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topic three – the visible hand:
policies of the state
Shively, Chapter 4 – Policies of the State
Overview: 

This chapter introduces students to the variety of policy decisions that the modern state faces. It surveys the overall level of government activity for a variety of states and describes the range of governmental functions in society. It describes and analyzes variations in states' policies in the areas of defense, education, research and development, health and social welfare, redistribution of income, and economic development. The chapter concludes with substantive examples of government policy including the demographic challenge posed by aging populations and a comparison of "human development" data. 
Outline: 

I. The expansion of state activity 

II. The role of government in the Third World

III. Box: Why are the world’s states expanding?

IV. Constraints and conditions for policy
V. Defense Policy

A. Area of policy where governments have held a monopoly

B. Lots of variation across countries in defense expenditures

VI. Education

A. The most basic service that governments are expected to offer

B. Prerequisite for economic development

VII. Research and development

A. Very important to industrialized countries

B. Box: Planning for Environmental sustainability in Costa Rica

VIII. Health and social welfare

A. Most modern states have accepted some responsibility for health, housing, and old age security of citizens
B. Things governments do to promote social welfare

C. Large variations in social welfare expenditures
IX. The place of power in policy analysis

A. Good policy analysis must take into account objective merits of policy and constraints under which policy must work.

IX.
Examples

A.  The Demographic Challenge

B. Economic development compared with “human development”

C. Uganda, an African AIDS success story
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(over)
Shively, Chapter 5 – Economic Policy of the State

Overview: 

This chapter introduces the field of political economy and discusses three economic issues that states have to grapple with—economic growth, controlling inflation and unemployment, and the distribution of economic resources.  Equality and inequality are central issues. The chapter then explores the role of central banks in helping governments manage their economies and how corruption hampers the ability of governments to do so. The chapter ends with two detailed examples: Germany’s political economy and Indonesia’s economic record.

Outline: 

I. Political Economy

A. As a political subfield: how the state and the economy interact

1. economic developments and the development of the state

2. methods of economics and political science questions (assumption of rationality)

II.  Economic growth

A. Gross Domestic Product

B. Box: Baumol’s Disease

C. Rents and rent seeking

D. Import substitution industrialization

E. The South Korean experience

III. Controlling inflation and unemployment

A. Inflation

B. Unemployment

IV. Managing distribution to address inequality

A. Progressive taxation

B. Regressive taxation

C. Income equality across states

V. Independent central banks

A. Set up by governments
B. Vary in their independence from the state’s political leaders

VI. Corruption

A. Negative effects of corruption 

B. What can be done about corruption

	VII.        Other measures available to government 

A. Encouraging saving 

B. Maintaining economic competition 

C. Increasing education 

D. Job movement 

E. Technological research and development 

F. Redistribution 

VIII.        Globalization and state capacity

IX.           Political Economy 

A. Rational Choice models

B. Political Psychology

X. Examples 

A. Political Economy of Germany 

B. Political Economy of Indonesia
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