Politics and Economics
(pg 7 -32) “Theories of Political Economics”


Politics:
	Many ways to define it

Politics as Government (pg 8-11)
	This studies the institutions of governments
		The formal institutions (parliaments, courts, ministries, laws)
		The informal institutions (tea money, little wives, parties, elections)
	Non-governmental things impact government (911, tea party, OWS, red shirts)
		But the study of politics is through the prism of government
	The state is a larger body then Government, more inclusive
		Thailand is larger than “the Thai Government”
		The state includes concepts of civil life, “ideology” (the south), norms
	Reducing politics to the government is a simplification
		But a useful one, since it allows one to focus on the government


Politics as the Public (pg 11-15)
	If economics is the private, politics is the public
	So politics is a reflection of the public’s desires and wishes
	And it is a reflection of those desires when expressed collectively….
		Ex: Iphones/Androids, religion, breakfast, cannibalism
	Absent externalities and public goods, market transactions are private
		At least when they are about preferences rather than values
	Also, “palace politics is private politics”, example Thaksin….		
	
	Do individuals have distinct “public” desires?
In other words, are individuals ONLY motivated by self-interest”
If yes (as many public choice economists model it), then no “organic” state
All decisions a function of self-interested, rational actors
If no, then politics can be about more than just self-interested behavior
Politics as a means of expressing bigger issues
Note politics can impact our perceptions strongly
Are our subjective perceptions really independent of others”
In this case, politics is more than a simple Utilitarian construct

Politics as Authoritarian Allocation
	Politics and Economics are both ways of allocating goods
		Economics is private, positive sum, voluntary, Unanimity
		Politics is public, often NOT pos sum, coercive, majoritarian/minority
	Possibly, goods are allocated differently because they are different goods
		Public Goods (and what a Politician means by it)
		“Values” are in this view public goods
			That can only have value if everybody consumes them….
		“Justice” is a good that MUST be coercively provided in some cases
			Criminals who cry “it’s not fair”
	Authority, while coercive, can be voluntarily accepted
		Has to be, to lower “transaction costs”
	Authority is what distinguishes the state from other systems
		Politics thus about authority
			Some authority outside of state institutions
				And not all state institutions are only about authority
	The normative question:  what is the proper boundary of the state?
		What’s allocated in markets, what’s allocated bureaucratically
	Possible answer’s
		When voluntary exchange has very high transaction costs (irrigation)
		When equity goals over-rides pareto optimality (equity vs. efficiency)
		Who cares?  Politics is about conflicting interests, look at the interests

Relations among the three approaches to politics
	It is useful to use each approach at times
		By looking at the Politics as public approach…
			We can define the represented public, and its preferences
		By looking at the Politics as government approach….
			See how it is a reflection of the public, but also
			how its specific forms come to influence the public preferences
		By looking at Politics as authoritarian allocation
			We can distinguish between the private and public (ex: toilets)
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Conceptions of Economics (pg 21-32)
	Economics as a means of calculation
	Economics as a way to provide material goods
	Economics as the Interaction of the above to create “an economy”

Economics as a means of calculation (21-24)
	This is the neo-classical definition
		People are rational, and pursue their interests subject to constraints
			(constrained optimization)
	Normatively, efficiency plays a huge role in this sort of economics 
		(why????????)
	This is a somewhat static view of things:  given certain assumptions
		You arrive at the optimal solution.  Little about the path (Austrians)
	But it is a very mathematically tractable system
	It is also very broad – it can be applied to almost anything….. (Becker)
		Note the definition of rationality is somewhat circular…
			If I am doing it, it must be rational, so I just have strange pref.
			What doesn’t work was a rational miscalculation
			Or was “rational” irrationality (public choice)
	In terms of political economy, this means that politics is just
		A specialized form of economic exchange
			And thus can be analyzed as economics is
				But how to determine the preferences of
					Voters, Bureaucrats, Politicians, (economists)

Economics as a means of providing material goods (pg. 24-28)
	This is the classical (Marxist) definition of economics
		People rationally go about providing themselves with material goods
			Through production and exchange
		Note that Material goods are the focus, not “the good life”
			In the period they were writing, this seems reasonable
		The world from 1810 to 1910, and 1910 to 2010
	The focus is much less on the individual, than on the “system”
		Individuals work in a system, of property rights, ownership and justice
		That leads to his constrained optimization choice
			But we will see the same or different SYSTEMS arising
	What we need is NOT based on our subjective preferences, 
		But rather on our place within a larger system
	This makes analysis of individuals less important, than of the system
		And led to the concept of economic “classes”
			In neo-classical economics, preferences are exogenous
			In classical economics, they are in part endogenous to system
	For Malthusian economists, subsistence wages was a simplifying factor
		Since the poor work for subsistence wages, we can define their
			Objective utility function:  a min. of food, clothing, shelter
				All else was luxury and thus not produced
			At the extreme, Marx and “scientific materialism”
		This simplified analysis greatly
		The concept of “surplus” production…..
	Different concept of “constraints” as well
		In neo-classical, constraints about the now
		For classical economics, constraints came from previous decisions
		Production today depends on past investment decisions
			This is a product of different units of analysis
	Any classical model has to deal with the question of how it sustains itself	

Note that the above two systems can be easily thought of as “How do we decide (about whatever it is we want)”, vs. “We want these things (obviously), so how do we go about obtaining them?”

“The Economy”
	Neither of the above two approaches 
Classical economists were the first to clearly distinguish between “politics” and “markets”
	Two main contributions
		The market system and its relation to the state (politics and markets)
		The creation and use of surpluses (Markets and society)

What they saw…..
	Market activities were flourishing
And more and more of life was being conducted in markets
	These markets seemed to be functioning well, without govt. regulation
		The feudal order had almost completely disappeared
	
	What did this mean for society, and for our UNDERSTANDING of it…
		Society was changing and evolving in unintended ways
			Nobody was planning it, or ordering it, it was arising itself
			So was a planner necessary?

The core distinction….
	The rise of commercial life was NOT due to govt., or anybody else’s, plan
	So at least some (most?) of the historic process was not by design
		Even if it was the result of human actions
			(F.A. Hayek: the result of human action but not of human design)
	So what are the laws of human actions?
		These laws operate independently of any person’s ability to order them
	So people are responding to large forces that they don’t control or see
		Even though these forces arise from the people themselves
			(Marx’s Materialism)
	
The emergence of Political economy
	Politics was downgraded in importance, learn the underlying forces
		Smith and the “invisible hand”, Marx and “modes of production”
	Two views now of government
		It should “get out of the way”
		It should “assist the inevitable transformation”
Assuming Gov. knows what the transformation will be

	Smith divided life into two spheres, political and non-political (civil society)
		The over-all system was political (England)
			But production and distribution is non-political

Civil society
	Thai examples……..
	Simplest societies – family groups
		Internally, they operate based on “love”,
		And can develop a few scale economies
	

Economics and Civil Society (pg 31-32)

Some important distinctions between the approaches…..
	If you assume economics is about calculation
		Then value is very subjective – can only be derived from decisions
		Any action that can be explained can be explained economically
			To explain politics, explain economics of voting/dictatorship 				No “organic state”
		Politics is subordinate to economics
	If you assume economics is about providing material goods
		It clearly separates politics and economics
		It limits the scope of economics, allowing clearer distinctions.
(It is falsifiable)
		It allows for social relations to
 co-exist with non-social (economic) ones
	If you assume economics is about the system of the economy
		Then the specifics of the system come into focus
			What are the incentives built into it, that maintain/destabilize it
		Institutions become more important, 
			And the non-economic becomes more distinct
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