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How did it start?

Principle 7: .Government can sometimes

The Keynesian Cross”
Improve market outcomes™

| I How people mteract

o N (Principle 5)
- A Sagured aginl e SRer1an
[ S enite it ARy et deviand
SThe invisibie hand does not Famiies ako compete
s asan ensure that everyone has Apaindt ene ancther when
[ o v g t 5 e sutficient food, decent they go shopping (..),
' %—v‘—:—-—- ! - chthng, and adaquate health n 3 seman, wach family = an
|- o twe SCON0OMY COMEETes with
/ P LT mequality may, cther famibes”
= — v SN depending on one's political
philosophy, call for

—— s e

government intervention.”

e - AL i A et

Best of Mankiw No. 7: ,Government budget

5t of Mank -8 Th i j f 1
deficits reduce the economy’s growth rate” BESTOP RN Ho::B:.Tiv DI ok oF- s

Markbai Bavks cobact depenis

e -~ ~————— — N l] LA primary job of borks i 90 take
- - - in depoets from pecple who want
iwon fie ataliinthe et -,:..:.:’_ e:n-nleduu umoapam::
+ level] bl the —— make kans to geaple who mant
11Ty 20 recover aftes 1. onen / to damoe”,
mand shock -:" (Prirciples, 7th edition, p. 550]

.
Best of Mankin No. 5 The confusng world of the Mankrw's principle I Sockety faces » short-run Principle 1 "Peopie face trade-offs”
sl e 00O (MaCORtOnCmcs 1ex1bock) trade-off between inflatbon and wne mpoy ment {Mankia Pinciples of Econoencis 7% editon)
foovm— 1400 gy o Ay AR T —
b ey g=n BiAlan, T8 —~—— = P Sepr e B e l
Miasonan S Cer it s s A —— P Tt ¢ b et e 1 "o proiris oy e baw e b e pmar
WALE LAy e O T NG " b P s d L g b d
userrgboyment . . ——s -t - o S - D T )
poettamiasgtvwy - Sopte PR e pann e ey
: ——— o st s roa me o et -6 o e 3 by oty ety aA B
- s 0 vy 4 e ' I “w So— etk S bt

20 m masagaeiiion, e pe gt
et

et et b s b

b -




Why does it matter?

* Introductory textbooks shape the mindset of students: ,, There is no second
chance to make a first impression.”

e Textbook revolutions” are an important element of scientific revolutions
(Colander and Landreth 1966)*

* N. Gregory Mankiw is the world‘s bestselling textbook author in economics

* David Colander and Harry Landreth, Political Influence on the Textbook Keynesian Revolution: God, Man, and Laurie Tarshis at Yale

https://community.middlebury.edu/~colander/articles/Political%20Influence%200n%20the%20Textbook%20Keynesian%20Revolution.pdf



https://community.middlebury.edu/~colander/articles/Political%20Influence%20on%20the%20Textbook%20Keynesian%20Revolution.pdf

What is wrong with Mankiw’s textbooks?

* Flawed or biased presentation of the role of the government in
the economic system:

"Government is not the solution to our problem,
government is the problem.” (Ronald Reagan)

* Flawed presentation of the role of the financial system
* Confusing presentation of the Keynesian theory



1 Role of the government




Does the market need a government at all?

Principle 7: ,Government can sometimes
improve market outcomes”

,The invisible hand does not
ensure that everyone has
sufficient food, decent
clothing, and adequate health
care.”

,This inequality may,
depending on one’s political
philosophy, call for
government intervention.”




Distributional policies are bad for economic
performance

Principle 1: “People face trade-offs”
(Mankiw, Principles of Economcis 7t edition)

,When government redistributes
income from therich to the poor, it
reduces thereward for working hard.

As a result, people work less and
produce fewer goods and services.

| In otherwords, when the
governmenttries to cut the economic
pie in more equalslices, the pie gets
smaller.”




,Inequality around the world“

Mankiw: The more equal the pie is divided, the smaller the pie becomes. This is the one
lesson concerning the distribution of income about which almost everyone agrees.”
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FIGURE 5 Panel (a) shows a labor market in which the wage adjusts to balance labor supply and labor

demand. Panel (B) shows the impact of 3 binding minimum wage, Because the minimum
How the Minimum Wage wage is a price floor, it causes a surplus: The quantity of labor supplied excesds the quantity
Affects the Labor Market demanded. The result is unemployment.

{b) A Labor Masket with a Binding Minimum Wage

{(a) A Free Labor Market

| Minimum
wages cause
unemployment

o Quantiey Duantiny Quantity of
demanded supplied Labar

M. Gregory Mankiw: Prindplesof Economics, 7th edition, p.118




Government budget deficits are bad for
economic growth

Best of Mankiw No. 7: ,Government budget
deficits reduce the economy’s growth rate.”

Mankiw: “When the government reduces national saving Alternative view: If the government finances additional public investment
by running a budget deficit, the interest rate rises, and investment falls.” by running a budget deficit, the interest rate rises and investment
Implicit assumption: Deficits are used for public consumption, not for Increases.

public investment Mankiw: “Higher investment means more rapid economic growth.”

1. A budget deficit reduces the L. The government
i4 1 supply of loanable funds... it demands “funds” for public
S investment S
2...which [ | ™ 2. ... which
raises the 1 raises the
equilibrium equilibrium
interest 1 I > interest
rate... rate...

3. ... and reduces the equilibrium - Sl

3. ... and raises the equilibrium quantity
quantity of loanable funds. of loanable funds.



Overall, the economic system is self-
stabilizing

Effects of a reduction in aggregate demand

Price level, P
LRAS
1. A fall in
— aggregat
Deflation (i.e. a fall in the ) S o
price level) helps the
economy to recover after —
... fowers O
a demand shock outputin 1 3 butin the \ ADy
the short long run affects
fuf. .. only the price level. AD,
¥ Income, output, ¥

Source: N. Gregory Mankiw, Macroeconomics, 10th edition



2 Role of the financial
system, especially banks




Banks in a corn economy and in a monetary
economy

Mankiw: Banks collect deposits Bank of England: Banks create deposits

»A primary job of banks is to take -

in deposits from people who want - i =, e E =
to save and use these depositsto

make loans to people who want R
to borrow*, W i i
(Principles, 7th edition, p. 550) = E
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3 Role of the Keynesian
Theory




(i

...) the simplest interpretation of Keynes's
theory”.

The , Keynesian Cross”

Mankiw: Planned Expenditure=Actual Keynesian presentation: Short-run

Expenditure aggregate supply=Aggregate demand

Expenditure Aggregate

(planned, Demand, Short-run aggregate supply

Actual) Actual expenditure Aggregate (demand determined)
Supply

Planned expenditure Aggregate demand

45°

a45° )

Income, output
Income=Aggregate supply

Mankiw, Mocroeconomics, 10th edition, Figure 11-3

Mare on the 15/LM-A5/AD model: https:/ f'www.econstoreu/bitstream/10419/55839,/1 /687806313 pdf

Source: Mankiw 2019, p. 309 and own illustration



Teaching matters

* In the daily academic business, the importance of teaching and
textbooks is underrated

* No scores in academic rankings for textbooks which require a huge
input of time

* Examples for modern approaches

THE CORE TEAM

THE ECONOMY

"~ /| Grundziige der
| Volkswirtschaftslehre
Eine Einfishrung in die Wissenschaft von Markten




My new course: European Macroeconomics
Funded by INET

European Macroeconomics

*x *
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https://www.youtube.com/watch?v=92C-eSwx_oc&list=PL1t-qOzwYLtwBjK0glhhGIWJI9ewRHEGG
https://www.youtube.com/watch?v=92C-eSwx_oc&list=PL1t-qOzwYLtwBjK0glhhGIWJI9ewRHEGG

Links to my Mankiw critique

Tweet series on Mankiw|  |INET Blog| YouTube discussion with Mankiw



https://youtu.be/QnxE5ftiG6o?t=137
https://www.ineteconomics.org/perspectives/blog/best-of-mankiw-errors-and-tangles-in-the-worlds-best-selling-economics-textbooks
https://www.wiwi.uni-wuerzburg.de/en/lehrstuhl/vwl1/main-research-fields/teaching-in-economics/
https://www.wiwi.uni-wuerzburg.de/en/lehrstuhl/vwl1/main-research-fields/teaching-in-economics/
https://www.ineteconomics.org/perspectives/blog/best-of-mankiw-errors-and-tangles-in-the-worlds-best-selling-economics-textbooks
https://youtu.be/QnxE5ftiG6o?t=137



