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Brief Review 



Enlightenment Era 
The Enlightenment began around the mid-17th Century and stretched 
into the late 18th century, laying the groundwork for the Modern Era. 
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Major Theoretical Perspectives 
•  Mercantilism: State-

focused economic model 
(realist)  

•  Liberalism: Market-
oriented economic model 
(cooperative) 

•  Radicalism: Critique 
failures of states & 
markets (anti-system/
structure) 



The Case of Great Britain 

•  Compared to other 
European states, the 
United Kingdom had 
unique advantages that 
enabled it to develop a 
strong national economy 
and rapidly expand its 
colonial holdings. 



The Industrial Revolution 

•  The 18th and 19th 
centuries brought 
technological 
innovations in energy 
(coal to steam), 
production (machinery), 
transportation 
(railroads), and 
communications. 

The invention (or perfection) of the 
steam engine by Thomas 
Newcomen (1712) made it possible 
to harness the power of combustion 
to increase productivity and speed 
up the transportation of goods in the 
economy. 

Technological Change and Industrial Restructuring 



The Problem with Markets 

•  Public goods 
•  Equity 
•  Morality 
•  Sustainability 
•  Stability 

Left to their own devices, markets can have 
difficulty achieving: 



The Communist Critique 

Published in 1848, on 
commission from the 
Communist League, the 
manifesto offered 
arguments and 
predictions intended to 
mobilize the  proletariat 
to overthrow bourgeois 
(capitalist) states to 
generate a classless, 
stateless society 

1861 

1877 1840 

1839 



The End Result 
 What the bourgeoisie therefore produces, after all, are its 
own grave diggers. Its fall and the victory of the proletariat 
are equally inevitable.   



Seriously… More Old White 
Guys? 



Hayak Keynes 

Cambridge colleagues circa 1940 who transformed the global 
economy over the 20th century. 

Not Your Ordinary Old White Dudes… 



Keynes 

Cambridge colleagues circa 1940 who transformed the global 
economy over the 20th century. 

John Maynard Keynes 

General Theory of 
Employment, Interest, and 
Money (1937) 
•  Keynes originated many 

basic economic concepts 
(e.g., GDP) 

•  Sought to help 
governments manage 
their economies and 
maintain full employment 



A Word About John Maynard Keynes 
A Cambridge economist 
and member of the 
progressive Bloomsbury 
Society, Keynes founded 
modern macroeconomic 
policy approaches (fiscal 
& monetary) and argued 
that —if all else fails the 
government should 
intervene in the 
economy. 

According to this unusually sexual economist, 
the fundamental flaw in Classical Economic 
Theory is the failure of effective demand which 
leads to cyclical downturns in the economy. 

Painter Duncan Grant with J. M. Keynes 



Hayak 

Cambridge colleagues circa 1940 who transformed the global 
economy over the 20th century. 

Friedrich Von Hayak 

The Road to Serfdom (1944) 

•  Advocated liberty and 
pure free market 
capitalism because of the 
hazards of excessive 
government control. 



Keynes’s World 



Laissez Faire Capitalism 
•   During the 19th and 

early 20th centuries, 
free market capitalism 
led to wild fluctuations 

•   In theory these 
fluctuations would self 
correct in the long run 

•   Keynes argued that “in 
the long run we’re all 
dead” so government 
needs to step in 



The Problem of Market Volatility 

Dow Jones Industrial Average, 1800-2003 



Brief History of Financial Crises 
•  Panics of 1819, 1825, 1837, 1847 
•  Panic of 1857 (Recession) 
•  Panic of 1873  (Great Depression) 
•  Panic of 1893 (Bank Failures) 
•  Panic of 1907 (Recession) 
•  Panic of 1929 (2nd Great Depression) 
•  Crisis of 1970s (Oil Crisis) 
•  S&L Crisis of 1989-91 (Bank Failures) 
•  Crash of 2001 (DotCom Bubble) 
•  Crisis of 2008 (Financial crisis) 
•  Crash of 2016-2025?!? 



Great Depression 
Record Unemployment 



… even compared to today! 

Comparing to the 2008-10 
economic crisis… 



Oakies and Hoovervilles… 



The Sick and the Blind 



Class inequality 



The Working Poor 



Unemployment 



Walker Evans, �Floyd & Lucille 
Burroughs, Hale County 
Alabama, 1936� 

Dorothea Lange, �Migrant Mother� 



FDR Elected 
•  Public frustration and 

continuing failures of 
the financial system 
in 1931 and 1932 
contribute to political 
fortunes of FDR 

•  Democrats return to 
presidency for first 
time since Woodrow 
Wilson 



A Major Paradigm Shift 
Keynes’ economic theories provided a 
foundation for new policy responses to 
market failure (e.g., FDR’s New Deal).  

•  “Mixed” government 
intervention in markets 

•  Adjustment to 
economic cycles  

•  Promoting full 
employment (at the 
risk of mild inflation) 

•  1919 The Economic 
Consequences of Peace 

•  1936 General Theory of 
Employment, Interest, & Money 



FDR’s New Deal 
•  First 100 Days FDR 

introduces series of 
measures to “save 
capitalism”�

•  New Deal relief 
programs through 
National Recovery 
Administration (NRA) 
and a variety of public 
programs (e.g., AAA, 
PWA, WPA) 



A New Deal for Workers 



A New Deal for Growth 



Did It Work? 
•  Many believe that it 

was FDR’s New Deal 
that ended the Great 
Depression. 

•  What other 
contributing factors 
contributed to the 
U.S. recovery from 
the Great 
Depression?  



World War II 
•  U.S. entry into the war 

helped reinvigorate 
economic activity. 

•  U.S. government 
commanded industry 
to support the war 
effort. 



Hayak’s World 



A Critique of Keynesianism 
What, according to 
Friedrich Von 
Hayek were the 
dangers of the 
shift away from 
pure market 
liberalism to the 
mixed-economic 
approach of John 
Maynard Keynes? 

Von Hayek 



The Road to Serfdom (1944) 
•  Advocated liberty 

and pure free market 
capitalism because 
of the hazards of 
excessive 
government control: 

Friedrich August Von Hayek was a 
follower of Ludwig Von Mises, and the 
father of modern economic liberalism. 

•  Stifling of market 
incentives 

•  Excessive central 
control 

•  Loss of political 
freedoms 



The Problem of Price Controls 
Controlling prices theoretically provides 
stability, but also provides an example of the 
problem of planned economies… 
•  Government sets a price 
•  Official prices may not 

reflect actual demand  
•  Artificially low priced goods 

sell out (and producers 
stop producing) 

•  Artificially high-priced 
goods disappear to a black 
market 



F. A. Von Hayek 



F. A. Von Hayek 



F. A. Von Hayek 



F. A. Von Hayek 



F. A. Von Hayek 



F. A. Von Hayek 



F. A. Von Hayek 



Cambridge colleagues circa 1940 who transformed the global 
economy over the 20th century. 

Popular Hiphop Economists 



Concluding Thoughts 
•  Shirk Office Hours M 2-4, 

T 4-5, Th 10-12. 
•  Video: Boom & Bust on 

website 
•  Concluding Quote:  

– “A man can’t ride your back 
unless it is bent.”  

—Martin Luther King, Jr., 1960 


