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Chapter 2

Politics vs. Economics
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By the end of the chapter, students should be able to
know about

> the implications of the so-called “political
economy”

» the relations between the economic systems and
the political and cultural backgrounds of nations

> the primary characteristic of the postmodern
world economy at the end of the 20t century
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This chapter will cover 3 hours. 2 hours for the
Introduction of background information and
explanations of terms and the texts. And the other 1

hour for discussion and practice.
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» Translation: key sentences and terms

» Paraphrasing: major words and sentences
» Summarizing: important paragraphs

» Discussion: key issues

» Questions and answers
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The “political economy”, which was traditionally

named
dated

for the discipline of the economists, can be
npack to Adam Smith’s Wealth of Nations,

publis

ned 1n 1776.



Smith’s view, while more exhaustive than most
visions of economists, anticipated the Industrial
Revolution but hardly the global consequences of the
multinational corporation. However, his principles of

economic liberalism still have a leading role In
Anglo-Saxon cultures today.




Smith (1723-90) laid the intellectual framework
that explained the free market and still holds
true today. He is most often recognized for the
expression "the invisible hand," which he used
to demonstrate how self-interest guides the
most efficient use of resources In a nation's

economy, with public welfare coming as a by-
product.




John Maynard Keynes, 1883-1946.

Keynes's General Theory revolutionized the way
economists think about economics. It was path breaking
In several ways. The two most important are, first, that It
Introduced the notion of aggregate demand as the sum of

consumption, investment, and government spending.
Second, it showed (or purported to show) that full
employment could be maintained only with the help of
government spending.




To underscore his laissez-faire convictions, Smith
argued that state and personal efforts, to promote
social good are ineffectual compared to unbridled
market forces.




Economists still argue about what Keynes
thought caused high unemployment. Some
think that Keynes attributed unemployment to
wages that take a long time to fall. But Keynes

actually wanted wages not to fall, and

advocated in the General Theory that wages be
kept stable.




A general cut Iin wages, he argued, would
decrease income, consumption, and aggregate
demand. This would offset any benefits to
output that the lower price of labor might have

contributed.
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L_aissez-faire iIs short for “laissez-faire, laissez-
passer,” a French phrase meaning idiomatically
"leave to do, leave to pass" or more accurately "let
things alone, let them pass". It Is the principle of
allowing people’s activities (esp. of business) to
develop without control.




~ the people of plenty B##

People of economic abundance




e Pax Britannica and Pax Americana
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e austerity measures
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restraint measures

e status quo

LR
a Latin term meaning the present current, existing state
of affairs.
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1. That the Americans, “the people of plenty”, have
had difficulty maintaining clear boundaries between
politics and economics within their own society, not
to mention In their attempt to impose their liberal

Ideology upon other societies, Is not surprising.
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2. ldeology Involves falling in love with ideas that
further a certain group’s or state’s concrete
Interests.

VU A5 B S Pl 1 10 B 1 [ 5

ﬂ?’F'JmEI’JFE\ﬁ‘E K= % o




3. The sacrosanct value of individual freedom in the
United States, for example, heavily depends upon the
assumption that economics and politics can be kept
separated, that the state should be kept out of people’s
private “business” lives as much as possible.
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4. The pragmatic individualism and empiricism of
Anglo-Saxon thought in general and of Adam
Smith’s classical liberal doctrine of maximizing self-
Interest in particular served as preconditions for the
birth of the Industrial Revolution in Britain.
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5. While conditions other than economic ideology are
necessary for a sufficient explanation in answering these
questions, contemporary historical developments suggest
that individual self-interest and organizational efforts to
optimize what already exists, which are the engines of

motivation behind industrial capitalism, are ideas without
which no adequate explanation is possible.
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6. The primacy of global logic does not go to the
point of closure of Immanuel Wallerstein, who argues
In The Modern World System (1974) that neither the
sovereign state nor national society constitutes “a
social system”, that only the world-system constitutes
a social system and that one can only speak of social

change In social systems.
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