socialisation
of investment will prove the only means of securing an approximation to full
employment; though this need not exclude all manner of compromises and

of devices by which public authority will co-operate with private initiative.28

The need for government socialization of investment was derived from Keynes’s
belief that savings were a leakage from the economy. Investment was unpredict-
able and often below the optimal level required for full employment due to the
sometimes dominating influence that human psychology had on investment, a
phenomena that Keynes described as “animal spirits.”? For instance, Keynes
writes, “In estimating the prospects of investment, we must have regard, therefore,
to the nerves and hysteria and even the digestions and reactions to the weather
of those upon whose spontaneous activity it largely depends.”*® Consumer
spending has the potential to create jobs. In Keynes’s view, however, aggregate
spending was reduced when consumers saved, because they did not lend those
savings freely to firms that might put them to good use due to the “fickle and
highly unstable marginal efficiency of capital.”*! This in turn reduced output and
employment. Thus, government had a role to play in encouraging investment
to stabilize the economy at the full employment equilibrium.*? Government-led
investment would then encourage consumption.’® This was so vital, especially
during downturns, that Keynes held that it justified breaking away from the
tradition of balanced-budgets to engage in deficit-spending. Keynes envisioned
that government would need to influence two-thirds to three-fourths of private
investment.3

Keynes held that these modifications of capitalism were necessary in order
to preserve it from the growing threat of socialism. Thus, the fate of “efficiency
and freedom” hinged on the adoption of Keynesian remedies.*> The widespread
adoption of Keynesianism forged a heavily followed middle path between
the extremes of capitalism and communism.*® According to Skidelsky, under
Keynesian influence, “capitalism was evolving new forms of public-private
partnership that blurred the traditional separation of state and market.”*’

Keynes’s ideas took hold, especially where they concerned public policy.
Government deficit spending has become the new norm and has widely replaced
concerns for balanced budgets.*® Government direction of investment, including
private-public partnerships, have also increasingly become more ubiquitous. These
investments have taken several different forms, including government-sponsored
enterprises with bailout guarantees (implicit or explicit), tax privileges, subsidies,
regulation, and protectionism.
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Keynesianism, Big Government, and the Decline
of Market Morality

The widespread adoption of Keynesian ideas in public policy has enabled the
tremendous growth of government. This has led to the growth of cronyism for
two reasons. Primarily, the growing size of government crowds out private-sector
investment, business opportunity, and entrepreneurship. This means that busi-
nesses have to increasingly rely on special privileges, such as tax breaks, just to
stay in business. Secondarily, the growth of government inherently brings about
a subculture of lobbying.

The growth of government inspired by Keynesianism has fostered a system
of crony capitalism.’* As Holcombe writes, “government intervention in the
economy to benefit business firms lays the foundation for crony capitalism.”*
Keynesian taxation, spending, and investment policies undermine the reward
for productive entrepreneurship and create rewards for unproductive or even
destructive entrepreneurship.*!

Under capitalism, businesses compete to cooperate with consumers by offer-
ing them the best value for goods and services.*> When government intervenes
in the economy, they face both knowledge and incentive problems.* Keynes
cast aside this issue by suggesting that governments could simply avoid these
problems by deferring to economic experts. In reality, governments have not been
successful at overcoming knowledge or incentive problems.* This is true even
of the Federal Reserve, which should arguably be the most expertly handled and
independent function of government.*

Under crony capitalism, businesses—whether potential or existing—pursue
legal methods to secure favors that disproportionately benefit their own business
(or industry) or to place obstacles in the way of their competitors. These favors
can take many forms including but not limited to, tax breaks, subsidies, antitrust
legislation against competitors, bailouts, protectionism, and loan guarantees.*t
To receive said benefits, firms will typically employ advertising, make political
donations, promise future jobs to regulators and policy makers (the revolving
door), and foster political connections through lobbying. Not only does cronyism
undermine market efficiency, but rent-seeking for political favors pulls resources
away from productive uses.*’

There is a strong empirical consensus that increasing the size or scope of
government increases the amount of lobbying.*® Such lobbying tends to pay
off in terms of receiving political rents.*” Even businesses that want to remain
out of politics are often forced to play the political game to stay in business.>
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This emergence of cronyism on the tails of Keynesianism, can—and has—
eroded the morality of markets. As we rely increasingly on government interven-
tion in the economy, rather than market competition, we can expect the increasing
reliance on government to erode away virtue and tolerance.’! Markets are—and
have always been—positive-sum games that encourage mutually beneficial
cooperation, while government rent-seeking creates a zero- or negative-sum
game.>? Ergo, the erosion of the market and its accompanying virtues will usher
in the morality of a zero- or negative-sum world of rent-seeking.

This decline in the virtues of the market can ultimately result in a demoralizing
trap from which it is difficult to escape. The more times government intervenes in
the market economy and distorts—and corrupts—business, the more the general
population will believe that business is responsible and will make more calls for
increased government intervention in the market economy.>* Examples of this
can be readily seen in health care, finance, and education. These are all highly
regulated sectors of the economy that have resulted in massive inefficiencies,
bad outcomes, and corruption. While these can all be traced back to government
interventions into these sectors, it is commonly perceived that these outcomes
are the result of the market process and thus are in need of further regulation
or even socialization.>* Regulation and governmental oversight are the cause of
the problem, so adding additional regulations and control will only exacerbate
the problem further.*

Conclusion

The doux commerce thesis, that markets play a civilizing and moralizing role in
society, was part of the original defense of capitalism by the Scottish Enlightenment
thinkers. This defense, however, was gradually lost as the economics profession
turned to strictly technical efficiency defenses of capitalism. Thus, when Keynes
took the profession by storm, it is no surprise that economists did not consider
the moral consequences of Keynesianism.

We provided a sketch of one of the moral consequences of Keynesianism here.
Keynesian-inspired growth in government control of investment has resulted in
a rise in cronyism. Political connections are increasingly becoming important
in the business world. As businesses rely more on the political process and less
on actually serving customers in the marketplace, it can threaten the civilizing
and moralizing tendencies of capitalism.

61



Daniel J. Smith/Sean P. Alvarez

Notes

1.

62

John M. Keynes, The General Theory of Employment, Interest, and Money (1936;
repr., New York: Prometheus Books, 1997), 374.

See Peter J. Boettke, Living Economics (Oakland, CA: The Independent Institute
and the Universidad Francisco Marroquin, 2012); Peter J. Boettke and Peter T.
Lesson, “Still Impossible after All These Years: Reply to Caplan,” Critical Review
17, no. 1/2 (2005): 155-70; Peter T. Leeson and J. Robert Subrick, “Robust Political
Economy,” The Review of Austrian Economics 19 (2006): 107-11; Lynne Kiesling,
“The Knowledge Problem,” The Oxford Handbook of Austrian Economics, ed.
Peter J. Boettke and Christopher J. Coyne (New York: Oxford University Press,
2015), 45-64.

See James Gwartney, Robert Lawson, and Joshua Hall, Economic Freedom of the
World 2015 Annual Report (Vancouver, BC: Fraser Institute, 2015); Andrei Shleifer,
“The Age of Milton Friedman,” Journal of Economic Literature 47, no. 1 (2009):
123-35; Peter T. Leeson, “Two Cheers for Capitalism?” Society 47, no. 3 (2010):
227-33; William J. Baumol, The Free-Market Innovation Machine: Analyzing the
Growth Miracle of Capitalism (Princeton, NJ: Princeton University Press, 2002).
Deirdre McCloskey, Bourgeois Dignity: Why Economics Can 't Explain the Modern
World (Chicago; London, UK: University of Chicago Press, 2010).

See Peter J. Boettke and Daniel J. Smith, “The Theory of Social Cooperation
Historically and Robustly Contemplated,” in Commerce and Community: Ecologies
of Social Cooperation, ed. Robert F. Garnett Jr., Paul Lewis, and Lenore T. Ealy
(London and New York: Routledge, 2015), 38-55.

See Mark Pennington, Robust Political Economy: Classical Liberalism and the
Future of Public Policy (Cheltenham, UK; Northampton, MA: Edward Elgar, 2011).

See Daniel J. Smith, “Heterogeneity and Exchange: Safe-Conducts in Medieval
Spain,” The Review of Austrian Economics 27, no. 2 (2014): 183-97.

See Boettke and Smith, “The Theory of Social Cooperation Historically and Robustly
Contemplated,” 38-55; Albert O. Hirschman, The Passions and the Interests: Political
Arguments for Capitalism Before Its Triumph (Princeton, NJ: Princeton University
Press, 1977).

This originates from the word douceur, meaning calmness and gentleness. See Albert
Hirschman, The Passions and the Interests, 59.

Adam Smith, “Adam Smith on the Need for ‘Peace, Easy Taxes, and a Tolerable
Administration of Justice’” (1755), Online Library of Liberty, http://oll.libertyfund.
org/quote/436.



10.

11.

12.

13.

14.

15.

16.

17.

18.
19.

The Demoralizing Trap of Keynesianism

See Boettke and Smith, “The Theory of Social Cooperation Historically and Robustly
Contemplated,” 38-55; Peter J. Boettke, Peter T. Lesson, and Daniel J. Smith, “The
Evolution of Economics: Where We Are and How We Got Here,” Long Term View
7, no. 1 (2008): 14-22.

See John M. Keynes, The General Theory of Employment, Interest, and Money, chap.
24; John K. Galbraith, Economics, Peace, and Laughter (Boston: Houghton Mifflin,
1971); Albert Hirschman, “How Keynes Was Spread from America,” Challenge 31,
no. 6 (1988): 4-7.

See Peter J. Boettke, Daniel J. Smith, and Nicholas A. Snow, “Been There Done
That: The Political Economy of Déja vu,” in The Global Financial Crisis: Alternative
Perspectives on What We Have Learnt?, ed. Steven Kates (Gloucestershire, UK:
Edward Elgar, 2011), 14-45.

See Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations,
ed. R. H. Campbell and A. S. Skinner (Indianapolis: Liberty Fund, 1976 [1776]).

See Kenneth J. Arrow, “General Economic Equilibrium: Purpose, Analytic Techniques,
Collective Choice,” American Economic Review 64, no. 3 (1974): 253-72; Joseph
E. Stiglitz, “The Invisible Hand and Modern Welfare Economics,” NBER Working
Paper No. 3641 (1991), http://www.nber.org/papers/w3641.pdf.

See Peter J. Boettke, “Where Did Economics Go Wrong? Modern Economics as a
Flight from Reality,” Critical Review 11, no. 1 (1997): 11-64.

See David Hume, 4 Treatise of Human Nature, 2nd ed., ed. L. A. Selby Bigge and
P. H. Nidditch (New York: Oxford University Press, 1978 [1739]); Charles Louis de
Secondat Montesquieu, The Spirit of the Laws, ed. Anne M. Choler, Basia C. Miller,
and Harold S. Stone (New York: Cambridge University Press, 2009 [1748]); Francois-
Marie Arouet Voltaire, Philosophical Letters (Mineloa, NY: Dover Publications,
2003 [1733]); Thomas Paine, Thomas Paine—Collected Writings (Lexington, KY:
CreateSpace Independent Publishing Platform, 2013 [1791]).

See Hirschman, The Passions and the Interests; Boettke and Smith, “The Theory of
Social Cooperation Historically and Robustly Contemplated.”

David Hume, 4 Treatise of Human Nature, 491.

See John Rawls, 4 Theory of Justice (Cambridge, MA: The Belknap Press of Harvard
University Press, 1971); Ronald Dworkin, Sovereign Virtue: The Theory and Practice
of Equality (Cambridge, MA: Harvard University Press, 2002); Charles Taylor,
Philosophy and the Human Sciences (New York: Cambridge University Press, 1985);
Iris Marion Young, Inclusion and Democracy (New York: Oxford University Press,
2002).

63



20.

21.

22.

23.

24.

64

Daniel J. Smith/Sean P. Alvarez

See Boris Gershman, “The Economic Origins of the Evil Eye Belief,” Journal of
Economic Behavior & Organization 110 (2014): 119-44; Margaret Jacob, Strangers
Nowhere in the World: The Rise of Cosmopolitanism in Early Modern Europe
(Philadelphia: University of Pennsylvania Press, 2006); Saumitra Jha, “Trade,
Institutions and Ethnic Tolerance: Evidence from South Asia,” American Political
Science Review 107, no. 4 (2013): 806-32; McCloskey, Bourgeois Dignity; Deirdre
McCloskey, The Bourgeois Virtues: Ethics for an Age of Commerce (Chicago:
University of Chicago Press, 2006); Matt Ridley, The Origins of Virtue: Human
Instincts and the Evolution of Cooperation (New York: Penguin, 1996); Jennifer
Roback, “The Political Economy of Segregation: The Case of Segregated Streetcars,”
The Journal of Economic History 46, no. 4 (1986): 893-917; Paul Seabright, The
Company of Strangers: A Natural History of Economic Life (Princeton, NJ: Princeton
University Press, 2004); Daniel J. Smith, “Heterogeneity and Exchange: Safe-
Conducts in Medieval Spain,” The Review of Austrian Economics 27, no. 2 (2014):
183-97.

See Gabriele Camera, Marco Casari, and Maria Bigoni, “Money and Trust Among
Strangers,” Proceedings of the National Academy of Sciences of the United States
of America 110, no. 37 (2013): 14,889-14,893; John Dufty, Huan Xie, and Yong-Ju
Lee, “Social Norms, Information, and Trust Among Strangers: Theory and Evidence,”
Economic Theory 52, no. 2 (2013): 669-708.

See Joseph Henrich, Robert Boyd, Samuel Bowles, Colin Camerer, Ernst Fehr,
and Herbert Gintis, Foundations of Human Society: Economic Experiments and
Ethnographic Evidence from Fifteen Small-Scale Societies (Oxford, UK: Oxford
University Press, 2004); Joseph Henrich, Robert Boyd, Samuel Bowles, Colin
Camerer, Ernst Fehr, Herbert Gintis, Richard McElreath, Michael Alvard, Abigail Barr,
Jean Ensminger, Natalie Smith Heinrich, Kim Hill, Franscisco Gil-White, Michael
Gurven, Frank W. Marlowe, John Q. Patton, and David Tracer, “‘Economic Man’ in
Cross-Cultural Perspective: Behavioral Experiments in 15 Small Scale Societies,”
Behavioral and Brain Sciences 28, no. 6 (2005): 795-855.

See Omar Al-Ubaydli, John Nye Houser, Maria Pia Paganelli, and Xiaofei Sophia
Pan, “The Casual Effect of Market Priming on Trust: An Experimental Investigation
Using Randomized Control,” PLOS One 8, no. 3 (2013): 1-8.

See Niclas Berggren and Therese Nilsson, “Does Economic Freedom Foster
Tolerance?” Kyklos 66, no. 2 (2013): 177-207; William Easterly, “Can Institutions
Resolve Ethnic Conflict?” Economic Development and Cultural Change 49, no. 4
(2001): 687-706; Claudia Williamson, “Informal Institutions Rule: Institutional
Arrangements and Economic Performance,” Public Choice 139 (2009): 371-87;
Claudia Williamson, “Civilizing Society,” The Journal of Private Enterprise 27, no.
1 (2011): 99-120; Paul J. Zak and Stephen Knack, “Trust and Growth,” Economic
Journal 111, no. 470 (2001): 295-321.



The Demoralizing Trap of Keynesianism

25. See Boettke and Smith, “The Theory of Social Cooperation,” 38—55; Ryan Langrill
and Virgil H. Storr, “The Moral Meaning of Markets,” Journal of Markets & Morality
15,n0.2(2012): 347-62; Dwight R. Lee, “Why Businessmen Are More Honest than
Preachers, Politicians, and Professors,” The Independent Review 14, no. 3 (2010):
435-44; Dwight R. Lee, “Moderating the Dark Side of Emotional Morality with the
Bright Side of Market Morality,” The Independent Review 17, no. 2 (2012): 203-17;
Mark Pennington, Robust Political Economy: Classical Liberalism and the Future
of Public Policy (Cheltenham, UK and Northampton, MA: Edward Elgar, 2011);
Virgil H. Storr, “The Market as a Social Space: On the Meaningful Extraeconomic
Conversations That Can Occur in Markets,” The Review of Austrian Economics
21, no. 2 (2008): 135-50; Virgil H. Storr, “The Impartial Spectator and the Moral
Teachings of Markets,” SSRN Working Paper (2013), http://papers.ssrn.com/sol3/
papers.cfm?abstract id=2262324. Philosophers have also been making substantial
contributions to this debate. For instance, see Jason Brennan, “For-Profit Business as
Civic Virtue,” Journal of Business Ethics 106, no. 3 (2012): 131-24; Jason Brennan,
Why Not Capitalism? (New York: Routledge, 2014); Jason Brennan and Peter M.
Jaworski, Markets Without Limits: Moral Virtues and Commercial Interests (New
York: Routledge, 2016); James Otteson, The End of Socialism (New York: Cambridge
University Press, 2014); David Schmidtz, The Elements of Justice (New York:
Cambridge University Press, 2006); Fernando R. Teson and Loren Lomasky, Justice
at a Distance: Extending Freedom Globally (New York: Cambridge University Press,
2015); John Tomasi, Free Market Fairness (Princeton, NJ: Princeton University
Press, 2012).

26. See Keynes, General Theory; Jesse Gastelle, Keynesianism as Fullfillment, George
Mason University Dissertation (Fairfax, VA: George Mason University, 2012), http://
digilib.gmu.edu/xmlui/bitstream/handle/1920/8352/Gastelle_gmu 0883E 10434.
pdf?sequence=1; Paul Samuelson, “In the Beginning,” Challenge 31, no. 4 (1988):
32-34; Paul Samuelson, “Lord Keynes and the General Theory,” Econometrica 14, no.
3 (1946): 187-200; Brian Snowdon and Howard R. Vane, Modern Macroeconomics
(Cheltenham, UK and Northampton, MA: Edwaard Elgar, 2005), 55.

27. Brian Snowdon and Howard R. Vane, Modern Macroeconomics (Cheltenham, UK
and Northampton, MA: Edward Elgar, 2005), 45.

28. Keynes, General Theory, 378.
29. Keynes, General Theory, 161.
30. Keynes, General Theory, 162.
31. Keynes, General Theory, 204.

32. See Allan H. Meltzer, “Keyne’s [sic] General Theory: A Different Perspective,”
Journal of Economic Literature 19, no. 1 (1981): 41.

65



33.
34.

35.

36.
37.
38.

39.

40.

41.

42.

66

Daniel J. Smith/Sean P. Alvarez

See Keynes, General Theory, 248; Meltzer, “Keyne’s General Theory,” 41.

It is important to note that Keynes did not favor government ownership of investment,
just controlling the allocation of the majority of investment. See Meltzer, “Keyne’s
General Theory,” 41.

See Keynes, General Theory, 381; Robert Skidelsky, Keynes: The Return of the
Master (New York: Public Affairs, 2009), 134-35.

See Skidelsky, Keynes, 135.
Skidelsky, Keynes, 135.

See James M. Buchanan and Richard E. Wagner, Democracy in Deficit: The Political
Legacy of Lord Keynes (Indianapolis: Liberty Fund, 2000); Richard E. Wagner,
Deficits, Debt, and Democracy: Wrestling with Tragedy on the Fiscal Commons
(Cheltenham, UK; and Northampton, MA: Edward Elgar, 2012).

See Paul Dragos Aligica and Vlad Tarko, “Crony Capitalism: Rent Seeking, Institutions
and Ideology,” Kyklos 67, no. 2 (2014): 156—76; Daniel J. Smith and Daniel Sutter,
Gauging the Perception of Cronyism in the United States (Arlington, VA: Mercatus
Center at George Mason University, 2012), http://mercatus.org/publication/gauging-
perception-cronyism-united-states; David R. Henderson, The Economics and History
of Cronyism (Arlington, VA: Mercatus Center at George Mason University, 2012),
http://mercatus.org/publication/economics-and-history-cronyism; Lewis Hunter,
Crony Capitalism in America: 2008—2012 (Edinburg, VA: AC2 Books, 2013);
Matthew Mitchell, The Pathology of Privilege (Arlington, VA: Mercatus Center at
George Mason University, 2014).

Randall G. Holcombe, “Crony Capitalism: By-Product of Big Government,” The
Independent Review 17, no. 4 (2013): 541.

See William J. Baumol, “Entrepreneurship: Productive, Unproductive, and Destructive,”
Journal of Political Economy 98, no. 5 (1990): 893-921; Donald J. Boudreaux, ed.,
What America’s Decline in Economic Freedom Means for Entrepreneurship and
Prosperity (Vancouver, BC: Fraser Institute, 2015), https://www.fraserinstitute.org/
sites/default/files/what-americas-decline-in-economic-freedom-means-for-entrepre-
neurship-and-prosperity.pdf; Christopher J. Coyne, Russell S. Sobel, and John A.
Dove, “The Non-Productive Entrepreneurial Process,” Review of Austrian Economics
23, no. 4 (2010): 333-46; Peter J. Boettke and Ennio Piano, “Baumol’s Productive
and Unproductive Entrepreneuship after 25 Years,” Journal of Entrepreneurship and
Public Policy 5,no. 2 (2016): 130-44; Luigi Zingales, A Capitalism for the People:
Recapturing the Lost Genius of American Prosperity (New York: Basic Books, 2012).

See Paul Rubin, “Emporiophobia (Fear of Markets): Cooperation or Competition?”
Southern Economic Journal 80, no. 4 (2014): 875-89.



43.

44.

45.

46.

47.

48.

49.

50.

51.

52.

The Demoralizing Trap of Keynesianism

See Mark Pennington, Robust Political Economy: Classical Liberalism and the
Future of Public Policy.

See Pennington, Robust Political Economy; Smith and Sutter, Gauging the Perception
of Cronyism.

See Peter J. Boettke and Daniel J. Smith, “Federal Reserve Independence: A Centennial
Review,” The Journal of Prices & Markets 1,n0. 1 (2013): 31-48; Peter J. Boettke
and Daniel J. Smith, “An Episodic History of Modern Federal Reserve Independence,”
The Independent Review 20, no. 1 (2015): 99-120; Alexander W. Salter and Daniel, J.
Smith, “What You Don’t Know Can’t Hurt You,” SSRN Working Paper (2016),
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2741289.

See Hunter, Crony Capitalism in America: 2008-2012, 13—15; Mitchell, The Pathology
of Privilege.

See Anne O. Krueger, “The Political Economy of the Rent-Seeking Society,” American
Economic Review 64, no. 3 (1974): 291-303; Robert D. Tollison, “Rent-Seeking: A
Survey,” Kyklos 35, no. 4 (1982): 575-602; Gordon Tullock, “The Welfare Cost of
Tariffs, Monopolies, and Theft,” Western Economic Journal 5 (1967): 224-32.

See Beth L. Leech, Frank R. Baumgartner, Timothy M. La Pira, and Nicholas A.
Semanko, “Drawing Lobbyists to Washington: Government Activity and the Demand
for Advocacy,” Political Research Quarterly 58, no. 1 (2005): 19-30. Kevin M.
Murphy, Andrei Shleifer, and Robert W. Vishny, “Why Is Rent-Seeking So Costly
to Growth?” American Economic Review: Papers and Proceedings 83,1n0. 2 (1993):
409-14.

See Nauro F. Campos and Fancesco Giovannoni, “Lobbying Corruption and Political
Influence,” Public Choice 131, no. 1 (2007): 1-21; Roger D. Congleton, Arye L.
Hillman, and Kari A. Konrad, 40 Years of Research on Rent Seeking, vols. 1 and 2
(New York: Springer, 2008); Brian Kelleher Richter, Kirslert Samphantarak, and
Jeffrey F. Timmons, “Lobbying and Taxes,” American Journal of Political Science
53, no. 4 (2009): 893-909; Zingales, A Capitalism for the People.

See John Allison, The Financial Crisis and the Free Market Cure (New York:
McGraw Hill, 2013); Fred S. McChesney, “Rent Extraction and Rent Creation in
the Economic Theory of Regulation,” Journal of Legal Studies 16, no. 1 (1987):
101-18; Fred S. McChesney, Money for Nothing: Politicians, Rent Extraction, and
Political Extortion (Cambridge, MA: Harvard University Press, 1997).

See John Garen, Government Cronyism and the Erosion of the Public'’s Trust
(Arlington, VA: Mercatus Center at George Mason University, 2012), http://merca-
tus.org/publication/government-cronyism-and-erosion-publics-trust; Williamson,
“Civilizing Society.”

See Robert D. Tollison, “Rent-Seeking: A Survey.”

67



53.

54.

55.

68

Daniel J. Smith/Sean P. Alvarez

See Committee for Economic Development, “Crony Capitalism: Unhealthy Relations
Between Business and Government,” (2015), https://www.ced.org/reports/single/
crony-capitalism-unhealthy-relations-between-business-and-government; James M.
Roberts, “Cronyism: Undermining Economic Freedom and Prosperity Around the
World,” Backgrounder No. 2447, http://www.heritage.org/research/reports/2010/08/
cronyism-undermining-economic-freedom-and-prosperity-around-the-world; Mancur
Olson, The Rise and Decline of Nations (New Haven, CT; London, UK: Yale
University Press, 1982).

Scott A. Beaulier, Daniel J. Smith, and Benjamin Tegethoff, “Education in a Robust
Political Economy,” School System Reform Journal (2016): 1-34; John H. Cochrane,
“After the ACA: Freeing the Market for Health Care,” SSRN Working Paper (2014),
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2213027; John H. Goodman,
Priceless (Oakland, CA: Independent Institute, 2012); Allison, The Financial Crisis.

Holcombe, “Crony Capitalism: By-Product of Big Government.”



