
PEIS 101

Modern Theories of Political 
Economy



Introductions,  etc.

• Beverly Crawford

• Kim B. Olsen

• The syllabus is at:

• http://bev.berkeley.edu

• Facebook Group: “Political Economy”

• Book: The Political Economy Reader

• Other readings online and also available at Copy 
Central

• Requirements:

http://bev.berkeley.edu/


Requirements
• Required attendance at all class sessions
• Come to class on time
• Class participation
• Complete reading for each session before class
• Please….no use of lap tops, iPads, other tablets or smart 

phones in class…take notes with pen/pencil and paper
• Required subscription to the Wall Street Journal or 

Financial Times newspaper
• Assignments:  Midterm, Final, Newspaper assignments as 

part of your participation grade
• First Newspaper Assignment Due Feb. 15.
• Midterm is March 3
• Final Due May 13



At the end of the Semester You will

• see the world differently

• How?  You will look at different and opposing arguments about the 
relationship between politics and economics
-- 1. How states undermine markets and how markets undermine states

– 2. The sources of National and global wealth and poverty
– 3.why  wealth and power seem to be shifting from the United 

States to Asia and other rising economic powers?
– See how political economy shapes the global physical enviornment

• What you will learn:  to figure out what you need to know in 
order to judge for yourself what the better argument is. 

• So the separation between politics and economics should not be so great:  
• Economic changes not only lead to political changes, but they are political changes.. 



What is Political Economy?
• Political Economy:  Two forces—Two of the three most important forces in human life----

politics and economics-
• - that are inextricably linked 
• but two forces which actually oppose one another in the present period.  
• The relationship between power and wealth.  Two of the most important driving forces in the 

world today.  
• The psychology of political economy is not very attractive: 

– pursuit of wealth driven by greed and envy; 
– pursuit of power driven by pride and insecurity.
– They are related

• Is there a difference between power and wealth?  Don't both involve the control of vast 
amounts of resources?  Yes, but with wealth you control only material resources that can be 
translated into money. 

• With power, you control resources that aren't tangible--wealth gives you material goods to 
satisfy your greed for more THINGS---power gives you something else that every human being 
wants—RECOGNOTION and SECURITY. 

Indeed, most of life is dominated by this non-materialistic need for respect and 
recognition—and security.



What is this?

• North Korea seeks power – not because it 
will necessarily create wealth, but because it 
wants respect, a seat at the table, the 
(illusion of) security that may come with 
respect.

•



Wealth and Power are Closely related

• Actually wealth and power are closely related:  often wealth is a means for 
achieving power, gaining power is a way to achieve wealth--.  

•

• Wealth is pursued to satisfy human greed and envy; power is pursued to satisfy 
human pride. Both qualities are present and both are related.

• For example, when the economic system favours the increasing wealth of a 
minority of people or  developed national economies over the majority of less 
developed ones, this is a political change. Gaps in wealth are the same as gaps in 
power

• So the separation between politics and economics should not be so great:  
• Economic changes not only lead to political changes, but they are political 

changes.. 

• But HOW are they related?



In the decision about how wealth 
is produced and allocated 

• How does that decision get made?  What is 
the basis for that decision?

• What institutions should allocate wealth? 
(what’s an institution?)

• In the 21st Century, Political Economy is about 
two institutions: Markets and States.

• What kind of state?  What kind of market is 
best?



Relationship between the state and 
the market

Communism Free market 

liberalism

Social 

liberalism

Welfare state

Socialism
Libertarianism

Fascism



Two institutions: markets and democracies have 
come to dominate political economy

• Markets and 
democracies (with 
some modifications and 
holdouts

• markets spread wealth

• and democracies 
disburse power---

• And it all adds up to 
economic and political 
freedom



What unites the two institutions?

• Theoretically both are based on the principle of freedom of 
choice-

• Some believe that the marriage of free markets and 
democracy would spell what Fukuyama calls the “end of 
history”  a state of global peace---because markets seem to 
be good at producing and distributing wealth---and they 
permit people to be FREE to buy and sell as they choose. 

• These two institutions are built on the Value of Freedom, as 
the foundation of political economy

• Free markets will maximize wealth and make everyone 
better off.

• Is it true?



Do Markets and democracy Create 
wealth for all?

• A rise in Living Standards

• Decline in Infant mortality rates 

• Rise in Life expectancy

• Improvement in Adult Literacy





What about economic inequality?

• But markets create losers

• A low Gini coefficient indicates a more equal distribution, with 0 corresponding to complete 
equality, while higher Gini coefficients indicate more unequal distribution, with 1 corresponding to 
complete inequality. To be validly computed, no negative goods can be distributed. Thus, if the Gini
coefficient is being used to describe household income inequality, then no household can have a 
negative income. When used as a measure of income inequality, the most unequal society will be 
one in which a single person receives 100% of the total income and the remaining people receive 
none (G=1); and the most equal society will be one in which every person receives the same 
percentage of the total income (G=0).

• Some find it more intuitive (and it is mathematically equivalent) to think of the Gini coefficient as 
half of the Relative mean difference. The mean difference is the average absolute difference 
between two items selected randomly from a population, and the relative mean difference is the 
mean difference divided by the average, to normalize for scale. Worldwide, Gini coefficients for 
income range from approximately 0.247 (24.7) in Denmark to 0.707 (70.7) in Namibia although not 
every country has been assessed.

• As a mathematical measure of inequality, the Gini coefficient does not necessarily entail any value 
judgement, i.e. the "rightness" or "wrongness" of a particular level of equality.

http://en.wikipedia.org/wiki/Household_income
http://en.wikipedia.org/wiki/Household
http://en.wikipedia.org/wiki/Mean_difference
http://en.wikipedia.org/wiki/Denmark
http://en.wikipedia.org/wiki/Namibia
http://en.wikipedia.org/wiki/Value_judgement
http://en.wikipedia.org/wiki/Value_judgement


The United States Productivity 
Growth

• From 1995 to 2005 The United States was the most 
productive of all of the OECD countries except 
Sweden, Iceland, and Finland. 

• When you are productive, you have economic 
growth.  US economy grew by 3.27% during that 
period of productivity, slightly behind Finland, 
Iceland, and Australia. 



Wealth is concentrated

• among this top 10 percent, the growth was 
heavily concentrated at the very tip of the top, 
that is, the top 1 percent.6 In contrast, at the 
50th percentile and below real wages rose by 
only 5 to 10 percent.7

• But at least wages rose….

http://www.frbsf.org/news/speeches/2006/1106.html


Much of the World doesn’t fare as well 
as US workers…..

• The assets of the 200 richest people are greater 
than the combined income of the more than 2 
billion people at the other end of the economic 
ladder (a third of the world’s population). ...

• The 2.5 million people living on less than $2 a 
day –40% of the world’s population – receive only 
5% of global income, while 54% of global income 
goes to the richest 10% of the world’s

• population



Why?  Who cares?

• Is inequality unfair?

• Should states allocate the wealth that the 
market produces more equally?

• Who cares about global inequality?

• Should anything be done about it?



When the market is perceived as “unfair,” or just too 
harsh….those hurt turn to government to protect 

them

• Markets will never create equality.  Should 
governments allocate resources among citizens 
equally? 

• So What is the proper role of government?  Should it 
protect the national community because we are all 
equal citizens?

• Should government  try to create social safety nets for 
“losers?”

• Or should governments Leave well enough alone—
stay out of the market? Can governments really afford 
to do that?



What about global inequality?



http://www.gapminder.org/videos/ted-
talks/hans-rosling-ted-2006-debunking-myths-
about-the-third-world/

http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/
http://www.gapminder.org/videos/ted-talks/hans-rosling-ted-2006-debunking-myths-about-the-third-world/


Another reason for some people to care: countries can 

be “losers” in the market too. (because markets are based on the idea that freedom of economic choice will create 

the most wealth for the most efficient and productive, countries that don’t win in the international marketplace will fall behind.  

China surges 
ahead
Closing 
wealth 
And power 
gap
With the 
West



So what?

• When your country wins or loses in global 
competition, Your prospects are affected.

• Are you well-positioned to win in global 
market competition?

• Should the government intervene when it’s 
citizen’s prospects are dim?



Don’t Markets Destroy the Environment?  Should 
governments protect us from the freedom to destroy?

• Water - Water 
pollution, Water crisis of 
over-extraction of 
groundwater and wasting 
water due to overirrigation
leading to global water 
shortage

• Forests -
Frontier logging of old 
growth forest and slash 
and burn exacerbating 
climate change 

• The Oceans: Food and 
Energy Resources: 
Resource depletion

• Climate Change- Burning of 
fossil fuels and 
consequential global 
warming and resource 
depletion

http://en.wikipedia.org/wiki/Water
http://en.wikipedia.org/wiki/Water_pollution
http://en.wikipedia.org/wiki/Water_pollution
http://en.wikipedia.org/wiki/Water_crisis
http://en.wikipedia.org/wiki/Forests
http://en.wikipedia.org/wiki/Logging
http://en.wikipedia.org/wiki/Old_growth_forest
http://en.wikipedia.org/wiki/Old_growth_forest
http://en.wikipedia.org/wiki/Slash_and_burn
http://en.wikipedia.org/wiki/Slash_and_burn


Theories of Political Economy provide 
answers

• But the answers are contradictory!

• They are based on opposing values:  freedom, 
equality, community.

• They are theories about what political 
economy SHOULD be about…….not 
necessarily what it IS about……



The Three Approaches

• This was McCain’s position when he advocated free trade…..
•

• The Second Approach we will discuss is based on the principle of equality —
or more broadly, a critique of Liberalism-that focuses on “fair” distribution.  
Because the market creates winners and losers, .

•

• The Third Approach is  is based on the principle of community.  That markets 
encourage selfishness of individuals, but that the economy should work for 
the broader community.  The community at whatever level should control 
the market for the good of the community—the nation—as a whole.  that of 
Economic Nationalism and Communitarianism.  This approach also says that 
the state should run the economy, but it should allow markets to operate.  
The state, however, must control the markets.  It must maake sure that no 
other economic powers exploit its economy.  It protects its own economy 
and promotes its businesses abroad.  It is not laissez faire.

Community



Questions for Session 2

• We will read central texts from Hayek and 
Friedman, both from the liberal school of 
thought: which one appeals to you and why?

• Why does Hayek think that planning makes 
the future more insecure than non-planning?

• Why is Obama called as a “socialist” regarding 
his Public Health Care Reform? Look for 
passages in the writing that justify this 
description.



Should NAFTA be renegotiated because the 
US isn’t benefiting from it? 

• Obama said he’ll unilaterally end NAFTA if Canada and 
Mexico negotiate what is “unfair” to U.S. workers.

• So democratic governments are tempted to restrict markets 
when they fall behind in market competition…..

• During the 2008 election campaign, McCain said free trade 
should remain free and unrestricted—that the government 
should stay out of the market.

• For both, we saw that when the market punishes those who 
are not creating wealth, political power should bail out the 
losers.



Many believe that Markets should go through this cycle 
without government intervention….

•Prosperity
•Transition
•Trough
•Recovery

?



One Reason to care…….

•Prosperity
•Transition
•Trough
•Recovery

?

Here we 
are  ↑

OLabor and Capital want Government Intervention

O


