
What is your tolerance for economic 
inequality? 

A. High    I know that the market creates 
inequalities but everyone is better off in a market 
economy than in any other type of economy 

B. Medium   I want a short-medium term social 
safety net to allow those who have failed in the 
mark et to get back on their feet. 

C. Low    I believe that society should maintain the 
market but provide the government with the 
capacity to redress the economic inequalities that it 
creates. 
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The four pillars of Liberalism 



Review: Historical Roots and evolution of U.S. 
Liberalism 

Classical Liberalism 

Progressive Liberalism 
Or 

New Deal Liberalism 

Dynamic Conservatism 

Right Wing 
Conservativism 
ΧΦ back to  
Classical economic 
 Liberalism but  
Social  
conservativism 



Classical Liberal Progressive N. D. Liberal 

* Classical Liberal = economic conservative 



There will always be a tension between freedom 
and equality in Liberal thought 

 

Equality 

Freedom 

Classical economic Liberalism 

Progressive/ New Deal Liberalism 

Security 

Security 



The tension in Global Liberal Economy? Classical 
ό9ŎƻƴƻƳƛŎύ [ƛōŜǊŀƭƛǎƳ όǘƘŜ άǇƻǎƛǘƛǾŜέ ŦŜŀǘǳǊŜǎύ 
Å Assumptions 
ï Individual is at the center  
ï Individuals are self interested   
ïDesire for freedom  of choice is  άƴŀǘǳǊŀƭέ  
ïWe are all born equal in our freedom to choose  
ïOur choices are rational  
ïPrivate property is άƴŀǘǳǊŀƭέ  
ïGiven all of the above, Free Markets ŀǊƛǎŜ άǎǇƻƴǘŀƴŜƻǳǎƭȅέ ό{ƳƛǘƘύ 

Å The classical liberal economic argument 
Free Markets Ąvoluntary exchange Ąbuyers demand goods Ąsellers  
produce them Ą buyers choose rationally (price and quality) Ą 
competition among sellers Ąefficiency Ą Division of Labor 

Å The Liberal Prediction for the future of a market economy 
ïFor the Individual: More freedom 
ïFor production : More Efficiency  
ïFor all:  Freedom, Growth, Welfare, and Peace  
 



But is freedom just another word for nothinΩ 
left to lose?   

ÅTension in the human drive for freedom and the drive for 
security.  The presence of one means the absence of the 
other. 

Å Contradictions between  needs of the domestic political 
economy for security and stability and the International 
free trade economy which requires freedom and 
uncertainty 
ïGlobal Markets require national economies to be open for free 

trade to flourish 
ïBut markets fluctuate and  
ïNational economies can become uncompetitive 
ïThis can have negative effects on society 
ïWhich makes politics volatile 

 
 

Markets require freedom and tolerance for insecurity 
Because they CREATE insecurity 



The problem of Free Trade:  Why Trump wants 
Tariffs and Protectionism 

Å The liberal economic argument       Free global Markets Ąvoluntary exchange 
Ąbuyers demand goods Ąsellers  produce them Ą buyers choose rationally 
(price and quality) Ą competition among sellers Ąefficiency Ą Division of 
LaborĄ more freedom, more efficiencyĄgrowthĄall are better off 

Å Problem:    aŀǊƪŜǘ ƛƴǎǘŀōƛƭƛǘȅ όȅƻǳ ŀǊŜƴΩǘ ǿƛƴƴƛƴƎ 

In competition (unemployment) 

 

Low  
unemployment 

 
Unemployment 
rises 

 
 

 Illiberal remedy 
Åτisolate the economy from 

the free market with 
Å TariffsĄ unfree markets BUT 

national job security 

The International Free Market Business Cycle 



¢ƘŜ wƻŀǊƛƴƎ Ψнлǎ ŀǘ ǘƘŜ άtŜŀƪέ ƻŦ ǘƘŜ 
Free Market Business Cycle 



The Gold Standard made trade multilateral but not 
totally free: Intervention in the market was required 

The Gold Standard made 
ǘǊŀŘŜ άŀǳǘƻƳŀǘƛŎŀƭƭȅέ 
multilateral 

ÅWhen countries bought 
more than they could sell, 
they borrowed!    

Å.Ǌƛǘŀƛƴ ǿŀǎ ǘƘŜ ²ƻǊƭŘΩǎ 
Creditor 

 



But then came the 1929 Market Crash!  
The Great Depression and its Lessons 

Was too Deep!  



Large Protest movements arose 
across the US and Europe 

 



International Policy Response: US Unilaterally 
Turns its Back on the World 

ÅForeign Policy:  Isolation 
and Unilateralism 

ïCuts off trade with the 
world 
ÅSmoot-Hawley Tariff 

ïCredit dries up  

 

ïUS leaves the Gold 
Standard 

 

 



Domestic Policy Response: Government 
intervention, New Deal Liberalism replaces 

classical liberalism 


