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Better Principles:
New Approachesto Teaching I ntroductory Economics'

Neva R. Goodwin and Jonathan M. Harris

Each year over amillion studentsin the United States take some version of an
introductory economics course. The understanding of economics that these students come
away with will, in many cases, provide their only basis for understanding economic issues.
Those who go on to mgor or minor in economics will have some further exposure to
economic thinking. But mogt students will gain little understanding of anything beyond the
dandard, "maingtream” neoclassica model of economic andyss.

Despite frequent dlams to be "vaue-freg' or "vaue-neutrd™, the neoclassicd
perspective contains a significant ideologica bias. Some of the most important aspects of this
biasinclude:

Very limited treetment of environmenta and ecologica problems

Glossing over redities of class, race, and gender divisons and discrimination
Very limited treatment of income and wedth inequdity The acceptance of
current indtitutional structures as given

The migrepresentation of these indtitutional Structures as being congstent with
models of perfect competition, ignoring concentrations of economic power
Acceptance of increased consumption as the primary measure of wellbeing

While some economics ingtructors are comfortable with the standard modd, others are
aware of these inherent biases, and try to compensate by assigning additiona readings or
introducing the issues into lectures and class discussion. [n doing so, they generdly haveto
"fight the text". These ingtructors would be greetly aided in their efforts to impart a sounder
undergtlanding of economic systemsif they had access to better teaching materids. They need
to be able to present important aspects of standard economics such as supply and demand, the
theory of monopoly, and basic trade theory, while dso emphasizing indtitutiona, socid, and
ecologicd redities.

Three possible approaches to this problem are:
(1) Provide acritical commentary on existing texts

(2) Provide modular educationa materias to supplement existing texts
(3) Provide a better text

! Prepared for the panel, "Alternative Approaches to Economic Education” at the American Economics
Association meeting, January, 2001
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Dr. Steven Cohn, of Knox College, is working with the Globa Development and
Environment Inditute (G-DAE) on the firgt of these. In-house, G-DAE's Theory and
Education Program is focusing on drategies (2) and (3).

Modular educational materials

In dedling with environmentd issues, amgor limitation of sandard economic theory
Isthe dmaogt exclusively microeconomic gpproach to the theory of environment and
resources.  Thishasanumber of serious, sometimes crippling, implications for the
undergtanding of environmenta issues:

The microeconomic perspective strongly implies that anything of importance can be
expressed interms of price. It isaso oriented towards an imaginary world in which
everything is a commodity, usudly privaidy owned. In its extreme form, sometimes
known as “free market environmentalism”, and amply represented in the appointees of
the incoming U.S. adminigration, this tends toward absurdities such asthe
privatization of nationa parks and “voluntary” environmental regulation. But even
divorced from such right-wing ideologica fervor, a market approach to the
environment is inherently biased towards the economicaly profitable use of resources
rather than conservation. The neoclassical economist who genuindy seeksto defend
the environment will argue thet there are redl vauesinvolved in the preservation of
open land — including recreationa, esthetic, and existence or bequest vaues — yet will
find that these vaues are dmogt dways swamped in practiced by the hard-cash
valuation of current market uses.

A microeconomic pergoective dso makes it very difficult to focus on the inherently
“macro” environmenta issues such as globd climate change, ocean pollution, ozone
depletion, population growth, and globa carbon, nitrogen, and water cycles. Nearly a
decade ago Herman Daly first decried the lack of an environmental macroeconomics, 2
and while since then there has been some progress among ecological economistsin
examining these macro questions, no sgnificant changes in perspective have filtered
into standard economics.

Standard environmenta economics, like all economics courses, too eadly falsinto the
trap of excessive abstraction and quantitative analyss.  Both of these, of course, have
their place.  But when environmenta economics becomes a course only in the
caculation of present values, inter-tempora equilibrium prices, and “optima”
pollution levels, with the blackboard or the PowerPoint dides full of complex
diagrams and equations, the student’ sinterest and enthusiasm regarding environmentd
Isuesis lost.

2 Day, Herman E. “Elements of Environmental Macroeconomics.” Chapter 3 in Ecological Economics: The
Science and Management of Sustainability, ed. Robert Costanza (New Y ork: Columbia University Press, 1991).
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We have experimented with a modular approach to introducing a broader perspective
on environmenta issues into introductory economics courses.  Our modules provide teachers
with atreatment of a particular topic which can be dotted into a standard introductory course.
The modules we offer generaly take 1- 2 weeks, offering student readings, instructor notes,
overheads, discusson questions, and problems. Our initia effort has been on environmenta
topics, through our modules Microeconomics and the Environment and Macroeconomics and
the Environment.

Microeconomics and the Environment hasthree parts. Thefirst part places the
standard economic andysis of externdities and public goods in the context of two paradigms
of economics and ecology. The second explores the issue of globa climate change, looking at
such economic issues as vauation of environmental damages, carbon taxes, tradable permits,
and the Kyoto process.  The third discusses sustainable fisheries management and some
concepts of industria ecology.

Macroeconomics and the Environment, also in three parts, presents an expanded
circular flow analysis taking the biosphere into account. The second part deals with critiques
of and dternatives to GNP/IGDP, emphasizing naturd resource and environmenta aswdl as
socid sugtainability. The third part examines long-term growth of population and economic
output, and contrasts the goas of growth and sustainable devel opment.

These modules have been made available in two forms. a downloadable version
digtributed for free over the internet, and a published module which can be ordered for
bookstores. The modules have been used in over 50 U.S. and 20 foreign universities,
reaching at least 3,000 students. Some professors use the full module, and afew assgn the
published version through their bookstores, but many take advantage of the flexibility of the
downloadable version to assign portions to their students, or to include them in course
packets. Although the origind target was Principles course, they have dso been assigned for
upper-level economics or interdisciplinary courses.

The advantages of the eectronic medium for aternative teaching approaches are (at
least) two. Firg, it dlows easy worldwide distribution, legping over the barriers which often
make it difficult and expensve to obtain texts and teaching materias internationdly.

Second, it makesit possible to dot more critical approaches into existing conventiona
courses. The eectronic form also makes it easy to receive feedback, and to contact
indructors with updates or timely examples.

Encouraged by the experience with the first two modules, we have followed up by
making Sx chapters from the forthcoming text by Jonathan Harris, The Economic System and
the Environment (Houghton Mifflin, forthcoming 2001), available as individual modules.
These are intended for use in upper-level undergraduate or fird-year graduate courses.  They
include key concepts, references, and discussion questions.  The topics they ded with are;

1. Valuing the Environment. This module grapples with the issue of whether and how to
place aprice on the environment. It reviews the standard economic techniques for va uation,
but also discusses their weaknesses and limitations.  Problematical areas such as the valuation
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of human life, vauation of the interests of future generations, risk and the precautionary
principle are explored with the objective of familiarizing students both with economic
andyss and with some of the socid, political and philosophica dilemmas surrounding this
topic.

2. Population and the Environment.  This puts the population debate into historica
perspective, gives an overview of present trends, population momentum, and the dow process
of population stabilization, with anet addition of about two billion people expected in the

next three decades. It contrasts economic and ecological perspectives on the issue, and gives
abrief overview of the current discussion on integrating population policies with

improvement of socid services and the status of women.

3. Agriculture and the Environment. This module looks at macro trends in production and
consumption as well as digtributiona issues and environmenta impacts of agriculture. 1t also
focuses on policies for sustainable agriculture, consdering the environmenta and socid

aspects of sustainability, production techniques, and consumption patterns.

4. The Economics of Energy. Thisdraws on the ecological economics perspective,
presenting both economic and thermodynamic andyses of energy in an accessbleform. It
dedswith trends and projections for energy use, the potentid of dternative energy sources,
and the multitude of subsidies and indtitutiond interests favoring environmentally destructive
foss| fud dependence.  The section on “policies for future energy development” outlines
policiesfor atrangtion to a more sustainable energy system.

5. The Economics of Global Climate Change. This discusses the basic scientific evidence on
climate change, including some of the recent more darming projections on temperature and
sea-leve rise, then eva uates the strengths and weaknesses of economic analysis of the issue,
including discussion of vaduation of environmenta damages, carbon taxes, tradable permits,

and the Kyoto process.

6. Trade and the Environment. After introducing the basic issue of potentid conflicts
between free trade and the environment, this module presents an andysis combining trade
theory with the theory of externditiesto show how the basic principles of gains from trade
must be modified in ared world with many environmental complications.  The indtitutiond
and policy issuesinvolved are discussed with reference to the World Trade Organization, the
European Union, and NAFTA.. The debate over the Environmental Kuznets Curve and issues
of sustainable trade and “greening” globa environmenta ingtitutions encourage the sudent to
place the theoreticd issuesin the context of rea-world policy.

All of these topics have many current applications, and we hope to provide updates
and examples on ajugt-in-time basis through electronic outreach.  Whether it be future
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climate change negatiations, the debate over opening the Arctic Nationd Wildlife Refuge for
Qil drilling, or the spread of mad cow disease through “modernized” agriculturd techniques,
thereisarich vein of current issues which can make economic principles come dive, and dso
show that aternatives to the excessively narrow neo-classical perspective are both urgently
needed and more productive for teaching and learning. We have another rich mine of
meaterid to draw from in the six volumes of our now-completed Frontiers in Economic
Thought series. Wewill dso sdect portions of our textbook, Microeconomics in Context
(discussed below) to present in modular form.

An introductory microeconomics text

Our approach to offering a principles text for US colleges arose from the preparation
of amicroeconomics text for the former Soviet Union. We began with an agreement with
Kevin Lancagter that would alow usto sart by revisng the old, but excellent textbook,
Economics: Principles and Practice, which Lancaster wrote with Ronald Dulany. After
severd years of revison, the result - caled Microeconomics in Context - is probably about
one-quarter Lancagter and Dulany, three quarters new. The firgt edition has now been
trandated into Russan, and, under the leadership of Tom Gottschang, Chair of the Economics
Department at Holy Cross, is dso being trandated into Vietnamese.

Microeconomics in Context defines economics as the study of a particular part of
human behavior - namey how people try to achieve their goals, especialy through
production, resource alocation and socidly sanctioned forms of exchange, operating within a
physica context that includes ecology and technology and a socid/psychologicd context that
includes human motivations, palitics, culture, inditutions, ethics and history.

While "production, resource dlocation and socidly sanctioned forms of exchange' are
found in standard descriptions of what economicsis about, our definition diverges sharply in
emphasizing gods, as well as the physical and the psychologica/socid contexts. Those
emphases turn out to provide areasonable sart to a new paradigm: one that we are calling
contextual economics.

The project of congructing this aternative has been like putting together a patchwork
quilt. It began a a 3-day mesting in 1994 which included Peter Dorman, Susan Feiner, Neva
Goodwin, Jonathan Harris, Kelvin Lancaster, Wassily Leontief and Tom Weisskopf. (Frank
Ackerman joined us acouple of yearslater, a atime when Tom Weisskopf was obliged to
turn mogt of his atention esewhere)) Goodwin and Weisskopf initidly worked with this
group to mark the outlines of a quilt in which perhaps as much as 40 per cent could be
composed of patches taken from the neoclassical system, as represented by Lancaster and
Dulany. Much else that was needed could be found in various dternative approaches. The
ligt of non-standard patches would be enormoudy long: the following are afew of the most
obvious.

-- From ecological economics we adopted Herman Day's semind observation, that the
economic system exigts within, and is dependent upon, the ecological syssem. Thisisthe
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garting point for many important idess. e.g., the natural resource congraints attendant on
economic activity, and the necessity to pay close atention to long-run effects of current
activity; and the nations that there may be a naturdly enforced limit to the size of the globd
human economy, and that there are limits to the subgtitutability between what human beings
can derive from natural and produced capital. Naturd capitd itsdf isanother ideato which
the ecological economists have given wide currency.

-- Feminist writings have supplied, anong other things, afocus upon caring labor and the
non-monetized economies of the household and community. Thisis something that Goodwin
isnow pursuing in work with the activist, Edgar Cahn - the inventor of an especidly
congructive loca currency system cdled Time Dallars. Having recognized, thanks to the
ecological economics movement, the essentid interactions between the market economy and
the natura economy, we may now be ready to recognize the equaly essential contributions of
what Cahn and Goodwin - building on feminig thinking - are caling the "core economy™.

The concept of human capita has been around for awhile; socid capitd is anewer term.
Recognition of at least three mgjor economies dlows us to see that, while the market
economy is respongble for much produced capita, as wel as many find goods, its production
and distribution depend upon the naturd, human and socid capitd that come out of the
natural and the core economies. (The term, "core economy™ is an innovation worked out
while observing some red-world stuations in the Time Dallars context; it will get into the
current, evolving edition of Microeconomicsin Context beforeit is published in this country.)

-- The Marxist emphasis on socid reproduction feeds into our conception of the core
economy. Other critica contributions from radical economics aso show up in the emphases
of contextua economics. Many economists have given the issue of equity amore centrd
place than it hasin neoclasscal theory, but the radical groups have been especidly consstent
in their attention to thisvaue. Another, rdlated emphasisis on power. Y et another example
isafocus on the qudity of the worker'slife - an important antidote to the neoclassical
tendency to judge economic success soldly in terms of the choices available to consumers.

-- Institutionalist ways of thinking are especialy congenid to contextual economics. The
ingtitutionaists have noted the way's in which economic outcomes both affect and are affected
by dl the other e ements of what we have caled the psychologica/socid context. They have
contributed an enormous number of vauable ingghtsinto the socid, culturd, higtoricd, etc.
context of economic activity; but these insghts have never been woven together into a
cumulative discipline. Recognizing this danger, we have moved cautioudy, trying not to
throw out critica connecting e ements of the neoclassica paradigm until we could at least
dimly see what might be used to replace them. This has resulted in the problem that has been
criticized by users of the early drafts of the textbook which have been informaly circulaing
inthe U.S. for the lagt year: that is, that we have not moved far enough away from the
neoclassca methodology. We have made some - only alittle - progress on this front; it
remains one of our greatest challenges.

-- There are ds0 the many eements that contextua economics recycles, sometimes
reconfigured, from neoclassical economics. These include observations about how prices are
&, including anot obvious focus on margina changes. The well-known demand/supply
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diagram has not been replaced, though it has been hedged around with warnings - especidly
adjurations to remember that "demand” means "effective demand”. Other practicad features
include, for example, information on some agpects of what isinvolved in production; and
concepts such as externdities, or the distinctions between stocks and flows; or measurement
tools such asthe Gini coefficient and the Lorenz curve.

So what isredly new about contextual economics? We have put together many
exiding ideas into a somewhat nove framework. Perhapsthe single largest innovation isthe
degree of emphasis accorded to the issue of gods - the gods of economicsitsdf, asa
discipline, and the gods that people have in relation to their economic behavior. When the
text presents standard micro-economic concepts, they are aways positioned in the relevant
contexts, which are likely to include:

The relaionship between wedlth, consumption, wellbeing and ecological
baance

Historica perspectives on capitdism

Markets, industrigization and culture

Household labor and child-rearing

Trends in corporate growth and market power

Wage differentias and income inequaity

Environmenta externdities and intergenerationd equity

We will conclude with examples of divergence from the neoclasscd modd in the two
aress of consumption and production.

Consumption: In the contextual economics perspective, consumers are seen to play
two quite different economic roles. One relatesto the neoclassicad assertion that find
consumption is the ultimate purpose of dl economic activity. In thisview, production and
digtribution exist solely to increase the well-being of consumers. Here consumers are the
justification for economic activity - and therefore also for economic theory. At the sametime,
consumers keep the economy going by generating demand for goods and services.

Consumers as a source of demand are centra to the mechanism that makes the economic
system run.

Consumers themsalves may have reason to fed differently about these two roles; and
it may bein the interest of society at large to seek ways to reduce the importance of the
second. A contextud economic understanding of consumers looks at what has been termed a
"consumer society.” This has emerged as part of an historica process which has created mass
markets, indudtridization, and culturd atitudes that ensure that risng incomes are used to
purchase an ever-growing output.

Production: Many of the ways in which the contextua economics gpproach to
production differs from the neoclassical approach stem from arefusa to depend upon the
theoreticd ided of perfect competition. It iswidely recognized that thisided diverges
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dramatically from the redity of modern markets. Asamatter of postive science, it istime for
theory to take the leap, to follow redlity.

As amatter of normative science, it is necessary to distinguish between the end
products of production, which derive their vaue soldy from their contribution to the well-
being of society and of individua consumers, vs. the process of production, which has other
vaues, rdaed to the gods of dl those involved. In addition to providing a source of income,
for many people work defines aggnificant part of their rolein society. Work isnot only
about producing a product or service; it o creates and maintains relationships. 1t may bea
basis for sdf-respect, or apart of what giveslifeinterest and meaning. Thesevaues are
ignored in the overt consumer orientation of neoclassica economics, aswell asin the covert
orientation to maximizing sdles. The maximization of sales does not necessarily maximize
the wellbeing of ether consumers or workers.

Ongoing work

Asdde from the obvious job of "de-Russfication” of Microeconomics in Context,
preparing a US edition aso involves making the text culturally and academicaly appropriate
for US undergraduates. To help with this process, we have raised funds to support a series of
workshops in which faculty and graduate students with experience teaching economic
Principlesin avariety of settings evauate maingtream and aterndive texts, including the
draft of Microeconomicsin Context. The first of these was held in spring, 2000, at the
University of Massachusetts at Amherst. The second was @ University of Memphisin fal,
2000. (It iscontinuing, beyond the period of G-DAE support, since the faculty and students
involved did not want to stop at the end of the semester.) A third is now ongoing a Bucknell
Universty, PA: unlike the first two, which involved amgority of graduate students, the
Buckndl workshop is faculty only.

We bdlieve there is much potentia for dtering the teaching of introductory - and other
- economics courses through the combination of approaches we have described. We would
like to invite faculty membersto participate in the effort, either by trying out our modules, by
becoming involved in one of the workshops, or smply by visiting our webste
http://ase.tufts.edw/gdae, viewing and commenting on the materids.
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