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INTRODUCTORY COMMENTS AND KEY 
QUESTIONS

Orvis and Drogus note that the Great Recession 
that began in the US in 2007 and spread 
across the globe in 2008-09 caused massive 
economic upheavals which led to numerous 
political changes…with many governments 
changing hands around the globe.



Market economies 
have become pretty 
much universal 
since the end of the 
Cold War. Although 
the state does not 
control the economy 
in a way that 
previous Communist 
governments did. 
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However: 
governments can 
and do intervene 
in the economy to 
try to encourage 
economic growth 
and influence how 
economic benefits 
are distributed.
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As a result, the relationship between the state 
and the market and the debates surrounding 
it are crucial to understanding modern politics 
virtually everywhere.



As Table 10.1 (page 
315) in your text 
demonstrates, 
even though 
virtually all 
countries are now 
market economies, 
they have achieved 
widely varying 
levels of economic 
success. 
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Different histories, positions in the global 
economy, and economic policies produce 
dramatically different levels of wealth, 
economic growth, unemployment, inequality, 
and poverty.
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Chapter 10 of your text will examine the 
fundamental economic concepts that will help 
us understand the relationship between the 
state and the market and the long-standing 
debates over that relationship.
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The Market, Capitalism, and the State
A market economy 
is an economic system 
in which individuals 
and firms exchange 
goods and services 
in a largely unfettered 
manner.



Capitalism is not 
exactly the same 
thing as a market 
economy, though 
the terms are 
typically used 
interchangeably. 
Capitalism is the 
combination of a 
market economy 
with private 
property rights.

Capitalism
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Almost all countries have some form of a 
capitalist economy today, although the degree 
to which the market is unfettered and the 
precise nature of private property rights vary 
widely.



The end of the Cold 
War eliminated the 
communist 
command economy 
– an economic 
system in which 
most prices, 
property, and 
production are 
directly controlled by 
the state – as a 
viable political 
economic 
model…BUT…
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…it did not end the debate over 
what ought to be the 
relationship between the 
market and the state.
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People tend to see the capitalist market 
economy as somehow natural, and therefore 
also see it as existing independently of 
government. Of course, nothing could be 
further from the truth. 
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It’s important to always remember that capitalism 
CANNOT exist without the state; the absence of a 
state would mean the market would be severely 
limited; without state provision of security, property 
and contract rights, and money, exchanges would be 
limited and would require security forces.
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Essential Roles
There are several essential roles the state must 

play in a capitalist economy:

1) Providing security

2) Establishing / enforcing property rights

3) Creating and controlling currency
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Public Goods

Goods or services 
that cannot or 
will not be 
provided via the 
market because 
their costs are 
too high or their 
benefits are too 
diffuse.

COMPARATIVE POLITICS

Good example?

National Security
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Beneficial Roles 

Several other roles the state commonly plays in

the modern market economy are not absolutely

essential, but most 

analysts consider 

them beneficial.
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They include:

1) Providing infrastructure

2) Education and health care

3) Correcting market failures
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Market Failure

Phenomenon that occurs when markets fail to 
perform efficiently.



Externality
A cost or benefit of 

the production 
process that is not 
fully included in 
the price of the 
final market 
transaction when 
the product is sold.
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Markets can also only maximize efficiency when 
buyers and sellers know the full costs and 
benefits of their transaction. Economists call 
this having “perfect information.”



Monopoly
A third common 

market failure is 
monopoly – the 
control of the 
entire supply of a 
valued good or 
service by one 
seller.
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Politically Generated Roles
All the economic functions of the state 

discussed to this point are economically 
required or at least beneficial to the market. 
The final category of state functions in a 
market economy are those that are politically 
generated by citizens demanding that a state 
take action.



Because state 
interventions are 
the result of 
political 
demands, they 
are contentious 
and vary greatly 
from country to 
country.
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In wealthy industrial economies, modern working
conditions – including minimum wage, and
eight-hour workday, 
and workers’ health 
and safety standards –
are largely the result 
of labor union demands.
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Similar controversy and variation exist around 
income redistribution policies. Typically 
referred to as “welfare” in the U.S., these 
policies exist to mitigate the effects of unequal 
income distribution that markets generate.
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The state must carry out certain roles if

capitalism is to survive and thrive. 

Political leaders know 

that much of their 

popularity rests on the 

ability to generate goods 

and services, jobs, and 

government revenue.
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Key Economic Debates
Understanding political economy and the
relationship between 
the state and the market 
requires the application 
of both political science 
and basic economics.



Major economic 
theories lie 
behind the 
debates over how 
governments 
should intervene 
in the market.
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The most important 
debate is between 
Keynesian and 
neoliberal 
theories, of when, 
why, and how the 
state ought to 
attempt to guide 
the economy.
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Keynesianism

Named for British economist John Maynard 
Keynes, who argued that governments can 
manage the business cycles of capitalism via 
active fiscal policy and monetary policy, 
including deficit spending when necessary.
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Fiscal Policy

Government budgetary policy

Deficit Spending

Government spending more than is collected in 
revenue
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Monetary Policy

The amount of money a government prints and 
puts into circulation and the basic interest 
rates the government sets.
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Neoliberalism

There exists an alternative economic theory that 
has gained popularity. What came to be 
known as neoliberalism argued that 
government intervention to steer the economy 
was at best ineffective and often harmful.



Some neoliberal 
economists (i.e. 
Milton Friedman and 
Friedrich Hayek) 
argued that 
governments should 
minimize 
intervention in the 
free market so that 
the market can 
allocate resources 
efficiently as 
possible to 
maximize wealth 
generation.
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Because they 
believe market 
failure is 
relatively rare 
and government 
spending harms 
the ability of 
business to 
invest, neoliberal 
theorists also 
favor cutting back 
most government 
regulations.
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Keynesianism vs. Neoliberalism: An Ongoing 
Debate

The 2008-09 Great Recession and its aftermath 
led to the most significant debate on 
economic policy in a generation.



The recession also 
initiated a 
renewed debate 
about 
government 
regulation, 
especially the 
financial sector.
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Crises such as the 
Great Recession 
can be moments 
when societies 
move in entirely 
new directions, 
what 
institutionalists 
call “critical 
junctures.”
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Many initially believed the 
Great Recession would be 
such a juncture.
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Types of Capitalist Economies
A recent, influential school of thought know as 

the varieties of capitalism (VOC) approach to 
analyze these differences systematically.
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The VOC model is a school of thought analyzing 
wealthy market economies that focuses 
primarily on business firms and how they are 
governed; divides such economies into liberal 
market economies and coordinated market 
economies. 
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Liberal Market Economies (LMEs)
In the VOC approach, countries 
that rely heavily on 
market relationships 
to govern economic 
activity; the United States 
and United Kingdom 
are key examples.
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Coordinated Market Economies (CMEs)
Capitalist economies in which firms, financiers, unions, and
government consciously coordinate their 
actions via 
interlocking 
ownership and 
participation; 
Germany and 
Japan are key 
examples.
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Globalization: A New World Order, or 
Déjà Vu All Over Again



Globalization has 
become perhaps 
the most 
frequently used, 
and abused, term 
in political 
economy. 
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It first gained prominence in the 
1990s, and since then 
hundreds of books and 
countless articles have been 
written about it.
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Globalization

A rapid increase in the flow of economic activity, 
technology, and communications around the 
globe and the increased sharing of cultural 
symbols, political ideas, and movements 
across countries. 
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Three key questions have arisen about 
globalization:

1) Does it represent a “brave new world” in 
which the fundamental relationship between 
the state and the market has changed forever, 
or is it simply the latest phase in the 
relationship – something new and interesting 
but not fundamentally different?

2) What caused it in the first place?

3) What can and should be done about it, if 
anything?



A Brave New 
World?

Ohmae’s “end 
of the nation-
state”
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Causes of 
Globalization

Technology or 
government 
policies?
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Political Responses 
to Globalization

Global problems 
require global 
political 
solutions

Ex. Climate 
change

COMPARATIVE POLITICS



Globalization and the 
European Union

Brexit – the vote to 
remove Britain 
from the EU – was 
a part of the 
backlash against 
globalization
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State Responses to Globalization

The biggest economic effect of globalization in 
the wealthy countries has been 
deindustrialization. 
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Convergence

Argument that globalization will force similar 
neoliberal policies across all countries. 
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Comparative Institutional Advantage
Idea in the VOC school of thought that different
kinds of capitalist systems have different
institutional advantages 
that they usually will try to 
maintain, resulting in 
different responses to 
external economic pressures.
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Developmental State

A state that seeks to create national strength by 
taking an active and conscious role in the 
development of specific sectors of the economy.



COMPARATIVE POLITICS

Concluding thoughts and questions…



With the extension of 
the market 
economy to nearly 
every corner of the 
globe, a universal 
set of issues exist 
involving the 
relationship 
between the 
market and the 
state.
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Globalization has challenged all past economic 
models. Whether these models were 
successful or not in earlier decades, they now 
face rapidly moving capital that seems to limit 
their options and pushes them all in the 
direction of greater openness to the market.
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However, economic sovereignty, though clearly 
reduced, still exists. 

LMEs – intensifying their openness to the 
market

CMEs – moving in that direction much more 
slowly, preserving some aspects of their 
distinct model
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Comparativists have long attempted to explain
state intervention in the market with differences
in perspective between 
Marxists and pluralists 
(bourgeoisie 
vs. worker’s 
movements 
and unions).
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Institutionalists, including theorists of the VOC 
approach, see key institutions developing in 
particular historical junctures and evolving 
slowly from there, only fundamentally 
disrupted at times of profound change.
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