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P L A N  F O R  T O D A Y

Importance of institutions

Measuring stuff correctly

Class minutia

Downsides of capitalism



C L A S S  M I N U T I A



M A I N  A S S I G N M E N T S

Readings

Economic briefing

Labs

Podcasts

Problem sets

Exams Final project



C O U R S E  P O L I C I E S



C O U R S E  W E B S I T E



I M P O R TA N C E  O F  
I N S T I T U T I O N S



W H A T  A R E  I N S T I T U T I O N S ?

Rules
Formal Informal



C A P I T A L I S T  I N S T I T U T I O N S

Private property Markets Firms

An economic 
system with 
private property and markets and firms



Private property is not secure?

Markets are not competitive?

W H A T  H A P P E N S  I F …

Firms are run by 
entrenched interests?



I F  I N S T I T U T I O N S  A R E  B R O K E N …

It’s better to not directly 
create economic value

Individuals and groups have 
more to gain in lobbying and 
crime to shift distribution of 

income for themselves



D O  I N S T I T U T I O N S  M A T T E R ?



Is democracy 
necessary for 
capitalism?



D&C 134





W H A T  I S  T H E  R I G H T  
I N S T I T U T I O N A L  M I X ?

Incentives for innovation

Secure private property + 
competitive markets

Efficient firms

Competent leadership →
create goods at low cost

Public policy

Government policies that 
foster these conditions

Public good provision

Governments fill in gaps 
missed by private sector



D O W N S I D E S  
O F  C A P I TA L I S M





T W O  C H E E R S  F O R  C A P I T A L I S M

Inequality
Not all gains are spread equally 
(within and between countries)



1 9 8 0



2 0 1 4



C A P I T A L I S M  A N D  I N E Q U A L I T Y

Why is capitalism associated 
with growing inequality?

How can democracy ideally 
curtail this capitalist inequality?



C A P I T A L I S M  &  C A R B O N



T W O  C H E E R S  F O R  C A P I T A L I S M

Inequality
Not all gains are spread equally 
(within and between countries)

Environmental damage
Gains have side effects



C A P I T A L I S M  A N D  C L I M A T E

Why is it so hard for democracies 
to address climate change?



M E A S U R I N G  S T U F F  
C O R R E C T LY



E V E R Y O N E ’ S  F A V O R I T E  N U M B E R

Gross Domestic Product (GDP)
Private consumption

Investment Exports

Government expenditures

(Subtract imports)



Y  T H O ?

Why does everyone 
love this number?



P R O B L E M S  W I T H  G D P



G D P  ( + $ s )  O V E R  T I M E

Nominal numbers

Real numbers

What was written down at the time

The value in today’s dollars (or another year’s dollars)



P R I C E  I N D E X E S

Compare the price of the same good 
(or basket of goods) over time

Consumer Price Index (CPI)



H I S T O R I C A L  P R I C E S

What about iPhones?
How much would an iPhone 

have cost in 1935?





George’s salary in 1935 = $45/week

Potter’s offer in 1935 = $20,000/year

Amount stolen by Potter in 1945 = $8,000

Ernie’s B&L mortgage in 1928 = $5,000 $72,843

$43,365

$370,644

$113,275



Amount lost in jeans in 1939 = $5
$90.01


