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Peter Klein is the W. W. Caruth Chair and
Professor of Entrepreneurship at Baylor University’s Hankamer School of Business. He
also directs Baylor’s PhD program in entrepreneurship and is faculty director of the
Baugh Center for Entrepreneurship and Free
Enterprise. His research focuses on entrepreneurship, strategic management, and the economics of organization. He taught previously
at the University of Missouri, the University
of Georgia, and the University of California,
Berkeley (where he earned his PhD in economics), and served as a Senior Economist
with the Council of Economic Advisers.
Klein is a Senior Scholar at the Ludwig von
Mises. He is author or editor of four books
and over 150 scholarly articles, chapters and
reviews.

Editors’ Note: The first interview with Peter Klein appeared in the January 2012 edition of the
LMR. His answer to our (standard) first question is reproduced below, but the remainder of his
answers are new to this issue.

LARA-MURPHY REPORT: How did you discover Austrian economics?
PETER KLEIN: A high-school friend got me interested in Ayn Rand’s
novels, which I enjoyed, and I later read Rand’s Capitalism: The Unknown
Ideal, which contained a list of recommended readings, including books by
Mises and [Henry] Hazlitt. I eventually discovered Hayek, Rothbard, [Israel] Kirzner, and other Austrians. There was no internet in those days, so I
must have stumbled upon various books and articles at the public, and later
the university, libraries. I never had any formal training in Austrian economics from a teacher or college professor, even though I was an economPutting Entrepreneurship Front and Center
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ics major. By the time I started the economics PhD program at Berkeley, I
was a thoroughgoing Austrian—though this certainly didn’t make my life
any easier as a graduate student.
LMR: In the aftermath of the tragic death of economist Alan Krueger,
many of his colleagues were praising his revisionist work on the minimum
wage and in particular for his commitment to letting the data “speak for
themselves.” Yet you pushed back against this common reaction. Can you
explain?
PK: I didn’t know Krueger personally but, by all accounts, he was a
thoughtful scholar and a kind and
generous person. Reflections on his
life and career have emphasized his
critical role in the recent turn in
mainstream economics away from
grand theories that sought to explain general relationships which
could then be applied to specific
problems, and towards a new kind
of economics that is inductive, incremental, data-driven, and largely
devoid of theory.
Krueger’s famous minimum-wage
study with David Card challenged
the conventional wisdom that
“While some of these techniques
minimum wages increase unemare indeed improvements over
ployment, not by offering any new
the previous approaches to
theory, but with a clever quasi-exstructural econometrics, this
perimental design in which they
compared low-wage employment
new wave has come at a cost.”
in two neighboring states, one of
which raised its minimum wage
while the other did not. Their work
helped to launch the “credibility revolution” which emphasizes natural experiments, randomized controlled trials, and similar empirical techniques
to identify causal relationships between economic variables.

Putting Entrepreneurship Front and Center
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While some of these techniques are indeed improvements over the previous approaches to structural econometrics, this new wave has come at a
cost. First, it has directed economists’ attention away from difficult and
complex problems like what causes economic growth or the business cycle,
how prices coordinate economic activities, and the like, and toward smaller
problems like, how can we motivate students to study for a test?
Second, and related, it has demoted theory to an afterthought. Doesn’t the
Card-Krueger result contradict the standard idea of a downward-sloping
demand curve for labor? Indeed,
attempts to replicate the CardKrueger experiment generally
failed, most likely because the underlying data were inaccurately collected and reported. But few labor
economists seem to care why some
studies find conflicting results. Last
week I read a comprehensive and
detailed study of the effects of state
and local minimum-wage increases
on employment, forthcoming in
the prestigious Quarterly Journal
of Economics. The paper presents
an exhausting set of empirical tests,
but doesn’t attempt to interpret its
findings in light of any theories of
the labor market. I asked one of the
“Few labor economists seem to
authors (via Twitter) for help in incare why some studies find
terpreting the findings, but didn’t
conflicting results.”
receive a reply from him or other
commentators on the article. No
one seems to think that’s even an
interesting question.
LMR: One of your research specialties is entrepreneurship. Do you think it
can be taught, as is claimed by certain programs in business schools?
PK: Mises famously described entrepreneurship as a “specific anticipative
understanding of the conditions of the uncertain future [that] defies any
Putting Entrepreneurship Front and Center
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rules and systematization” and which “can be neither learned nor taught.”
I agree—we can’t teach people how to judge the future correctly. At the
same time, there are aspects of the entrepreneurial process that are teachable. Consider the analogy with art or music. Can we teach music theory,
music history, the technical aspects of playing various musical instruments,
music appreciation, and the like? Sure. But no amount of formal training
will make the average music student into the next Mozart. Likewise, we
can teach entrepreneurship theory,
entrepreneurial history, and the
technical aspects of running an enterprise (accounting, finance, marketing, etc.). We can explain why
the entrepreneurial role is so important and try to persuade those of us
who are not professional entrepreneurs to appreciate the economic
significance of those who are. None
of this teaching will make the student the next Steve Jobs. But it is
still useful knowledge.
LMR: What do the Austrian economists have to offer the rest of the
profession regarding entrepreneurship?

“Can we teach music theory, music
history, the technical aspects of
playing various musical instruments, music appreciation, and
the like? Sure. But no amount of
formal training will make the average music student into the next
Mozart.”

PK: Most economists define entrepreneurship narrowly as something
like small-business management or
the act of starting a new company. As
such, it is a minor add-on to the curriculum, an application of their existing
theories. In contrast, the Austrians have always defined entrepreneurship
as a generalized function (in Mises’s case, the act of taking responsibility
for productive resources and allocating them in the way that best satisfies
consumer wants) and placed it front and center in their explanations of
the market system. Economists and business researchers interested in entrepreneurship can learn from appreciating this general role. Some specific
interpretations of the entrepreneurial function developed within the AusPutting Entrepreneurship Front and Center
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trian tradition—Mises’s idea of judgment under uncertainty, Schumpeter’s
notion of creation destruction, Israel Kirzner’s metaphor of alertness to
opportunities—are also useful in understanding entrepreneurship.
LMR: What do you think up and coming Austrian economists should study
in their research? Are there any gaping holes in the Austrian approach for
young pioneers to fill?
PK: There is always room for further development of what I call the hard
core of “mundane” Austrian economics—price theory, capital theory, business cycle theory, competition theory, models of economic growth, regulation, etc. Applications of Austrian economics to entrepreneurship and
other business disciplines like management, finance, and accounting are
particularly hot right now. And Austrian economics has a lot to say about
problems in law, political science, public administration, and other related
fields. There is plenty of space for new work!

Note: The economists and financial professionals interviewed in the LMR are given the
freedom to express their views, without necessarily implying endorsement from the editors.
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FUND YOUR OWN

BAILOUT
If you don’t like giving large sums of money to banks and mortgage companies to
finance your cars, homes, boats, capital expenditures for business needs or any thing
else you need to finance, then you are going to really like this alternative. The rebirth
of PRIVATIZED BANKING is underway. You can take advantage of the years of
experience that these three authors in these two books are offering you.
Go to LARA-MURPHY.COM to find these and other fine books.

