GOVT 220 Marc Eisner
Fall 2007 Wesleyan University
MW 8:30-9:50

AMERICAN POLITICAL ECONOMY

Political econony addresses a wide range of issues, induding the ways in which public
policies and inditutionsshape econormnic performance (growth, inflation, unemployment);
the impact of public policies on the evolution of econonic ingitutionsand relationships
ove time; and the ways in which econonic performance impinges upon govenmental
decision making and political stability. This course focuses on the American political
econony as it has evolved ove the course of the past century.

The gods of the course can beclearly stated:

1.

To gan a familiarity with competing perspectives on the state in the econony.
Andysts approach the study of political economy with a nunmber of theoretical
perspectives, each with its own inhaent strengths, weaknesses, and biases. Students
in the course will encounter several theoretical approaches ranging from rationd
choice to dass perspectives.

To gan an understanding of the key actors in the American political econony,
induding corporations labor unions finanda ingitutions and govenment agencies
engaged in economnic management, and therelationships among hem.

To gdan an undestanding of how paterns of state-econony relationsevolve ove time
and theimpact that this process has on econonic performance.

To gan an undestanding of the dynamic of globdization and the ways in which it
impacts on the distribuon of wealth, oppotunities, and economic power across
borders.

To sharpen ond3 ability to think critically about how economic policies and
ingitutionsand the possible avenues of reform.
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COURSE READINGS

All of the course readings for GOVT 220are available as e ectronic doauments, ether
through BTOR or online

COURSE REQUIREMENTS

Midterm Exam 30%
Research Paper Progpectus 10%
Research Paper 30%
Find Exam 30%

The Midterm Exam

The midterm exam will be given on Octobe 22" and will beworth 30%of thegrade. It
will cover al readingsand lectures throughOctober 17" . The exam will condst of short
answer identificationsand will provide ample oppotunity for choice.

The Research Paper

Theresearch pgper mug engage a topic of core relevance to the course. Examples would
indude key economnic policies, events, or theoretical debaes. The paper mug employ
some subst of the works assignal in the course, in addition to research conduded
primarily for the assignment.

Theresearch paper requirement has two components: aresearch paper progpectus dueon
or before Octobe 15", and a research paper not to exceed 20 pages in length, due by
midnight December 10". Both components must be submitted as electronic doauments
(Microsoft Word Documents, as email attachments).

The prospectus is an invaluable tool for writing a research paper. It mug contain an
introdudion which establishes the thesis, purmpose, and relevance of the project to the
course. The body of the progpectus should summarize the key elements of your research
(i.e, how you will suppat your thesis, claims, hypothesis). In addition, there mug be an
annotated bibliography with at least 4 sources (joumd articles, book chapters, or book9
not assigned in the course.

Theresearch pape should not exceed 20 pages. The best pgpers will effectively develop
athesis and an argument, suppot the thesis by exploring relevant research on the topic,
and exhibit abroad competence of the subject matter.

The Final Exam

The find will be a take home exam. The question will be distributed during the find
weeks of the semester and will be dueon or before 9:00 am. on 20 December (the time
assignal for thefind exam by the registrar).
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COURSE POLICIES

It is an expectation of the course tha students will atend class regularly and arrive before
the beginning of the period. If you anticipae tha you will notbeableto arrive at class as
scheduled, you should recondde your decision to take this course. Likewise, if you
anticipae tha you will not be able to meet the due dates (e.g., you have commitments to
be absent during key periodsof the semester) you are urged to recondder your decision
to take this course.

Incompletes and extensons will be alowed only in cases of serious and verifiable
emergencies (e.g., erious iliness, family emergency).

It is assumed tha all students will familiarize themselves with wha conditutes
plagiarism unde University policy and will abide by the provisionsof the Honor Code

CONTACTS

My office hous (317PAC) are asfollows:

Mondy 1011
Wednesday 4-5

Meetingsoutside of these paiodsmug bearranged by gpointment.

Electronic Communications

Email is my preferred mode of communication (mesner@wesleyan.edu). All emails
should have the course number GOVT 220in the header for filtering purposes. | hopeto
reply to al emails at the end of busness ontheday received. Emails tha ask questionsor
request information that may be beneficial to the class will be circulated via email, albeit
with the name of the origind correspondent removed.
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Session
1-2
(9/5-10)

COURSE SCHEDULE AND READINGS
TOPIC
PART |. WHAT ISPOLITICAL ECONOMY?

Political econony integrates the study of econamics and political science
(with contributons from history, sodology, and law) to undestand the
ways in which the political-inditutiond environment impacts on market
behavior and, conversely how the econony shgpes political action. The
growing interest in political econony reflects, in pat, ongong efforts to
break down disciplinary bariers and move away from highly stylized,
formal, and discipline-specific modds of politics and econormics. See, for
example, the debates over (pod-autistic econamicsO at the Pog-Autistic
Economics Network. A similar movement has been occurring in political
science as pat of the Perestroika Movement.

Political econonists have adopied a hod of different approaches, placing
varying emphasis on the role of individuds, markets, inditutions and
classes. Familiarize yourself with each of the perspectives:

Public Choice
James M. Buchanan and Gordon Tullok, The Calculus of Consent,
Chapters 1-4. Download.

The Austrian School . ]
Llewellyn H. Rockwell, Jr., QVhy Augtrian Economics Matters.OLudwig
von Mises Inditute. Download

The Ingtitutional Per spective )
Geoffrey M. Hodg®on, ONhat is the Essence of Ingitutiond Econonics?0O
Journal of Economic Issues, 34(2000:317-329 Download.

The Class Per spective )
Bob kssop, @apitalism and the Capitalist Type of State. ODownload.
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PART Il. THE AMERICAN POLITICAL ECONOMY

3
(9/12)

4-5
(9/17-19)

Overview of the American Economy

The best single sngpshot of the US econony is found in the Econonic
Report of the President. An interesting evaludion of performance is issued
by the Shadow Open Market Committee. The Left Busness Observer and
the Econonic Policy Inditute provide ongong andyses of US economic
policies from a left perspective. The Cato Inditute provides andyses from a
libertarian perspective whereas the American Enterprise Inditute does the
same from aconservative peaspective.

1. Coundl of Econonic Advisors, Economic Report of the President,
2007. Qrerview, Chapters 1. Download.

Markets, Courtsand Property Rights

The market is an ingitution for the exchange of propeaty rights. Although
we are often tempted to speak of the market and the state as two opposng
endponts on a continuum in redity, markets depend heavily on the
expression of public authority. Propety rights can be defined as the rights
Qo use, enjoy or possess adeterminant thing, and therightto excludeothers
from same.OThese rights are established through public policies and coutt
decisions Propety disputes are adjudicated by courts and rights are
enforced via the police power of the state.

Much of the political economic research on markets focus on the ways in
which public policies provide a founddion for the emergence of markets
and compensate for thar limitationsand the ways in which actors organize
themselves and ther relationswith others in hopes of protecting thar rights
and minimizing uncertainty (and their vulnerability to oppottunistic
behavior).

1. Adam Smith, An Inquiry into the Nature and Causes of the Wealth
of Nations, Book |, Chapters 1-3. Download

2. F.A. Hayek, Orhe Use of Knowedgein Sodiety.Odmerican
Economic Review, XXXV (1949: 51930. Download.

3. Frank B. Cross, Q. aw and Econonic Growth.((2002) Download

4. Deirdre McCloskey, Bourgeois Virtues?' Cato Policy Report, 28, 3
(May/June2006) Download
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6
(9/24)

7-8
(9/26-
10/1)

The State

According to Max Weber, the state is that ingitution which enjoys Qhe
monopol of the legitimate use of physcal force within a given territory.O
As such, it is oneof the core topics examined by political scientists (and
increasingly, sodal scientists more broadly). Each of the completing
theoretical frameworks discussed in the beginning of the semester adopts a
different undestanding of the state. Marxists, for example, tend to view the
state through the lens of class struggle. Pluralist, elite, and public choice
theorists will offer very different accourts.

1. Stephen D. Krasner, Q\pproaches to the State: Alterndive
Conceptionsand Historical Dynamics.OComparative Politics, 16
(1984) 223246.Download

2. James G. March; Johan P. Olsen, 0he New Ingitutiondism:
Organizationd Factorsin Political Life.OThe American Political
Science Review, 78, 3 (984) 734749.Download

3. Stephen Skowronek, @rder and Change.OPolity, 28, 1 @utumn,
1995) 91-96. Download

4. James M. Buchanan, QPublic Choice: Politics Without Romance.O
Policy, 19,3 003} 13-18. Download

5. Robet Higgs (Trisis, Bigge Government, and Ideological Change
Two Hypotheses on the Ratchet Phenomenon.ownload.

The Corporation and Governance

The corporation is a legd entity (an artificial person with distind legal
rights and conditutiond protectiong and an organization tha coordinaes a
variety of actors in the produdion of goodsand services. The ways in which
corporations are organized and coordinae ther activities and external
relationships have important implications for thar capacity to compete in
markets, adjud to changing drcumstances, innovde, and generate wealth.

1. Rondd Coase, 0The Nature of the Firm.OEconomica, 4, 16 (937)
386-405.Download

2. Alfred D. Chandler, ¥, Orhe Emergence of Managerial Capitalism,0
Business History Review, 58 (1984): 473503 Download

3. David Vogd, QVhy Businessmen Distrust Their State: The Political
Congioushess of American Corporate Executives.Qritish Journal
of Political Science, 8, 1.(1978) 4578. Download

4. Oliver E. Williamson, Orhe Econorrics of Organization: The
Transaction Cost Approach.OThe American Journal of Sociology,
87, 3. 1981) 548577.Download
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(103)

10
(108)

5. John L Campbdl and Leon N. Lindbeg, Property Rights and the
Organization of Econormic Activity by the State. Odmerican
Sociological Review, 55,5. (1990) 634647.Download

6. Marc Schneberg, @Vha( on the Path? Path Dependence,
Organizationd Diversity and the Problem of Inditutiond Changein
the US Econorry, 19001950.CSocio-Economic Review, 5 2007)
47-80. Download

Finance

Finance plays a critical role in shgping political econonic outcomes.
Corporate finance is a complex topic worthy of some attention. In the
United States, a heavy reliance on capital markets creates pressures for
short-term profitability. The availability of low-cog secondary markets
(such as the New York Stock Exchangeand NASDAQ) alows investors to
adjug thear portfolios rapidly in response to changes in profitability. The
chief regulator of the corporate finandal markets is the Securities and
Exchange Commission, created duing the New Deal.

In addition, the Federal Reserve Board manages the money supply and
interest rates through ts regulation of U.S. banks.

1. Ross Levine, GFinanda Development and Econamic Growth:
Views and AgendaQJournal of Economic Literature, 35, 2. (997)
688-726.Download

2. John T. Woolley, voneary Policy Indrumentation and the
Relationship of Central Banks and Governments.Odnnals of the
American Academy of Political and Social Science, 4341977} 151
173.Download

L abor

Labor is another important element in the political econony. Although
labor unions often receive much attention, union membership rates have
been quite low in the United States (membership peaked during the New
Deal and World War |1, largdy as a result of government recognition and
promotion of union organization. See the National Labor Relations Board
history if interested). The US Department of Labor has much information
on labor at its websgte. The Bureau of Labor Statistics is the primary source
of daa on US labor and ahog of economnic trends

1. Karen Orren, 0OChe Primacy of Labor in American Conditutiond
Development.OThe American Political Science Review, 89 (1995)
377-388.Download

2. David Fairris, @rrom Exit to Voice in Shopfloor Governance: The
Case of Company Unions.OThe Business History Review, 69, 4.
(1995) 494-529.Download
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3. Christophe L. Tomlins O’he New Deal, Collective Bargaining, and

the Triumph of Indugria Pluralism.Olndustrial and Labor Relations
Review, 39, 1. 1985) 19-34. Download

Jack Barbash Orrade Unionism from Roosevelt to Reagan.Otnnals
of the American Academy of Political and Social Science, 473
(1984) 11-22. Download

11-12  Collective Action, Rent-Seeking, and the State
(1010  Mancur Olson® Logic of Collective Action framed some interesting
17) debaes on the political economic implications of group mobilization (a
theme he broughtto fruition in his next book, The Rise and Decline of
Nationg. A central concern is the way in which organized interests may
capture policies that serve thear interests while placing a clam on the
income of the unomanized (an activity known as rent-seeking). Often,
policies that appear to serve the public interest become little more than a
form of corporate welfareN a fact that is hidden by the formation of wha
Bruce Yandle describes as Bootiegge-BaptistOcoditions

1.

2.

Geoffrey Brennan and James M. Buchanan, The Reason for Rules:
Constitutional Political Economy, chapter 4. Download

Bruce Yandle, (Bootleggas and Baptists: The Education of a
Regulatory Econonist.ORegulation, 7, 3 (L983) 12-16. Download
Bruce Yandle, (Boofleggas and Baptists in Retrogpect.O0
Regulation, 223 (1999): pp. 57 Download

. Jonahan Adler, Rent Seeking Behind the Green Curtain.O

Regulation, 19, 4 (1996) Download

Mancur Olson, CBtagflation and the Political Economy of the
Decline in ProdLCtiVity.O The American Economic Review, 72, 2
Papers and Proceedingsof the Ninety-Fourth Annud Meeting of the
American Econonic Assodation. May, 1982) 143-148. Download

13 Midterm Exam In Class

(10122)
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1. THE EVOLUTON OF THE AMERICAN POLITICAL ECONOMY

14
(10R4)

1517
(1029
1155)

Progressivism and the Rise of Regulation
The Progressive Era, daed from the last years of the ningeenth century to
the onset of World War |, was a period ripe with political, econormric, and
sodal reforms. A hod of new regulatory initiatives (induding an expanson
of antitrugt and the creation of the Federal Trade Commission) peamanently
changed the role of the state in the econony and in many ways created an
important foundaion for therise of the moden welfare state. It also marked
the beginning of sodal engineering as policy makers soughtto apply sodal
scientific research to 0lve ahog of soda and economic problems.

1. John Ritrick Diggins, GRepublicanism and Rrogressivism.O
American Quarterly, 37,4 (1985)572598.Download

2. Robet H. Wiebe, (Busness Disunity and the Progressive
Movement, 190:19140The Mississippi Valley Historical Review,
44, 4. 1958) 664-685.Download

3. Martin Shefter, QRegiond Receptivity to Reform: The Legacy of the
Progressive Era.OPolitical Science Quarterly, 98,3. (1983) 459
483.Download

4. Alan L. Seltzer, ONoodrow Wilson & "Corporate-Liberal": Toward
a Recondderation of Left Revisionist Historiography.OThe Western
Political Quarterly, 30, 2 (977): 183212.Download

Planning for War and Depression
War has had an enormous impact on state-building. In response to war,
policy makers need to develop the administrative tools and policy
ingruments to mobilize all of sodety. Once war ends these lessons are
rarely forgotten. In the United States, the three greatest episodes of state
expandon occurred during World War 1, the Great Depression, and World
War Il.

1. Theda Skocpol, and Ken Finegold, (Btate Capacity and Econonic
Intervention in the Early New Deal.OPolitical Science Quarterly,
97(1982) 255278. Download

2. ThedaSkocpol; Kenneh Finegold; Michagl Goldfield,&Explaining
New Deal Labor Policy.OAmerican Political Science Review,
84(1990) 1297%1315.Download

3. William F. Shughat I, @ending bdore the Storm: The U.S.
Supreme Court in Economic Crisis, 1938193707 he Independent
Review, 9, 1,(2004): 55883 Download

4. Brian Wadddl, (Corporate Influence and World War |1: Resolving
the New Dedl Political Stalemate.QJournal of Policy History, 11,3
(1999) 223256.Download
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18
(11177

19-20
(1112-
14)

The Rise and Fall of the Keynesian Consensus

During the poswar period, macroecononic policy was domnaed by the
Keynesian conenaus Policymakers soughtto manage aggregate demandin
the hopeof minimizing fluctuaionsin the busness cycle and preventing a
reoccurrence of the Great Depression. The Keynesian consensus guided
policymakers for more than two decades after World War 1. However, the
combinaion of high inflation and stagnaion (or stagflation) during the
1970sled to the collapse of this consensus. At the same time, growing
concerns aboutthe econamic impact of the regulatory and welfare state and
agenagad declinein faith in govanment suppotted a more genera rejection
of govenment activism and set the stage for therise of neoliberalism in the
1980sand 1990s

1. J. Bradford De Long, K eynesianism, Penngylvania Avenue Style:
Some Economic Consequences of the Employment Act of
1946 he Journal of Economic Perspectives, 10,3. (1996) 41-53.
Download

2. LeonN. Lindbeg, Orhe Problems of Econonic Theory in
Explaining Economic Performance.Odnnals of the American
Academy of Political and Social Science, Vol. 459, 1982) 14-27.
Download

3. James Tobin, 0Che Conservative Counier-Revolution in Econorric
Policy.OThe Journal of Economic Education, 14, 1. (1983)30-39.
Download

Neoliberalism and the Return of the Market

The election of Rondd Reagan in 1980 marked something of a sea change
in the American political economy. Reagan® economic program had
several key features, induding: strong suppot for deregulation, regulatory
reform, and welfare reform; tax redudionsto create stronge incentives for
growth (supply side economics); the use of mondary policy to control
inflation; and greater suppott for free trade. The basic features of ReaganG
program (often referred to as Reaganomics) defined a new policy consensus
in the United Sates tha would find an expression in subsequent presidentia
administrations

1. William A. Niskanen, QReaganomics.OThe Concise Encyclopedia of
Economics. Download

2. JudeWanniski, Oraxes, Revenues, and the Q affer Curve. @The
Wall Street Journal, June1978 Download

3. Murray N. Rothbad, Orhe Myths of Reaganomics.O Download

4. Henry R. Nau, OVhere Reaganomics Works.OF oreign Policy, 57.
(1984 1985). 14-37. Download
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21
(11126)

22
(11128)

5. Kenneh R Hoove, Orhe Rise of Conservative Capitalism:
Ideological Tensonswithin the Reagan and Thatcher
Governments.OComparative Studies in Society and History, 29, 2.
(1987)245-268.Download

6. Paul Pierson, 0he New Politics of the Welfare State.OWorid
Politics, 48,2 1996) 143179.Download

Deficits, Debts, and Transfer Seeking

Keynesian economics provided a theoretical judification for budge deficits
during downturnsin the busness cycle. With the decline of Keynesianism,
little theoretical judification exists. Rather, budget deficits appear to be a
produd of political dynamics (e.g., tranger-seeking, pork barel politics, tax
cuts) and new policy commitments (Iragq, Medicare Modenization). As of
this writing, the debt stands at $8,969,803,128,89.47 You can track the
debt at the U.S. Treasury® Bureau of Public Debt. Deficits and the debt are
of great concern because of the impact of future generations the value of
the dollar, and the impact on the capital available for commercial
investment. We will examine the problem of deficits in the context of the
Bush presidency.

Peter G. Peterson, Running on Enpty: How the Democratic and
Republican Parties Are Bankrupting Cur Future and Wha Americans Can
Do AboutIt.OPresentation o the Inditute for Internaiond Econorrics,
Augug 9, 2004 Download

David M. Walker, @ ongTerm Budge Outlook: Saving Qur Future
Requires Tough hoices Today.OTestimony bdore the Committee on he
Budgd, U.S. Senae (Januay 11, 2007) Download

The Cods and Benefits of Globalization

Globdization opens the door to highea levels of growth through the
realization of comparative adventage. Moreover, economnic development
and integration have had a powerful impact on life expectancy and infant
mortality rates. Nonghdess, these benefits come at a cosd measured in
econonic insecurity and the loss of cultura autonony. Advocaes and
opponats of globdization will continueto debate whether the cods exceed
the bendfits.

John Micklethwait; Adrian Wooldridge Orhe Globdization Backlash.O
Foreign Policy, 126. Gep. - Oct., 2001) pp. 1618,20,22, 24,26Download

Gary Burtless, (Blobalization and Income Polarization in Rich Counties.O

BrookingsInditution, Issuesin Economic Policy No.5, April 2007.
Download
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23
(1213)

24
(125)

25
(12/10)

The Limits Imposed by I nstitutions

Although globdization appears to be process driven by markets and
technological change, inditutions can play a mgor role in modeating its
effects. The mgor internaiond inditutions responsble for managing the
internaiond econony are the World Trade Organization, the Internaiond

Mondary Fund and the World Bank. Are these inditutions are failing in
thar primary duties? Moreover, are existing inditutions sufficient to
manage the domestic political coditionsaffected by the ongong expanson
of free trade?

Joseph E Stiglitz, Memoaratizing the International Monetary Fund and the
World Bank: Governance and Accounibility.OGovernance, 16,1 (January
2003) 111-39. Download

Daniel J. Ikensnn,O_eading'ﬂweWay: How U.S. Trade Policy Can
Overcome Dohds FailingsOCato Ingitute, Trade Policy Andysis no. 33
(June 19, 2006) Download

The Return of Property Rights

Despite the heavy investments in foreign ad and the growing piesence of
the globd market, development remains an dusve god for many naions
There is agrowing mnsensustha the preconditionsfor effective marketsN
the very factors addressed esrly in this courseN are missing.

Hernando ce Soto, The Mystery of Capital.O 21¢ Annud Morgenthau
Memoria Lecture, Carnegie Coundl, May 8, 2002 Download

Robet J. Samudson, he Spirit of Capitalism.OForeign Affairs
(Januay/February 2001) Download

William Easterly, QVas Development Assistance a Mistake?OAEA Papers
and Proceedings, 97,2 May 2007) 32832. Download

Course Conclusion
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