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What is an economy?

What is economics?

What are some of the major economic issues of the day?

The U.S. Economy 

Freedom with restrictions 


Capitalism with Socialism – comparisons with other countries
Overview of the US Economy and the Role of the Government 

http://www.bea.gov/scb/pdf/2008/07%20July/D-Pages/0708dpg_a.pdf
The entire economy spends about $14.2 trillion a year. 

Of that the Federal government spends about $3.7 trillion.

State and Local Governments spend about $2.7 trillion

Therefore, of every dollar spent in America, approximately 45 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?

Personal income taxes

44 percent

Social Security contributions
37 percent

Corporate Income taxes
13 percent

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

How does the Federal Government spend the revenue?

Defense 


23 percent


Social Security 

20 percent


Medicare


13 percent

Medicaid


7 percent


Interest 


8 percent

World Spending on Military – approximately 1.4 trillion, US 49 percent

What do you think of their 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

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 

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

	Total Net Worth

	Top 1 percent
	Next 19 percent
	Bottom 80 percent

	1983
	33.8%
	47.5%
	18.7%

	1989
	37.4%
	46.2%
	16.5%

	1992
	37.2%
	46.6%
	16.2%

	1995
	38.5%
	45.4%
	16.1%

	1998
	38.1%
	45.3%
	16.6%

	2001
	33.4%
	51.0%
	15.6%

	2004
	34.3%
	50.3%
	15.3%

	2007
	34.6%
	50.5%
	15.0%

	 

	 
	Financial Wealth

	
	Top 1 percent
	Next 19 percent
	Bottom 80 percent

	1983
	42.9%
	48.4%
	8.7%

	1989
	46.9%
	46.5%
	6.6%

	1992
	45.6%
	46.7%
	7.7%

	1995
	47.2%
	45.9%
	7.0%

	1998
	47.3%
	43.6%
	9.1%

	2001
	39.7%
	51.5%
	8.7%

	2004
	42.2%
	50.3%
	7.5%

	2007
	42.7%
	50.3%
	7.0%


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?

PPF – The choice of production

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

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.

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.

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. 

Demand 

Supply

Equilibrium- efficient market

Single shifts

Double Shifts

	The 2009 Poverty Guidelines for the
48 Contiguous States and the District of Columbia 

	Persons in family
	Poverty guideline

	1
	$10,830

	2
	14,570

	3
	18,310

	4
	22,050

	5
	25,790

	6
	29,530

	7
	33,270

	8
	37,010

	For families with more than 8 persons, add $3,740 for each additional person.


Where do you stand? 
I believe the US needs to set strict limits on the number of immigrants who come to this country.

I believe the US should develop a National Health Plan for all citizens.

I believe that K-12 students should have the right to choose the school they want to attend in their district.

I believe the US should close its border to trade.

I believe the US should return their troops home to their country.

I do not believe the US should allow prayer in public schools. 

I do not believe the US should drill for oil off their coastlines.

I believe the government should hire any citizen who can not find a job.

I believe the tax rate on the rich (over $125,000) should be raised, and the tax rate on the poor should be lowered.

I believe the government should bail out the people who overextended themselves on their mortgages – by offering them low interest rate loans. 

I believe the government can solve most of the problems we face in the country.

Generally speaking, I believe the government is the cause of most of my problems.

 I believe the government should place a price ceiling on gas prices.

I believe it is the responsibility of the US Government to take care of the elderly by providing health care and living expenses. 
	
	Percent distribution of Median income
	
	
	
	
	

	
	
	Under
	$15,000−
	$25,000−
	$35,000−
	$50,000−
	$75,000−
	$100,000 
	Median 

	Year
	Households
	$15,000 
	$24,999 
	$34,999 
	$49,999 
	$74,999 
	$99,999 
	and over
	Income

	1980
	82,368
	17.5
	14
	13
	17.6
	20.6
	9.7
	7.7
	39,739

	1990
	94,312
	15.9
	12.8
	12.2
	16.4
	19.7
	10.9
	12
	43,366

	2000
	108,209
	13.7
	12
	11.6
	14.9
	18.7
	11.9
	17.2
	47,599

	2004
	113,343
	14.9
	12.7
	11.6
	14.6
	18.3
	11.2
	16.7
	45,817

	2005
	114,384
	14.7
	12.4
	11.4
	14.9
	18.4
	11.1
	17.2
	46,326


1 Includes other races not shown separately. 2 Data reflect implementation of Census 2000-based population controls and

a 28,000 household sample expansion to 78,000 households. 3 Data have been revised to reflect a correction to the weights in

the 2005 ASEC. 4 Beginning with the 2003 Current Population Survey (CPS), the questionnaire allowed respondents to choose

more than one race. For 2002 and later, data represent persons who selected this race group only and excludes persons reporting

more than one race. The CPS in prior years allowed respondents to report only one race group. See also comments on race in

the text for Section 1. 5 Data represent White alone, which refers to people who reported White and did not report any other race

category. 6 Data represent Black alone, which refers to people who reported Black and did not report any other race category.

7 Data represent Asian alone, which refers to people who reported Asian and did not report any other race category. 8 People

of Hispanic origin may be of any race.

Source: U.S. Census Bureau, Current Population Reports, P60-231; and Internet sites <http://www.census.gov/prod/2006pubs

/p60-231.pdf> (released August 2006) and <http://www.census.gov/hhes/www/income/histine/h17.htm/>.

	2005 Income Distribution by Quintile
	
	

	Income level
	upper limit 
	
	
	
	

	households
	lowest
	second
	third
	fourth
	top 5%

	114,384
	$19,178
	$36,000
	$57,660
	$91,705
	$166,000

	
	
	
	
	
	

	Percent of income 
	
	
	
	
	

	lowest fifth
	2nd lowest 
	middle
	fourth
	highest
	top 5 %

	3.4
	8.6
	14.6
	23
	50.4
	22.2


Table 1: Federal Spending by Category, 2001-2006 




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

