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" he basic world-view of neoclassical economists is that, in markets, people engage vol-

untarily in exchanges with each other, and that this means market exchanges leave
both parties better off. If someone cannot be forced to make a trade, they will only do
so if it leaves them at least a lictle better off than they would have been otherwise. Left to
their own devices, people will find and exhaust all the possibilities for trades that boost
the overall social well-being. Policies that interfere with people’s ability to make volun-
tary trades, then, can only subtract from the well-being of society as a whole.

The neoclassical narrative depends on many (often unspoken) assumptions.
Individuals must be rational and self-interested. The assumption of “rationality” means
they mustact in ways that furcher their objectives, whatever these objectives may be. The
assumption of “self-interest” means that, in making decisions, they must only take into
account benefits and costs to themselves, ThcyI‘must have perfect information about all
factors (past, present, and future) that could affect their decisions. Their actions must not
affect any “third parties” (anyone other than those directly involved in the exchange and
agreeing to its terms). There must be many buyers and sellers, so that no single buyer or
seller (and no group of buyers or sellers colluding together) can impose the prices they
want. Several other assumptions may also be important.

Neoclassical View
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