POL 8460/ POL 8660

Theories of Political Economy

Professor Ben Ansell

This class introduces students to the theoretical underpinnings of modern work in political economy. Like that field, this course is dominated by rational choice work. However, mirroring recent changes in economics and increasingly in political economy itself, the course covers the ‘behavioral revolution’ in rational choice, examining works that integrate emotional and other ‘nonrational’ forms of motivation. The course covers broad ground in comparative and international political economy, though we will not look deeply at substantive empirical debates. Rather the focus of the course is on understanding the theoretical mechanisms that scholars employ in addressing complex questions about the interaction of politics and economics. Among other topics, we will address theories of collective action; exit, voice, and loyalty; signaling; adverse selection; regulatory slack; moral hazard; models of fairness and distributive justice; and institutional structure. I would argue that understanding these theories is key to producing innovative and interesting empirical work in much of comparative politics, international relations, and American politics.

The course is divided into three sections. In the first section, we develop the basic tools of modern microeconomics, which underpin much work in political economy, and critically provide a baseline by which to judge the impact of politics and the state on economic behavior. In doing so, we will also examine the classic normative questions of the liberal tradition in political theory – what criteria should we use to judge social outcomes? We also deal with two key positive theories that provide the basis for much of modern political economy: the collective action problem and the problems of free-riding, and the effects of asymmetric information on decisionmaking. As we will do until Week Nine, the first section follows the logic of Adam Przeworski’s quasi-textbook ‘States and Markets’ with accompanying materials from Samuel Bowles’ ‘Microeconomics’. This section will also begin our study of strategic behavior by examining non-cooperative game theory.

The second section moves to political economy theories of the state and political life. We begin by examining the state itself and how theorists model the state’s goals and its interaction with citizens. We then disaggregate the state into politicians and bureaucrats, showing how each group has countervailing preferences that regularly come into conflict. We then turn to the interaction between voters and politicians – how can voters control politicians, how do electoral systems channel their preferences, and how do states earn legitimacy? Next we turn to relative wealth – inequality and the distribution of income. This is a fertile territory in political science, with important implications for the interplay between economic and political inequality. Finally, we finish with an analysis of changes in the political regime itself – exploring the recent debate between Acemoglu and Robinson, Boix, and Ansell and Samuels over modeling democratization. Here we will also discuss issues in dynamic game theory including the important issue of credible commitments.

The third section of the course is fairly unusual as far as political economy classes go. Here we will look at recent work that stretches many of the rationalist assumptions that underpin political economy but does so, perhaps ironically, using many of the same methodological tools. We will spend four weeks on nonrational models – those that directly integrate emotional or constrained decisionmaking. We begin with an overview of understanding human behavior with Elster’s book before spending three weeks on readings in behavioral political economy, focusing particularly on the work of Matthew Rabin and evolutionary economists such as Sam Bowles and Herb Gintis.

Since work in this field has become increasingly quantitative over the past half century, we will not shy from examining formal models. This means that the class does involve some calculus and microeconomics. For my part, I intend on teaching that material directly. This means that every week for the first half of the course (until Week 8) we will meet twice (or extend our class). In this extra time I will teach the mathematics of the models used. I will also have a special class on calculus at the beginning of the semester. As someone who had not taken math for nearly a decade when I started work on political economy, I understand concern about the quantitative nature of this literature. However, with a little extra work, it is in fact quite simple to follow most of it, and I intend on making sure all members of the class feel comfortable with it.

The assignments for the course reflect both this approach, and my understanding that one size will not fit all. During the first seven weeks there will be non-compulsory but highly encouraged homeworks, which will help students come to terms with the models used. The final project, which counts for 80% of the grade, offers a choice of two options (1) producing a 20 page paper incorporating a political economy model on a topic of the student’s choice, or (2) producing a 35 page literature review focused on a particular theme in political economy. 20% of the grade will come from class participation. Students who take the course as part of fulfilling the Methods subfield’s requirements will have less choice! They will have to complete the homeworks – which will be graded for them and they must also complete the 20 page modeling paper.

Required Readings:

Przeworski, Adam, States and Markets

Bowles, Samuel, Microeconomics
Elster, Jon, More Nuts and Bolts for the Social Sciences

PART ONE: MARKETS AND BEHAVIOR WITHOUT INSTITUTIONS

Week One: Introduction to Political Economy: Positive and Normative Concerns

Przeworski, Chapter 1

Elster, Chapters 1-3.

Lecture: Utility Functions, Optimization, and Social Welfare

Week Two: Microeconomics and Perfect Competition
Przeworski, Chapter Two (first part)

Bowles, Chapter Six

Lecture: Walrasian Equilibrium 
Week Three: Market Failures

Przeworski, Chapter Two and Three

Bowles, Chapter Seven

Olson, Mancur The Logic of Collective Action, Excerpts
Ronald Coase, ‘The Problem of Social Cost’, The Journal of Law and Economics. 1960.
Lecture: Public Goods, Externalities, and Collective Action
Week Four: Asymmetric Information

Przeworski, Chapters Four

Bowles, Chapters Eight, Nine

Lecture: The Economics of Information

Week Five: Strategic Interaction
Bowles, Chapters One, Four, Five

Ostrom, Elinor, Governing the Commons: The Evolution of Institutions for Collective Action, Excerpts.
Elster, 18-20.

Lecture: Game Theory
PART TWO: THE STATE AND THE ROLE OF POLITICAL INSTITUTIONS
Week Six: The Political Economy of the State

Przeworski, Chapter Five

Lake, David, ‘Powerful Pacifists: Democratic States and War’, American Political Science Review, 1992

Olson, Mancur The Logic of Collective Action, Excerpts
Lecture: The Theory of Monopolies and Power
Week Seven: Bureaucrats, Firms and Regulation

Przeworski, Chapters Six and Seven

Rogowski, Ron and Mark Kayser, ‘Majoritarian Electoral Systems and Consumer Power’, American Journal of Political Science
Lecture: Models of Regulation
Week Eight: Voters and Accountability

Przeworski, Chapter Eight

Acemoglu and Robinson, The Economic Origins of Dictatorship and Democracy, Chapter Four.

Hirschman, Exit, Voice, Loyalty

Lecture: Models of Voting and Partisanship
Week Nine: Inequality and Redistribution

Przeworski, Chapter Ten, Eleven

Mueller, Dennis, Public Choice, Chapter Four

Iversen, Torben and David Soskice, ‘An Asset Theory of Redistribution’, American Political Science Review

Shayo, Moses, ‘A Model of Social Identity with an Application to Political Economy: Nation, Class and Redistribution.’ American Political Science Review.

Bowles, Chapter 10
Lecture: Models of Redistribution

Week Ten: Regime Change
Boix, Carles, Democracy and Redistribution, Chapters Two and Three
Acemoglu, Daron and James Robinson, The Economic Origins of Dictatorship and Democracy. Chapters Five and Six.
Ansell, Ben and David Samuels, ‘Inequality and Democratization: A Contractarian Approach’ Comparative Political Studies, 2010.

Lecture: Dynamic Game Theory and Subgame Perfection
PART THREE: NONRATIONAL APPROACHES TO BEHAVIOR
Week Eleven: Rational and Nonrational Motivations

Elster, Chapters 4-13, 21-26
Week Twelve: Behavioral Political Economy: Individual Behavior
Bowles, Chapter 3

Rabin, Matthew, ‘Psychology and Economics’, Journal of Economic Literature, 1998.

Rabin, Matthew and Ted O’Donaghue, ‘Doing it Now or Later’ American Economic Review, 1999.
McDermott, Rose, ‘Prospect Theory in Political Science: Gains and Losses from the First Decade’, Political Psychology. 2004.
Week Thirteen: Behavioral Political Economy: Evolutionary Theories

Bowles Chapters 2, 11-14.

Elster, Chapters 15-17

McDermott, Rose, James Fowler, and Oleg Smirnov, ‘On the Evolutionary Origin of Prospect Theory Prferences’, Journal of Politics. 2008

Clark, Gregory and Gillian Hamilton, ‘Survival of the Richest: The Malthusian Mechanism in Pre-Industrial England’, Journal of Economic History, 2006.
Week Fourteen: Behavioral Political Economy: Collective Interaction

Rabin, Matthew, ‘Incorporating Fairness into Game Theory and Economics’, American Economic Review.
Kuran, Timur, ‘Sparks and Prairie Fires: A theory of Unanticipated Political Revolution’, Public Choice, 1989.
Bikhchandani, Sushil, Hirshleifer, David and Ivo Welsh, ‘A Theory of Fads, Fashion, Custom, and Cultural Change as Informational Cascades’, Journal of Political Economy, 100 (5)1992. 
Jean Tirole and Roland Benabou, ‘Belief in a Just World’, Quarterly Journal of Economics
