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\ AUL KRUGMAN must be his generation's most vis
‘1 ible cconomist. For serious academics, he's written sen
oues academic preces Simulraneously, for prr\ru'. read
ers, he's churned out economics commentary in the
New York Times, Slate, Fortune, and —yes—Red Herring
Sawhat influenced him, growing up, to make economics
his future profession? Science Action, ac ording 1o his unofhicial
Wb site (members. home.net apernicus mcidents. homl ),
Mr. Krugman, born in 1953, 15 a late Boomer, Mowadays,
1 chain bookstore’s soiclh sec

tion, its shelves packed with
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media twenins, resembles a
decaying research project B
in the "6os a bright kid might
find among the junk on drug-
stopre r.“'L'\ SOTTH :;:-'H'l I|"|.|I
would mark his mind for life,

For example, lsaac Asimovs

Foundation trilogy 18 Edward
Gibbon's Decline and Fall of the
P.uu.n' ! ""ll"-'l' i, I!l‘. 1:..”‘-}‘-111.“- 1.1."

this, Asimov adds Hari Seldon L
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_]“.l, his 1.-|.|nuu'r» -.\.hnl 1.'!,.I'\.|.' 1

developed a science « lled “psy-

chohistory™: a full marhemartical description of human society
“Iln my carly teens my secret fantasy was to become a psy
chohisterian,” Mr. Krugman admirs. “Someday there will exast
s unifed social science of the kind Asimov imagined, but for the
tirme being economics 18 as ¢ lose to psy« hohistory as you can get.”

Is it? And eould a unified social science that sc urately
forecasts all of society's workings ever exist?

Let's look at Paul Ormerod’s Butterfly Ecomomics: A New
General Theory of Social and Feonomic Behavior, Mr. Ormerod
clairms that conventional economics has pictured human socy
ety working like a machine—an old honker from, say, the main
trame era lh.lt FURS SO0 OSCOnNOIMIK .||j.:nr'ithr'r'n'. with« |1'.|,' CAUSES
and effects. But economies anel societies are ¢ nh"lp'lt'! sysiems,
he insists, containing inherent unpredictabilities. W har's

needed is 4 new economics that incorporates the kind of math-

ematics used h:. chaos theoreticians. Hence, his title’s allusion
to the idea that a butterfly beating its wings in Kansas can cause
a monsoon in India,

Ho ham. "'-11”, Me. Ox e tomd proves the fzilure of conven
rional efficient-markets theory, Some folks fee] about free mar-
kiets the way Winston Churchill felt about democracy! all the
alternatives are worse. But 2 bew sealors insist that markets are
rational not only in the long term, but now and at every moment

This position's ac adeimic supporters have undertaken
weird intellectual contortions to support thar view Thew' ve
assurmed, first, that consuwmers and puuim ers act according to
what economists call the rules of maximizing behavior. You
and [ call this self-interest, so Farrenough. 1 hereatter things get
Pm]:‘h‘m atic. One survey, reports Butie Ty Ecomomics, sshed peo
ple 12 elementary a rithmetic questions, like “multiply 6 by 21"
‘:']I‘.II:.' il |1|'ru'lll ol ’-hi.' e '\lhl'l'l.{d.‘rll:h anTwemnmd fVery Lii:r\"nn
correctly. So how well, Me. Ormerod asks, do an-n-,1!.. prowess

informarion in their own interest? Further, he notes: “Almaost
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) J ':". Here efficient-markets theory

really departs from reality: assum

one-third of Amencan citizens

believe the LLS. govermiment s

h';:ﬂ.nr contact with aliens.”
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Alsa, for a market 1o be
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ing !,u'.l.'!,‘-h' knaovee thear |l1‘|'T|'I|."|1 s
in order to be pood maxwmizers, o
N ‘ILFI'”“L' howe, whets 2 mnew
e LI'I'I.I:.-I-I':\' OF ANy moedily

AN (6

EoBIRT Lim AP AT S, '|-|-\. discover thwr ;-l--1
erences reganding this new thing
In effect. the theorists have faced the fact that their e
n-|~.|,.. holds Fﬂmi when an uncertain futane does ot exist. § wn
eltorts 1o get around ths FMpasss have beers along the laves o
the Nobel Prize-winning economast Kenneth Arrow s goaby
\LIF"I- il o 1'h.11 J.” ||'Lh\ wetuals Prl'}'-l (L L I'-'1|"~"11' list ol fribahi
'I.‘it' futurnes, then coTmpaie |;|.1r||r|| .r| AW ETS abonse whun prwes
will prevail in thase futures. In 2 world in which people can't do
arithmetic and think their government talks to alens M
Orrmerod shows, conventional efficient-m wkers theory looks
about as believable as Marxist economics, It's as far from a um
fied social science—from psychohistory—as you can get
.|-"‘|.}"\ wi‘.'..', 1hnu}:h RLFTE :;".'ulqnl A ; I.{l"ﬂ'-l'l % MY -J‘l'lli
to the theory, nobody dealing with market reality can afford e
Feonomists like Brian Arthur, Robert Shiller, and Paul Krug

iTai lvave been i“l.ll."-"H:.: v |H.'r.|:-li‘ influence cach other, Indeed
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Nobr®w: The Culture of Marketing—The Marketing of
Culture, by John Seabrook (Knopf, 523}

ohn Seabrook has made o name for himself os one of

the New Yorker's most astute writers, and his book, @

collection of his New Yorker pieces, is o wide-ranging
survey of Amenica’s new culturol logic. He colls it Mobrow,
which signifies the obliterohion of distincions between high,
middle, and low culture, which has made nofions like "good
taste” irralevanl

Mr. Seabrook looks ot the dilemmas foced by the New
Yorker o3 it sruggled to survive in the foce of dwindling
demand for its highbrow fare in the early “90s. Owner S
Newhouse brought in celebrity editor Ting Brown, who
cherled o new course for the moagazine in which
it would cover mass culture more exensively.
The Mew Yorker lent an oir of respectability o
the celebrities it wrote about ond, in return, the
mogonne goned occess Yo the world of hype
and buzz. The result, Mr. Secbrock argues, s o
magatzine thot is of once everywhere ond
nowhare on the cultural rood mop of taste os
high and low culture have mixed irrevocably.

Surveying topics |ike hip-hop, Shar Wars, MTV, and Davd
Geffen, Mr. Seabrook does on admirable job of exploring
how thoroughly marketing has ensconced itsell in the produc-
fion and dissemination of pop culture. In movies, for exam:
ple, not only have hype and box-office perormance become
maior evaluation critenc, but the hype surrounding a film
becomes port of Mspn*n:h!wlpeuplipmﬂhm.

Today, consumar products ore bought not for their qual-
ity but for their cultural ond subcultural connotations: “in
Nobrow. judgments about which brand of jsons 1o wear ane
more like judgments of identity than quality.” “Toste” folls by
the weyside os the cubural hierorchy disintegrates.

in fashion, art, movies, music, ond food, Mr Seabrook
contends, we can no longer correlote class with consump-
fion. At one fime, going 1o the opera and supping hine wine
wos the realm of the upper classes, and going to fractor
pulls and eating fost food wos the realm of the lower ones
Now the entire system hos collopsed into o heop of over-
hyped megobrends ond niche markehng, which use par-
sonal identity instead of class fo fargel consUMErs. The foct
that identity is constructed through consumphion, not the
other way around, is the triumph of morketing.

Mr, Seabrook does not desire o return to the old cul-
tural packing order, but neither does he occept the current
state of offairs. His foray into contemporary culture is fios-
cinating ond insightful, but the end result is unfenered
axasperanon —Peder Rojos
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Me. Arthur's theory of QWERTY—which explains how a
rechnology like our keyboards” layout wasn's superseded once
it had enough market share—now underlies any tech com-
pany's strategy. So Me. Ovrmerod has targeted a straw man. As
for what he proposes to justify the word “new” in his subtithe—
well, granted, it's new beside efficient-markets theorists' igno-
rance of the fact that people make choices with incomplete
information and are influenced by other peaple.

Granted., also: Me. Ormerod's theory is quite general. It's
based on an entomology experiment conducted in the Bos. Two
identical piles of food were placed equidistantly From an ant
nest: whenever an ant removed a grain from one pile, the exper-
imenters replaced it. The number of ants visiting each site, it
transpired, flucruated randomly. Economist Alan Kirman helped
analyze the ants’ behavior, and his fundamental point apphes
equally to markets. Any ant, he said, has onie of three possibalines:
to stay with its previous course; 1o be persuaded by others 1o
switch; or to select an
alternative on its own.

From [hli h-gmmn.g, Yas' nnd pﬂldicling

economists have statis- 2 "

veally modeled the the future is difficult,

word-of-mouth effect : :

that makes mosies suc “pﬂtlﬂ“? bﬂfﬂ'" it
happens. But merely

describing the

ceed or fail and the fac-
tors that tip normal

market’s workings
as chaotic is

crime rabes o epir
demicx. Butierfly Eco
inadequate.

nomics reaches one ver-
dict to gratify the
free-market faithful:
consistently accurate
short-term  predict-
ability is impossible; therefore, much evonomie policy is based on
delusion, and governments should intervene munimally. M.
Ormerod concludes: “The challenge of providing » tolerable
description of a complex world with interacting agents is cer
tainly hard.”

Yes, and predicting the future s difficult, especially before
it happens. Buterfly Economics should have been subtitled Some
Prelimimary Notes tosierd @ Newr General Theory That Somsehody
Might Write Someday. Trying for the kind of popularized con-
temporary economics that Mr. Krugman achieves, Mr.
Ormerod isn't bad, But merely describing many of the market's
workings as chaotic is inadequate. Since the market is composed
of human transactions, we can learn much maore than that.

For example, the biological-epidemic maodels with which
sociologists predict the course of word-of-mouth transmission
of ideas. s Robert Shiller's Irnational Exuberance shows, apply 10
financial markets. In the "S8os, Mr. Shiller charted 2 contury's
worth of data and proved that stock-price volatility is far greater
than efficient-markets orthadoxy can explain. After the w87
ctock-market crash, he distributed questionnaires to ask investors
why they'd sold. They reported that no new data had modified

their opinions about companies’ intninsi worth; they'd fixated




on the crash. When Mr. Shiller attended a Federal Reserve Board
meeting in 1906, he had been thinking about feedback systems
and herd behavior in financial markets for two decades. Two
days later, Federal Reserve chairman Alan Greenspan caught
M. Shiller's bug and talked about “irrational exuberance.”

Mer. Shiller's book reminds us that after market crashes
like 1020's—which was still going on in 1939—the amplification
processes that boost stock prices unrealistically can then drive
them down unrealistically and keep them there. | recommend
Irvational Exuberance. Mr. Shiller presents a lot of material on
what ke calls “new era economic thinking” through history, If
his common-sense mix of rigorous economics and psycholog-
ical research into why investors act as they do doesn’t make you
reflect, you're brain-dead.

And yet, as the standard financial warning declares, “past
history is no guarantee of future performance.” The mathemati-
cal theory of epidemics, Mr. Shiller says, works less accurately for
modeling social processes: any sociceconomic science’s predictive
capability looks himited. Moreover, something else weighs pro-
foundly against assumptions that, in the longer term, the market
will be as it is roday

When Asimov wrote his Foundation stories in the late "gos,
an economics-like science to which human history was an open
book wouldn't have seemed impossible. One economust, John
Maynard Keynes, had formulated the theory behind the New

Deal's spending programs and had been instrumental in the cre-
ation of the World Bank and the post-war international monetary
systern. While the battles between Keynes's supporters and ene-
mies needn’t concern us, the issues raised in his 1990 essay “Eco-
nomic Possibilities for Our Granchildren™ do. Considering capi-
talism as a process of accumulating wealth and technological
innovation, Keynes calculated that a point would be reached
sooner than anyone expected—in 100 years in developed coun:
iries—at which fundamental economic needs would be met. “The
course of affairs will simply be that there will be ever larger and
larger classes and groups of people from whom problems of eco-
nomic necessity have been practically removed,” he claimed.

In fact, by 1006 1 of every 36 ULS. workers was a millionaire,
according to the Texas Banking Association, with millionaires
rotaling 3.5 million out of about 126 million workers. By 1998's end,
according to the VIP Forum in Washington, D.C.. 67 million
households possessed a net worth of st million or more, up from
5.2 million in 1997. Today, while Alan Greenspan raises interest
rates, economists like Mr. Shiller warn against “new era econormic
thinking” They're correct, judging by historically based assess-
ments. Yet we should wonder whether someday their rational
warnings and policies may collide with 2 new reality, <

Mank WiLLiAMS has kost money betting that the market is rational.
Write to markred (@pachell.net.
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