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ORTHODOX ECONOMICS AND ECONOMISTS:
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Economicds avery powerful disciplinethatfocuseson someimportantaspect®of our life,
in particular constrainednaximizationequilibriumin resourceallocation.However, ortho-
dox economicsbasedon simplified modelsand mary economistanuch capturedby such
modelshave too narrov afocus,ignoring mary importantfactorsincluding theimportance
of competitionfor relative standing,ervironmentaldisruption,and behaiour patternsin-
consistentith the narrav conceptof rationality Economicshasalsobecomeexcessiely
formalistic, sacrificingrelevancefor technicalsophistication Extensionsof economicsto
overcometheseweaknessebave beenandarebeingmade.The incorporationof thesead-
vanceswill make economicamore useful.But moretime andresourcesnay be neededo
train economistproperly
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The Nobel Memorial Prizein EconomicSciencedor 2002wasawardedto Daniel
Kahnemarin behaioural economicsandVernonSmithin experimentakeconomics.
In boththesetwo distinctbut relatedareasmuchemphasigs put on evidence,es-
pecially on individual decisions thatis contraryto the assumptiorof rationality
adoptedn economicsl welcomethis award which shouldprovide somesupportto
thosewho arewilling to extendorthodoxeconomicsandto explore areasbeyond
or even inconsistentwith existing orthodoxeconomics.This article discusseghe
strengthsandweaknessesf orthodoxeconomicandsuggestaspectsvhereit may
be extended.Sincemosteconomistsare more familiar with the strengthghanthe
weaknessed, will focusmoreon the later Personallyl regardeconomicsasvery
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importantanduseful.However, its usefulnessouldbesignificantlyincreasedby the
appropriateextensions.

As it happenedwhile | wasvisiting the EconomicsDepartmenbf the National
University of Singapordn the secondhalf of 2002,JackKnetschwasalsovisiting
therefor two months(bothvisits maybelargely creditedto EustonQuah theacting
headuntil themiddle of 2002).In fact,just on the night beforetheannouncemeruf
theNobelprize,in a dinnerhostedby ChenKang, Headof the Division of Applied
EconomicsNaryangTechnologicalJniversity Jackwastelling usthatit wasquite
possiblethat the Nobel Committeemight combineKahnemanwith Smith. | had
never hearda predictionas accurateas this! Did the fact that Knetschhasbeen
a closejoint authorwith Kahneman(a fact acknaviedgedby Kahnemanrafter the
announcement)ave arole to play?

1. Orthodox Economicsand Its Strengths

Orthodoxeconomicss characterizedy the rigorous (often mathematicaljanaly-
sisfocusingon resourceallocationby analyzingrationalmaximization(undercon-
straints)of consumersand producergnote the dichotomy)andthe equilibrium of
theirinteraction.

Several points/fictorsmay be noted aboutthe abose descriptionof orthodox
economicskFirst, the emphasids on resource allocation, in contrastto economic
organization,institutionsand similar relatedissuesemphasizedy thoseworking
somavhat on the fringes of core economicanalysis(this is not to dery somerig-
orousanalysesy fairly orthodoxeconomistsincluding NobellaureatesHowever,
the core materialstaughtat both the undegraduateand graduateevels are much
morefocusedon resourceallocationassuch.Similar provisosapply to the follow-
ing points).

Secondly the focusis on rational maximization behaiour ratherthan non-
maximizationand non-rationalbehaiour. Thirdly, the emphasiss on maximiza-
tion behaiour underconstraints, typically with the dichotomybetweerconsumers
who maximizeutility undera budgetconstraintandproducersvho maximizeprof-
its underthe constraintof giventechnologyandmarket conditions.In addition,the
governmentmaximizessocialwelfare underthe constraintof given resourcesand
technologyandsubjectto the maximizationbehaiour of individuals. Thirdly, con-
ceptuakequilibrium (eitherstaticor dynamic)andtheassociatedomparatie statics
or dynamicsareemphasizedh contrastto the actualhistoriesandnon-equilibrium
situations Lastly, mosteconomistalsoemphasizéhe efficiency of the market so-
lution of theresourcellocationproblemsunderidealizedconditions(includingper
fectcompetition full knowledge absencef externaleffects)andtheinefficiency of
governmentntervention.

Of course,mary extensionsto the core analysisoutlined abore have been
achieved, including by previous Nobel laureatessuchas Gary Becker on rational
behaiour outsidethe traditional areasof economicsHerbertSimon on bounded
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rationality, JamesBuchananon self-interesteehaiour of individuals who con-
trol governmentsaandbureaucraciesandWilliam Vickrey, JamedMirrlees, Geoge
Akerlof, Michael SpencerandJoseplttiglitz on variousaspect®f incompleteand
asymmetrianformation.

Thestrengthsf orthodoxeconomicsnclude:

e |t capturesrery importantaspectof economicactiities.

e Theanalysiss veryrigorouswith very substantie andinsightful results.

e Thetoolsof constrainednaximizationandequilibriumcanbe expandedo cover
non-orthodoxactors;they will remainimportantin the futureaswell.

2. The Limitations of Orthodox Economics

I have neitherthe time nor expertiseto dealwith all the limitations of economics
andeconomistandwill focuson afew thataremorerelatedto my areasof interest.

2.1. Narrow focus

First, | think thatmary economistsaaretwo narraw, taking their simplified models
asif it is almostperfect.In particular mosteconomistsgnoreignoranceandimper
fect rationality Many have a very narrav conceptof rationality | will give areal
exampleto illustratethepoint. A conferencespealker madethe pointthata moderate
level of inflation may be desirableasit helpsto achiere changesn relatve wages
betweendifferent sectorsto inducethe requiredintersectorchangesWith a, say
3% inflation, maintainingthe samenominalwagesachievesa 3% reductionin real
wages.Without inflation, we needa 3% reductionin nominalwagesbut peoplere-
sist the samepercentageeductionin their real wagesmuch more stronglyif it is
donethroughcutsin nominalwagesthanif donethroughincreasesn the general
pricelevel. A commentatoobjectedthatthis is not possible asin eithercase the
setof feasibleconsumptior(includingleisure)is unchangedit is irrationalto prefer
oneto the othermethod(of reducingreal wages).| mustadmitthat| have sucha
preferencebut do not think thatit is irrational, eventhoughl may be imperfectly
rationalin otheraspectsNot having ones wagesincreasedy the rate of inflation
may just be a delayedadjustmentMoreover, evenif it is never to comeby, it is a
failure (of omission to offseta moreimpersonabeneraincreasen the pricelevel.
A reductionin nominalwagesis certainly more offensie asit is a committedact.
Thefactthatthis differences not presenin the simplemodelsof economistpoints
to the incompletenessf sucha simple analysisratherthanto the irrationality of
people.

Ontheotherhand thepointabore doesnotmeanthatnoonehasmoney illusion.
In fact,even| probablyhave somemoney illusion. | amoftenslow to catchup with
the generalincreasen prices(including my salary)andrefuseto buy somegoods
which have increasedn money prices.l concedehatthis is aninstanceof money
illusion on my partandsuspecthatatleastsomeothersmayhave the sameillusion,



84 TheSingapoe EconomicReview

thoughwhethertheillusion is dueto ignoranceor irrationality may be difficult to
determine.

For simplicity andto concentraten the economicdfactors,economistgypically
usemodelswherethe utility functionof anindividual depend®nly ontheamounts
of goodsandservicesconsumedand,wheretheincome-leisurehoiceis analysed,
the amountof leisure.Suchsimple modelsare very powerful in focusingon the
purely economicfactorsandalsovery usefulfor teachingpurposesHowever, they
mustnot be taken to be the whole truth as someeconomistsapparentlydo. They
have to be supplementeavith mary morecomplicatedanalyses.

As anotherexample of how the almostexclusive confinementto their simple
modelshas mademary economistsoo narraw in their focus, considerArrow’s
(1951, p. 528) exampleof the non-&istenceof generalequilibrium (the example
is morepopularlyavailablein Chipman1965,asreprintedin Townsendl971/1980).
The economyconsistsonly of two farmersand two goods,meatand vegetables.
“SupposeFarmer Joneshas somevegetableswhich he hasgrovn and wishesto
market. Assumethatif the price of vegetabless high enoughin relationto meat,he
will sell someof themandbuy meatwith the proceedsbut belov a certainprice he
will justconsumehis own vegetablesfinally, if vegetablesarefree,hewill wantto
consumean indefinitely large quantityof them.On the otherhand,supposd-armer
Brown hasa smallandinsuficient supplyof meat,but a bumpercropof vegetables,
morethanhe could possiblywantfor himself! Then,at ary positive price of veg-
etablesrelatve to meat,thereis a negatve excessdemandfor vegetableqasboth
farmerswantto sell vegetablesn exchangdor meat).At azeroprice of vegetables,
excessdemandfor vegetableds infinite. Hence,at no price is the excessdemand
for vegetablesqualto zero.Thereis no generakequilibriumin this senseHowever,
thisdoesnotmeanthat”the price of vegetableswill oscillateindefinitely (Chipman
asreprintedin Townsendl980,p. 448).Ratheytherewill simply benotransaction.
The economywill be at equilibrium with eachfarmerconsuminghis own endav-
ment. Sincethis appliesto all marketsin the economythis shouldbe acceptedas
a“generalequilibrium” in thewider senseThe narraver conceptof equilibriumin
termsof a setof pricesthatclearsall marketsis a Walrasianequilibrium.But notall
generalequilibria,evenif confinedto be competitive, needbe Walrasian.Thus,we
may have a million identicalfarmersJonesanda million identicalfarmersBrown,
with eachhaving no effect on prices.Therestill doesnot exist a price at which the
excessdemandor vegetabless zero.However, theeconomywill still beatequilib-
rium with no transactionwith eachfarmerconsuminghis own endavment. Thus,
we have a non-Walrasiangeneralcompetitve equilibrium. However, mary general
equilibrium theoristsseemtoo much “captured” by their abstracttheoriesto see
this simplereal-world possibility Hence,in theabsencef a Walrasianequilibrium
setof prices,they think thatmustimply the pricewill oscillate.The no-transaction
equilibriumdoesnot enterthe realmof possibilityin their mindsatall.!

I This paragraptalsoappearsn Ng (2003c).
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2.2. Do people behave as predicted by economic models?

Behavioural andexperimentaleconomistgthe areasof the 2002 Nobel Prize) have
shavn thatpeopleconsistentlypbehae in certainrespectgjuite differentlyfrom that
predictedby corventionaleconomicanalysisl shalldiscusssomeexamples.

Firstis thedivision (or ultimatumbaigaining)gameof experimentakeconomists
(Guth, Schmittbeger and Schwarze 1982, Roth 1995). Typically, an individual is
givena sumof mone (say$100)to divide betweerherselfandanotherindividual
who hasthe ultimatepower to decideto acceptor reject.If acceptedbothindividu-
alsgettherespectre amountsdecidedby the divider; if rejectedbothgetnothing.
Simpleeconomicmodelspredictthatthe divider will award $99to herself,leaving
$1 to the otherwho will acceptthe $1 insteadof nothing.In fact, mostindividuals
give around$25 to $50 and mostoffers of lessthan$20 or so arerejected.In my
view, suchtypesof behaiour neednot beirrational. Again, | regardmyselfas(al-
most) perfectlyrationalin this respectHowever, | will certainlydivide $50/$50as
I think $20is alow enoughpriceto payfor the senseof justicethat! will enjoy by
dividing 50/50(the other$30is to ensurethat the otherpersonwill likely accept).
Thefactthatsuchfeelingsof justiceor fairnessarenotin the simpleeconomiamod-
els only meansthat thesemodelsare simplified and not full reflectionsof the real
world. Also, | will certainlyrejectall offers of lessthan$20. Again, $20is a low
enoughprice to payto avoid the feeling of having to suffer the unfairnessof being
givena very one-sidedlivision. Nevertheless| mustadmitthat, if $100million is
to be divided, | will accepteven the offer of just 1%. Although the feeling of un-
fairnessalsoincreaseswith the amountof the suminvolved, it doesnot increase
proportionatelyOnemillion dollarsis simplytoolargeto payfor avoiding eventhis
larger senseof unfairnessl mayalsohonestlyreportthat,if | amgiventhe chance
to divide $10million, | will probablyoffer $3.33million to the otherpersonkeep
thesameamountfor myselfandusetherestto establisrsomescholarshiplf | were
to divide $100million, | will definitelydivide 50/50to ensureacceptance.

Next, considerthe mug exampleusedseveral times by JackKnetsch.For the
samemug, typically anindividual will not pay morethan$4-5for it if notyetin
her possessionOncepossessedshewill not be willing to sell it or give it up for
asmuchas$12 or so (for a discussiorof suchendavmenteffects,seeKahneman,
KnetschandThaler1991).1 probablyalsohave a similar preferencevhich againli
do notregardasirrational.| needmorethanafew dollars(in additionto the value
of themugto me)to inducemeto engagen atransactiongspeciallyif that could
be seenasreflectingmy desperatiorto obtain somecash.Why do | have to sell
somethingl possessBomeextra compensations of courseneeded.This is not
irrationalanddoesnotimply thatmy mamginal utility of money curve hasakink, as
somebehaioural economistsnfer. Simply becauseé do notwantto incur thecosts
involved (incorvenienceof transactionbeingseenasin financialdesperationetc.).
On the otherhand,if | value an investmentbond as beingworth between$4000—
5000,anoffer of $5,500will probablybesuficientto inducemeto sellit, especially
if I amfairly confidenton my valuation.



86 TheSingapoe EconomicReview

Now considerthe hotel-plus-wucherexample.Whengiventhe choicebetween
aweelendaccommodatiomt a given hotel plus $x cash(Option A) andan option
(B) whosevalueis difficult to pin down, abouthalf of the peoplepicked oneandthe
otherhalf pickedtheother Whengivenanotheioption(C) of exactlythesamewveek-
endaccommodatiorat the samehotel plus the same$x voucher(insteadof cash)
which canonly be usedto buy goodsandservicessold by the hotel, peoplecould
clearly seethatthis optionis inferior to the hotel-plus-casloption. Accordingly no
onepicked this additionaloption. But interestingly a lot morepeople(about70%)
pickedthehotel-plus-casbptioninsteadf thesameoptionof uncertainvalue.Such
a changeof preferenceviolatesthe strongindependencaxiom;the clearlyinferior
third optionshouldnot affect preferencédetweerthefirst two. The strongindepen-
denceaxiomis sensiblg(in factcompelling)within the certaintyframewnork where
thevalueof eachoptionis definite.If | amdefinitelyindifferentbetweerA andB (or
definitelypreferoneto theother),this preference/indi€rerce shouldnotbeaffected
by the presencer absencef an option C thatis clearly inferior to B. However, if
my valuationof B is uncertain,my indifferencebetweenA andB (andthe about
equallikelihoodof picking oneout of the two) doesnotindicatemy strict indiffer-
ence.Rather it indicatesonly thatl am not surewhetherl preferA to B or B to
A. Thoughl definitely preferA to C, | cannotsaythatl alsodefinitely preferB to
C, asthevalueof B is uncertain.Sincel am surethat!| preferA to C, the choice
of A (outof thesetA, B, andC) givesmethe certaintyof picking theright oneas
far asrejectingC is concernedThe choiceof B doesnot give suchcertainty This
givesA at leastthis kind of appealthoughl am still asuncertainasbeforeabout
whetherl preferA to B or B to A. | may alsobe inclined to pick A (givenC in
thesetof choice)for theabose reasonA moresophisticatedheoryof choiceunder
uncertaintyshouldallow for suchpreferences.

On the otherhand,mary violations of axiomsof rationalchoice(the expected
utility hypothesidn particular)aredueto mistalesof the decisionmalkers.| could
alsobetrickedto choosan awayin violation of expectedutility maximizationOnce
discovered,l know thatl shouldhave choserthe otherway. For suchdivergences,
theoriesthatarenot basedon expectedutility may have somepredictive power but
donothave normatve implications.JackKnetschandl discussedheissueof which
typesof divergences/violatins shouldbe acceptecgndwhichignoredfor normatie
evaluation.We have the following agreementOn the onehand,thereare someob-
viouscase®f mistaleswhich shouldbeignored.For example line segmentsof the
samelengthmay be perceved to be longeror shorterdependingvhetherthe extra
lines at eachendof the line segmentsare pointing inward or outward. Suchvisual
perceptionmistales shouldclearly be ignored(but seea remarkat the end of this
paragraph)Ontheotherhand,suchtruepreferencetik e the preferencdor not hav-
ing ones nominalsalarycut shouldbe acceptedevenif they arenotallowedin the
simplemodelsof economicsBut what aretrue preferencesndwhereshouldthe
dividing line be dravn betweerthe two typesANVe agreedhatthe ultimatecriterion
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shouldbewhetherpeoples feelings(of beinghappy or unhapp) areaffected.This
is consistentvith my view thathappinesss our ultimateobjective andis evenmore
fundamentalor ultimate than preferencesactualor informed (Ng 1999a,2000a).
However, if we usehappinesastheultimatecriterion,differentcontexts may affect
whethercertainmistalesor preferencesnayor maynotaffecthappinesst-or exam-
ple,if | derive happinessrom eatingchocolatebars,| do not wantto pay extra for
thosebarsthatonly look longer But if | usethosebarsto decoratemy living room
andl enjoy seeingongerlooking bars,payingextrafor barsthatonly look longeris
appropriate.

2.3. Many relevant factorsignored

Mostsimpleeconomianodelsignoremary importantfactorsrelevantfor theissues
analysedFor example,the productionfunction approachto economicgrownth and
developmenttypically hascapital,labour andresourcesn the function but ignore
theimportanceof institutions.Of coursetheimportanceof institutionshasbeendis-
cussedoy mary economistsNeverthelessEasterly(2001) could not find the word
“corruption” throughoutthe 3047 pagesof text in the four volumesof the Hand-
bookof DevelopmenEconomicpublishetbetween 988and1995(Hillman 2002,
p. 792) despitethe factthatcorruptionis probablythe singlemostimportantfactor
preventingdevelopment.

Virtually all economistemphasizeéhe excessburdenor distortionarycosts(dis-
incentve effectsin particular)of taxationandtheinefficiency of governmentspend-
ing, and hencehave a pro-private sectoror anti-public sectorpreference While
therearevalid reasondor this preferencemosteconomistsare blind to the prob-
ably greaterinefficiengy of privatespendingion which seethe next paragraph)the
correctve natureof taxation(dueto theernvironmentaldisruptionof mostproduction
andconsumptiorandthe externalcostsof conspicuougonsumptionjncomesand
consumptiorshouldbe taxed to begin with), andthe likely negative excessburden
of governmentspending police protectiongive peoplehigherincentivesto earnthe
protectedb80aftertax thanthe unprotectecb100;seeKaplon 1996,Ng 2000b).

An important factor largely ignored by most economistsis the competition
for relatve standing.True, relatve-incomeeffectswere discusseds early as Rae
(1834) and Veblen (1899) but the relevant policy implications have beenalmost
completelyignoredin the discussiorof mostrelevantissuesWith increasingafflu-
encein mostcountriesabsolutencomeand consumptiorievels have increasingly
becomeunimportant Theproblemsaremorethoseof over-eating,excessie choles-
terols,over-coolingin the summerandexcessie heatingin the winter. Wherever |
go, | gotfrozenby excessie air-conditioningin the tropicsandin the summerand
gotcookedin thewinter by excessie heating Whenl wentbackto my hotelin Bei-
jing, | hadto take off all the six layersof clothingandstill hadto openthewindows
wide to avoid beingcooked in the winter! Departmentastores restaurantshotels,
etc.all try to outdotheir competitordoy providing excessie servicesOneexample
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of this excessie competitionis thatthetowels provided by most3-5starshotelsare
sothick thatthey aredifficult to use.So, excessre materialswashing,andenegy
areusedto provide negative servicesatthe mamgin andlarge andnegative effectson
theervironment.

More economicgrowth for what? As | have alreadycited several times (Ng
2003a,2003b),afteraboutUS$5,00ercapita,higherincomesaresignificantlyas-
sociatedwith neitherthe self-reportedevels of happinessior the quality-of-life in-
dicators Peoplestill desperatelyry to make moremoney (hencetheterm*“rat-race”)
partly becaus®f competitionfor relative standing(whichis mutually destructie at
thesociallevel, with only thenegative ervironmentaldisruptioneffectsdueto higher
consumptiorandproduction)and partly becausef theirrational materialisticbias
dueto both nature(our accumulatiorinstinct) andnurture(peerpressureandcom-
mercialadwertising)aswell asthe underestimationf theadaptatioreffect (“having
seenthe blue sea,it becomedlifficult to appreciatewaters”). We end up having
quite possiblywelfare-reducingyrownth (Ng & Ng 2001),with the reductionoffset
probablyby the contrilution of the advancemenof knowledge,makingthe levels
of happinesshaving somelong-termconstang with oscillations.However, further
researchis neededio make the happinesslatamore accurateand interpersonally
comparabléNg 1996).

Usingthetraditionalmethodof constrainednaximization,but allowing for the
importanceof relatve-incomeeffects and the possibledivergencesbetweenpref-
erenceand welfare, | call for the extensionof welfare economicsfrom the level
of preferenceo the ultimate level of welfare or happinessThe acceptancef this
extensionalso makes the reformulationof mary areasof economicapplications
necessarywhererer public policy is concernedgost-benefitnalysisin particular).
Among others,the following conclusionis reachedIn the presenceof excessie
materialism(definedby the positive excessof the maiginal utility over marginal
welfare of consumption)a cost-benefitanalysisaiming at welfare maximization
shouldadjustthe maginal consumptiorbenefitsof public projectsupwardby a pro-
portion determinedby the proportionateexcessof maginal utility over marginal
welfare of consumptionthe productie contritutions of public projectsshouldnot
besoadjustedNg 2003a).

Thoughthere are mary studiesof imperfectcompetitionin microeconomics,
most macroeconomic$s basedon the explicit or implicit assumptionof perfect
competition.With this assumptiorand othersimplifications,macroeconomisteb-
tain the very unrealisticresultof the neutrality of mong.. Changesn nominalag-
gregatedemandn generalandin mone/ supplyin particulardo not affect the real
economyAccordingly financialcrisis, collapsesn businessonfidenceetc.should
have no real effects. Why are practical peopleso concernedaboutthesethen?|
shaw thatthe relaxationof perfectcompetitionalonemay destry the neutrality of
mong. Changesn nominalaggrgatedemandmay eitheraffectthepricelevel only
(the Monetaristcase)or affect real outputand emplg/mentwithout affecting the
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price level (the Keynesiancase)and someothermore remarkablecasegNg 1977,
1980,1982,1986,1992,1999b).Despitethis,economistgassurneyedin Dixon and
Rankin1994)who do allow for imperfectcompetitionin their macromodelssince
aroundthemid-19805 still ignorethepossibilityof thenon-neutralityof money (see
Ng 1998).

Economistsbeliefin the efficiengy of themarketis supportedy the successf
market economiesn the real world aswell asthe theoreticalresulton the Pareto
optimality of competitize equilibria. Both pointsare very importantand| strongly
supportthetransitionto market economiesn EasternEuropeand China.However,
mary economistgendto absolutisehe point anddo not make adequatellowance
for somefactorsignored.For example,increasingeturnsareprevalentin realworld
economiesThis is inconsistentvith perfectcompetitionwhich rarely prevails2 A
moreimportantfactorlimiting the perfectefficiengy natureof the market economy
is the prevalenceof externaleffects,in particular environmentaldisruption.lt is re-
markablethat, with theworld facingseriouservironmentaldisruption therearestill
economistdn the ivory tower refusingto acceptthe existenceof external effects
andbelieving that,with the properdefinitionof propertyrights,the marlet will take
careof everything.True,propertyrightsareextremelyimportant.But no matterhow
we definepropertyrights,we aregoingto have someimportantexternaleffectsleft
unresoled by the market dueto high transactiorcosts,ignorance gtc. Economists
may also be right to say that, even whenthe market fails to achiere perfecteffi-
cieng/, governmentinterventiontypically makesmattersworse.We mustnot make
the mistale of the Romanemperorwho awardedthe trophy to the secondsinger
after only hearingthe singingof thefirst. We may even needto have somehealthy
scepticismagainsgovernmeninterventiondueto its poortrackrecord.However, at
leastfor the major market failure of erwvironmentaldisruption,we desperatelyeed
somepublic actionsevenif we canonly have somefairly inefficientones.Trying to
save the patientusingnon-idealmethodss betterthanto let the patientdie!

2.4. Excessive formalism

A visible changen academi@conomicss its increasingnathematicatlormalism.|
amnotagainsthe useof mathematicandhave useda fair amountof it myselfand
from asearlyasmy first paperin economicgNg 1965).The useof mathematicsl-
lows usto putideasin a moreprecisemannerMathematicahnalysisnayalsolead
to resultsnot obsenableintuitively. However, for resultsthatcould be obtainedand
seento betrue without usingmathematic®r usingonly simplermathematicssim-
plicity shouldbe preferred However, currentprofessionapracticesuggestshatthe

2However, generalizedncreasingeturnsat the economylevel dueto the economief specialization
facilitated by the division of labourmay be consistentwith perfectcompetition.SeeBuchanarand
Yoon (1999);seealsoYangandNg (1993)for ananalysisof suchgeneralizedncreasingeturnsthat
dispensesvith the dichotomybetweerconsumerandproducers.
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reverseis true.A commentatoof a paperof minesaidthattherewasno needto as-
sumea Euclidearspaceastheanalysiscouldbe conductedn a moregeneralector
spaceHowever, if thepoint couldbe shavn andseenin the simplerandmoreintu-
itive Euclideanspacgwherewe all live in andknow well), why usea moreabstract
andlesssimplethoughmathematicallynoregeneralvectorspace¥Thepointis that
thehighergeneralityin themathematicaspacedoesnot make theeconomianodels
more general;it just makesthe correspondencbetweenthe mathematicsandthe
modelsrepresenteanoredifficult to see).For the representatiotf real economic
variabledik e quantitiesof goodsandservicesthe Euclidearspaces all economists
require.The useof morecomplicatednathematicaspacds excessie formalism.

Whenl spentmy first studyleave visiting theU.K. in 1973,1 asledaneconomist
(not a mathematicianyvhat he wasworking on. He answered;HP [or SP]spacé.
“What is HP space?”l asled. “You do not know what HP spaceis?” As if all
economistsshouldknow what HP spaceis (is HP for “high-powvered” or SP for
“sexy andpedantic”?l amnot sure).“The only spacel useis Euclideanspace”,|
said.“Euclideanspaceis OK”, hesaid,in atoneasif suggesting,but not sophis-
ticatedenough”.l did notandhave not checled up on whatHP or SPspacds, asl|
amabsolutelysurethatno economisheedgo useHP spacegxceptfor shaving off
their mathematicasophisticationEvenif heneededo useHP spaceheshouldnot
have answeredmy questionthatway. Any spaceis only a mathematicatechnique
thatwe useto helpanalyzea given economicproblem.The problemshouldbe the
areawe areworking on, not the mathematicatechniqguesWe are economistsnot
mathematicians.

Thetendenyg towardsexcessie formalismis fosteredby theinclination of aca-
demicjournalsto publishsophisticateghapersEditorsandrefereesnayor maynot
consciouslyaim for technicalsophisticatioras such.Roughly speaking publisha-
bility may be takento be a function both of the importanceof contentand presen-
tation (including technicalsophistication) Sincescholarg(who act simultaneously
asresearcherying to publishtheir own papersandaseditors/refereegidgingthe
paperof others)endto seetheirown papersaasmoreimportantthey requirethepa-
persof othersto betechnicallymoresophisticatedbeforepublicationis regardedas
acceptablegvenin theabsencef othermorepartialtypesof bias.Thisin turnmakes
scholargputmoreemphasi®n techniguesleadingto aviciouscycle towardsexces-
sive formalism (seeEllison 2002for an analysis) Giventhis tendeng, editorsand
refereeshouldmake a consciougseffort to shift emphasisowardsrelevancein con-
trastto technicalsophisticationWhile rigour is important,relevanceis even more
important.Onecando very rigorousanalysison how the squareroot of thelastfive
digits of ones bankaccounnumbercorrelatesvith certainothervariablesbut such
analysids uselessOn the otherhand,mary importantissuesmnay involve variables
difficult to measureandcompareBut it is moreimportantto give roughly correct
answergo importantquestionghanto give exactanswergo irrelevantquestionsin
thisrespectthewillingnessof someleadingjournalsin economicgo publishpapers
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on happinesge.g.,Frank1997,0swald 1997,Ng 1997, Frey and Stutzer2002)is
encouragingMarny economistssuspecthe reliability of happinessneasuresand
may evenlook down uponpeoplewho work onimprecisevariables However, they
shouldlook at their own backyard. Eventhe measurementf GNP is subjectto all
sortsof inaccuraciesWe usedthe imperfectmeasurdor decadesThencamethe
PPP(purchasingpower parity) adjustmentwhich overnightincreasedhe Chinese
(andIndian) GNPsby 4 (6 or more)timesfrom this singleadjustmentalone!Most
happinessneasuresaynotbeveryaccuratéut | doubtthatsuchhugeadjustments
will everbenecessaryor the averagefigure of ary nation.

The bias towards excessie formalismis likely to be madeworse by the re-
centemphasi®n researctperformancegspeciallyasrepresentely publicationsn
leadingrefereedournals,by universitiesin mary countriesbothin the Westandin
EastAsia (however, thecurrentlevel of excessie formalismis sohigh thatonemay
reasonabhhopethatit will generatecounterailing forcesto checkor evenreverse
its growth). This emphasigtself hasa lot of sensen trying to improve academic
standardsand accountabilityof academicsHowever, dueto the existing tendeng
towardsexcessie formalism,theemphasisnayworsenthesituation leadingto less
emphasion the morerelevantand(at least)asimportanttypesof researcthatare
neverthelessot publishablen leadingjournalsdueto excessie formalism.Given
this, the policy of excessve or even exclusve emphasison refereedournal publi-
cationsadoptedby mary universitiesmay needto be reconsideredSomecreditto
morepracticalandpolicy-orientedresearcishouldperhapsalsobe given.

3. Looking Forward

Economistsbasictoolsof constrainednaximizationandequilibriumarevery pow-
erful andwill continueto be used.Extensionsbeyond the simplified class-room
modelswill continueto be made.Even now, thereare alreadymary rich results
waiting to be incorporatednto our textbooksto enricheconomicanalysis.Theim-
perfectapplicability of the simplemodelsmeanghat economistwill benefitfrom
knowledgein otherareasgspeciallypsychologybiology, andinstitutionalstudies.
Ontheotherhand,associatedavith excessie formalismis thetendeng towardsin-
creasingspecializationwith specialist&knowing very little beyondtheirown narrav
areasof specializationThis raisesa questionregardingthe training of economists.
Economistsshouldlearnmorethanjust a few highly simplified models.The basic
analysisis importantandshouldcontinueto be taught,but in alessdogmaticway,
emphasizingts simplified naturewith mary complicationsnegglected.
Onthebasicanalysisthereis somethinghatis quite sadbut shouldbereported.
We teachthe basic microeconomicsaand macroeconomicén the first year (some
also at the pre-unversity level, especiallyin Singaporeand Hong Kong), thendo
themagainat a little more advancedlevel andwith a few moretopicsin the sec-
ond, with mary applicationsof the basisanalysisto variousareasof economics
over the secondandthird year Micro andmacroarerepeatedigainat the honours
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and/orthe graduateevel thoughtypically using more mathematicakhnalysisand
with more advancedstuf taught.With so mary repetitions,one shouldthink that
the basicstuff shouldbe ingrainedin the mind of our graduatestudentgwhich is
partly why economistsare so narravly minded,beingtoo muchinfluencedby the
highly simplified basicmodels).However, in my decade®f experience wherever
I go, mostgraduatestudentsand intendinggraduatestudentscannotsatishctorily
answersimple questionson basiceconomicssuchas: why mustthe mamginal cost
cune cut a continuousU-shapedaveragecost curve at the minimum point of the
latter In particular they cannotexplain therelevantpointintuitively, evenfor those
whomanagédo provide avalid mathematicaproof.| think thisshavsthatourteach-
ing focuseson techniquedo theinadequatemphasi®on conceptualinderstanding.
Eitherfor teaching researchor policy advice,l would preferaneconomisiwho re-
ally understandthebasicgo onewhoknows how to reproduceheborderedHessian
of constrainednaximizationwithout understandinghe basicconceptsof first-year
economicslt is moreimportantto make surethatour studentgruly understandhe
basicconceptghanto teachthemadwancedmathematicatechniques.
Perhapghe fundamentatonceptof even basiceconomicsaretoo abstractor
moststudentsl think it wasArrow who saidsomethindike, “Y ou canteachall the
importantstuffs of economicswithin a few weeks,but it takesat leasta few years
for the studentdo understandhem’ Perhapghis is why we have to do micro and
macroagainandagain.Now we arguethatthebasicstufs arefarfrom adequatend
have to includemary extensionsWith moretime spenton the extensionsyouldnt
ahigherproportionof our studentdail to understandhe basics?Theansweris that
studentsieedmoretime learningtheimportantandexpandedsubjectof economics.
Therecentproposato extendthe durationof aneconomicsiegreefrom 3 to 4 years
makessenseEconomicds animportant,abstractcomplicatedgxpandingsubject.
We needto spendmoretime andresourcesf we areto teachit properly both to
thosemajoringin economicsandto studentsloingbusinessor management.
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