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Overview of the US Economy and the Role of the Government 

http://en.wikipedia.org/wiki/Government_spending
http://www.bea.gov/scb/pdf/2011/12%20December/D%20Pages/1211dpg_a.pdf
The entire economy spends about $16 trillion a year. 

Of that the Federal government spends about $3.8 trillion.

State and Local Governments spend about $2.7 trillion

Therefore, of every dollar spent in America, approximately 40 cents of every dollar spent in the United States is spent by the government. Some of the expenditures are simply transfers from working people to retired (social security) or from federal government to state government. 
http://www.usgovernmentspending.com/
Federal Government 

Where does their money come from? 
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Do you think they are getting their money from the appropriate sources? 

How does the Federal Government spend the revenue?

http://nationalpriorities.org/budget-basics/federal-budget-101/spending/
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Defense 


17 percent


Social Security & UI 

20 percent


Medicare & Medicaid

25 percent

Interest 


6 percent

World Spending on Military – approximately 1.7 trillion, US $682 b or 39 percent

This amount for the US is 4.7 percent of GDP.

Some reports claim that North Korea spends 25 percent of their GDP on military.
Discussion: What do you think of the US’s blend of spending?

State and Local Governments 

Where does their money come from?

Federal Revenue

21 percent

Individual income taxes 
12 percent

Sales Tax


19 percent

Property Tax


16 percent


Corporate Income tax

2.5 percent

The State’s portion can be broken down as follows.
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Discussion: Do you think they are getting their money from the appropriate sources?

How do State and Local governments spend the revenue?

Education


29 percent

Welfare


15 percent

Highways


5.5 percent

Public Safety


3 percent

Insurance 


8 percent

http://www.bls.gov/oes/current/oes339032.htm
according to the US dept of Labor 

security guards – 1,032,000 -  62 percent

police officers – 625,880 – 38 percent 

Discussion Questions

Do you think the State and Local governments are spending the money on the appropriate items?

Are the spending items consistent with the Constitution?

Should the government be smaller or bigger?

Should some items in the state be moved to the Federal government? 
Should some items spent at the Federal level be shifted toward the State?
PPF – The choice of production

http://tutor2u.net/economics/revision-notes/as-markets-production-possibility-frontier.html
Terms: Public goods, private goods, consumer goods, capital goods (necessary for production), microeconomics, macroeconomics, GDP, consumption

Marx would say that capitalism cannot survive because of the class warfare. There are times when capitalism and the free market breakdown

When does the government step in? 

Free Market Breakdowns 

Public Goods



Spillovers



Equity – income distribution

Free Market Breakdowns

Free market decisions

Governments have to make decisions about the type of economic system they support. In the US, the underlying system is capitalism. Capitalism allows the interaction of consumers and businesses to determine the answer to the economic questions of what will be produced, how should goods and services be produced, who will produce the goods and services, and for whom will the goods and services be produced? The capitalistic/free market system can adapt to the changing needs of consumers, the technological advancements of businesses, and productivity enhancements of the work force. 

But, there are situations when capitalism is flawed and the free market breaks down. Recently, this has occurred in the financial markets. “Greed is good” was a famous quote from Gordon Gecko in the movie Wall Street. This saying was generally believed to be true when one considers the underlying nuances of capitalism. But, the last few decades of manipulating the laws to expand one’s own net worth has bought the selfishness of capitalism into question. Is greed really good for our economy and the individual, or does greed lead to a series of market breakdowns, where economic agents search for loopholes to grow their own balance sheet at the expense of the general public and more specifically the tax payer?

The Free Market breaks down in the cases of monopolies, collusion, regulatory loopholes, public goods, externalities, and income disparities. In these circumstances, the government steps in to adjust market inequities.

The government’s goal is to maximize the welfare of the general public. When the general public loses at the expense of an individual company, the government steps in and regulates the situation. The government looks out for the masses. 

If the free market is working well then prices and quantities produced will be determined by the interaction of consumers and producers.

When the free market is working this is what will happen….

On the demand side: 

If consumers are not buying the product inventories will         and prices will        .

If consumers are buying the product inventories will          and  prices will          .

On the supply side:

If it cost more for producers to make a product companies will            their prices, as a result customers will buy        of the product.

If it cost less for producers to make a product companies will             their prices, as a result customers will buy         of the product.  

If more companies enter into the market prices will          and quantities produced will 

If some companies leave the market then prices will          and quantities produced will

Free market breakdown occurs when the natural adjustments of supply and demand do not occur.

When something is blocking the market from operating efficiently the government should step in.

What are examples of the market operating inefficiently?

Monopolies – one seller of a good. This one seller has the ability to charge higher prices than if there were multiple sellers. 

Collusion – when some sellers join together to act as one. These sellers have the ability to raise prices to consumers.

Public goods - are goods that if left up to the individuals they would be under produced. Some examples are national defense, roads, and education. These goods are important to society, but too expensive for one person to purchase. The people must pool their resources to purchase the good. Crime prevention can be considered a public good.
Income distribution – in the US the top wage earnings earn a high percent of the money. See sheet. The government believes without their assistant this problem would be even worse.

http://www.census.gov/hhes/www/income/data/historical/families/
	Table with row headings in column A and column headings in rows 4 and 5.


	Table F-2.  Share of Aggregate Income Received by Each Fifth and Top 5 Percent of Families, All Races:  1947 to 2012


	(Families as of March of the following year)


	Year

	Share of aggregate income


		Lowest fifth

	Second fifth

	Third fifth

	Fourth fifth

	Highest fifth

	Top 5 percent


	2012

	3.8

	9.2

	15.1

	23.0

	48.9

	21.3


	2011

	3.8

	9.3

	15.1

	23.0

	48.9

	21.3


	2010 (37)

	3.8

	9.5

	15.4

	23.5

	47.8

	20.0


	2009 (36)

	3.9

	9.4

	15.3

	23.2

	48.2

	20.7


	2008

	4.0

	9.6

	15.5

	23.1

	47.8

	20.5


	2007

	4.1

	9.7

	15.6

	23.3

	47.3

	20.1


	2006

	4.0

	9.5

	15.1

	22.9

	48.5

	21.5


	2005

	4.0

	9.6

	15.3

	22.9

	48.1

	21.1


	2004r

	4.0

	9.6

	15.4

	23.0

	47.9

	20.9


	2003

	4.1

	9.6

	15.5

	23.2

	47.6

	20.5


	2002

	4.2

	9.7

	15.5

	23.0

	47.6

	20.8


	2001

	4.2

	9.7

	15.4

	22.9

	47.7

	21.0


	2000 (30)

	4.3

	9.8

	15.4

	22.7

	47.7

	21.1


	1999 (29)

	4.3

	9.9

	15.6

	23.0

	47.2

	20.3


	1998

	4.2

	9.9

	15.7

	23.0

	47.3

	20.7


	1997

	4.2

	9.9

	15.7

	23.0

	47.2

	20.7


	1996

	4.2

	10.0

	15.8

	23.1

	46.8

	20.3


	1995 (25)

	4.4

	10.1

	15.8

	23.2

	46.5

	20.0


	1994 (24)

	4.2

	10.0

	15.7

	23.3

	46.9

	20.1


	1993 (23)

	4.1

	9.9

	15.7

	23.3

	47.0

	20.3
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	[image: image5.png]Table 1. Average Federal Tax Rates for All Households, by Before-Tax Income Group, 1979 to 2009 (Percent)

Lowest Second Middle Fourth Highest Al 81st-90th O1st-95th O6th-9oth  Top1
Year  Quintle Quintle Quintile Quintle Quintle  Quintiles  Percenties Percenties ~Percentiles Percent
Total Average Federal Tax Rate
1989 76 135 177 206 251 212 229 241 253 283
1990 84 141 177 206 249 212 229 240 252 281
1991 81 135 173 205 251 211 228 242 253 201
1992 80 129 174 202 254 211 226 239 256 300
1993 80 127 174 203 265 216 226 243 263 335
1994 68 125 174 205 271 219 231 247 267 348
1995 67 127 174 206 275 221 231 250 272 353
1996 64 126 170 205 278 223 231 250 274 352
1997 68 128 173 207 278 226 234 252 276 341
1998 66 123 166 206 274 223 233 251 274 326
1999 65 126 166 206 277 226 234 253 279 328
2000 68 124 165 206 277 227 235 253 279 324
2001 57 109 150 189 265 210 223 244 267 321
2002 55 103 144 183 258 203 216 238 261 320
2003 53 94 136 174 247 194 205 227 250 304
2004 51 96 137 174 249 196 205 227 253 301
2005 54 99 138 176 254 201 206 227 258 304
2006 57 99 139 177 254 203 207 228 259 300
2007 51 103 140 175 247 199 206 225 254 283
2008 15 73 116 156 236 18.0 191 217 247 281
2009 10 68 111 151 232 174 188 211 241 289




	


http://www.taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=330
The lowest 20 percent of households earn 5.1 percent of the total income and pay .3 percent of the taxes. The highest 20 percent of households earn 50.8 percent of the total income and pay 67.9 percent of the taxes. 

http://www.cbo.gov/publication/43373
Income distribution – in the US the top wage earnings earn a high percent of the money.  The government believes without their assistant this problem would be even worse. Therefore, they tax higher income level citizens at a higher rate than lower level income citizens.

	Percentiles Ranked by AGI
	AGI Threshold on Percentiles
	Percentage of Federal Personal Income Tax Paid

	Top 1%
	$343,049
	36.73

	Top 5%
	$154,056
	58.66

	Top 10%
	$112,124
	70.47

	Top 25%
	$66,041
	87.30

	Top 50%
	$32,396
	97.75

	Bottom 50%
	<$32,396
	2.25

	Note: AGI is Adjusted Gross Income
Source: Internal Revenue Service


http://ntu.org/tax-basics/who-pays-income-taxes.html
Externalities/ Spillovers .. are companies that produce a good and a by-product good. Sometimes the by-product good is bad for society. The government monitors the production of the by-product good by monitoring the production of the sellable good.

Monetary and fiscal policy

Monetary policy is the use of the money supply to fine tune the economy. 

What does it mean to fine tune? When the economy is slow monetary policy can be used to speed it up, when the economy is overheated monetary policy can be used to slow it down.

What is a sign that the economy is too slow? Low GDP, high unemployment

What is a sign that the economy is too hot? High inflation

In the United States the money supply is controlled (highly influenced) by the Federal Reserve Bank. The Federal Reserve Bank is an independent agency of the Federal Government. They control the money supply through their impact on the major banks in the US and through the US Treasury Department.

Fiscal policy is the use of government spending and taxes to fine tune the economy. When the government spends money, the money gets circulated through the economy – which creates jobs and spending. When the government lowers taxes, tax payers get to keep more of their money. When people get money they spend it. Therefore, a reduction in taxes typically stimulates economic growth.
Regulation versus free market –there are times for both

Why does the government step in?


The goal of the government – the Constitution, Federal Papers


The separation of powers

What do Americans want from the government?


Protection


Education


Freedom – to do what?


Equity


Financial Security

How do these objectives fit into our economic system?

Supply and Demand – is necessary for Capitalism

Supply and demand measures the interaction of consumers and producers without government involvement. Prices and output are determined by the consumers and the producers. Wages and the number of people hired are determined by the interaction of workers and employers. Interest rates and the amount of money in the economy is determined by savers (lenders) and borrowers. 

See notes on demand and supply on-line
Outline for Demand and Supply

Demand 

Supply

Equilibrium- efficient market

Single shifts

Double Shifts

http://www.heritage.org/research/features/Issues/issuearea/Budget.cfm
