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POL1102 – Got my mind on my money and my money on my mind

Capitalism
· Problem – who gets what? How do we divide scarce resources
· Power – who is in charge? Who can make rules and choices (or lack thereof)
· Ethics – what should we do?
· What is the system of beliefs that makes that inequality justified

Logic of the Market
· Invisible hand – individuals making self-interested decisions with full information and freedom of consumption will make the most efficient choice which leads to overall efficiency
· Greed is good – if every one in a capitalist market makes self-interested decisions, the market will be most efficient
· The market is a “free-for-all” in that everyone 
· “It is not from the benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their regard for their own interest” – Wealth of Nations Book 1, Chapter 2
· Adam Smith argues that people should forget about moral duty and be as greedy as possible to create overall wellness

A Rising Tide Lifts All Ships
· When Capitalism expands to the global level, it also makes the poor countries richer
· It may be at a slower rate, but they still have access to global capital and can create wealth
· Problem – when the government intervenes in the market, it becomes more inefficient but to become more equal
· States are trying to balance between what they think is right and what the market equilibrium is
· “Globalization makes us richer – or makes enough of us richer to make the whole process worthwhile”
· “Globalization benefits producers by giving them greater choice over their raw materials, production techniques, and human talent, not to mention over the markets where they sell their goods”

Dangers of Globalization
· Limits power of government
· In the view of power of markets
· Ex. Canada has more economic power, so they have more power than Eritrea (for example)
· Political culture of individual liberty
· Is Liberalism of this kind a universal good
· Capitalism has its own individualistic culture – everyone should look after their own interest. 
· Support or critique in capitalism is indicated by buying or not buying goods – this system gives the most power to the consumer
· Market is self-regulating – consumers will police corporations
· Left critique: change of master from government to corporation

Economic dimensions
· Bretton Woods: 1944 – Meeting between John Maynard Keynes and others to prevent actions like in Germany (c. 1920)
· International Monetary Fund – provides short term loans in foreign exchange
· Countries can borrow money from the IMF and pay it back short-term
· Global Credit Card
· International Bank for Reconstruction and Development (World Bank)
· Lender of last resort for countries
· Provides money for international projects that may not pay back immediately
· Sought a strong economic standing internationally
· General Agreement on Tariffs and Trade (GATT)
· Lead to the World Trade Organization
· Protectionism – the state decides to protect their national economy by placing barriers on foreign enterprise. The goal is to protect domestic industry from the global market (if the price of food goes up, it causes problems)
·  Tariff (tax on foreign goods), 
· Quota (limit to what can be imported) 
· Subsidies (government giving money to firms)
· Free Trade – removing barriers on foreign enterprise and allowing all foreign goods

Golden Age of Controlled Capitalism
· 1945-1972
· There was a free market, but it was not completely free – the state would be involved in the economy but not too much
· Gold Standard – links all global currency to an amount of a commoditized good (usually gold)
· Prevented inflation because there was always a fixed amount
· GATT allowed for trade and tariff barriers
· Countries could impose restrictions on foreign enterprise
· Subsidies, quotas and standards allowed for manipulation of markets

1971 – Year Zero
· Nixon drops the gold standard – allowed the USD to “float” – dependent on market supply and demand, so the market determines the value of the currency
· Removing the Gold Standard
· Since the USD became the global currency, they were supplying money to global markets
· Nixon decided to print more money than gold because people would always want American goods – this meant that the value of the dollar was dictated by market value
· OPEC oil embargo of 1973
· OPEC decided to send less oil to Europe and the United States
· The lack of supply raised the price of oil – the OPEC countries made money but prices in the other countries rose at a rate greater than that of economic growth
· Lead to a stagflation – increased price with no growth

Neoliberalism
· The idea that the state should withdraw from market as much as possible
· Milton Friedman
· Institutes Free Market Capitalism rather than Controlled Capitalism
· Privatization of the Market
· Ex. In Britain, the state owned the coal, steel and television. Neoliberalism says that it trades market efficiency for votes
· Deregulation of the Economy
· Remove rules that try to promote market equality over market equity
· Liberalization of trade and industry
· Let the market interact internationally and if markets fail, too bad (they are inefficient)
· Control of organized labour
· Unions have to be controlled because they lead to over priced labour
· Keep inflation in check at the cost of unemployment
· Reduction of social spending
· Social spending gives an incentive for the rich to stop working and producing and gives an incentive for the poor to not try to get out of poverty
· Downsizing government

Pros of Global Capitalism
· Allows for specialization
· If a firm is better at producing something, they can specialize in it and do it better
· Leads to competition
· If a foreign worker can do something well and cheap, it causes the domestic worker to prove why is worth more 
· Profit comes from lower cost and labour is cheaper in poorer places – poverty becomes a net input into the global economy. People get more profit, thus have an incentive.
· Poverty is a comparative advantage – it seeks out the poorest and gives them the work. In turn, they support other businesses and this effect continues
· Spread of technology

Creative Destruction
· Schumpeter
· If a firm is inefficient, it will be closed and moved elsewhere. This liberates capital and calls for people to work elsewhere
· GM plant in St. Catherines

Transformation
· Leading sector – super-profits
· The most innovative idea generates the most profit
· Different ways of organizing labour
· Labour used to have labours that are responsible for doing everything
· It was transformed to allow for specialization and buying goods only when needed

Cons of Capitalism
· Causes firms to make decisions that are morally objectionable
· The poor countries were still poor
· Debt owed by poorest 47 countries is equal to the Western Military Budget ($422 B)
· Inequality happens because the rich get richer at a faster rate than the poor get poorer

Transnational Corporations
· Firm that operates in more than 3 countries
· These corporations have enough power to force states to compete with each other for their investment
· Leads to the “Race to the Bottom” – states compete with each other for investment by making their economy more attractive by lowering their standards by collecting less tax, lowering environmental/labour standards or lowering infrastructure
· Analogy – The Bachelor
· Account for 70% of the world trade

Another way of thinking about the economy
· Arborial – hierarchical
· States are structured this way – can only work in a hierarchical structure because of its limited power structure
· Rhizomatic – network and expansion
· Economies work this way – economic activity goes anywhere it wants in the world

After WWII
· No longer a need for the US to occupy a space
· Instead, it was important to be able to control the network

Thomas Freidman – Flat World
· “Golden Straight-jacket” – if one does what the international community thinks is a good idea, one will get rewarded by others
· Problem – there is no choice for what can or cannot be done
· The economy grows, but the politics shrinks – the politics shrink because they lose choice over what they can invest in (ultimately investing in less because of what the market needs)
· Friedman says the straight-jacket is good because the market is democratic because market capitalism is about choice and it forces governments to follow these principles
· Allows markets to choose more consumers, producers
· Markets decide if countries are transparent in their structures and will decide to invest or not to invest in that country
· It forces a country to become more democratic
· If the country is following neoliberal principles, non-state actors will attract interest and can establish business

· How do we know if the country is following the rules?
· Look at the electronic herd – the decision makers that decide where it is safe to invest
· The electronic herd looks at whether or not a country is on the right track to this golden-straight jacket
· 2 cows in this herd
· Short Horn Cows – experts in investment, mutual funds at the World Bank, IMF etc. who decide where to invest capital
· Good place to invest?
· Long Horn Cows – Multinational Corporations that decide to invest real things in the economy (build a factory, allow for a subsidy)
· Good place to make money?
· Where is the power?
· With the evaluators of credit-rating – those who decide if the country’s economy is properly managed
· Standard and Poor’s rating, Moody’s Investment rating
· Expert opinions on application of rules of golden straight-jacket
· Rewards transparency and obedience to common sense
· “Never stupid for long”

Golden Straight Jacket
· Private sector primary engine of growth
· Low inflation and price stability
· Downsize government – privatize state…

Wisdom of Crowds
· Similar to the Invisible Hand
· Law of large numbers means that the average of all decisions is more accurate than the best individual decision.
· The more opinions there are, the more accurate these opinions will be

Triumph of Speed over Space
· Flat world means that space is no longer as important as speed
· Information and technology make physical distance irrelevant – as long as it can be done in a faster time
· It does not matter where you are, as long as you can get something somewhere fast enough
· Global infrastructure make transportation cheap
· No concentration of innovation, creativity or access to leading sectors in the economy
· [bookmark: _GoBack]The idea of a leading sector in industry is gone. If one can access
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