Economic Systems

Within the developed countries there is a progression towards specialization and exchange.


Specialization occurs when each person concentrates on a limited number of tasks or activities

Exchange is the act of trading with others to obtain the trader’s desires

PRIVATE 
Types of Economies tc  \l 2 "Types of Economies "
Who makes the decisions?

Traditional System - decisions are made by the elders 


Command System - decisions are made by central government



Communist



Socialism

Market Economy - decisions are made by individuals

Mixed Economy - individuals make some decisions the central authority make some decisions. The graph below reveals that the US is a mixed economy. The percentage of government spending is around 40 percent. That statistic could be interpreted to state that approximately 40 cents of every dollar spent in the US is spent by the government.
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http://www.usgovernmentspending.com/
PRIVATE 
Resource Ownershiptc  \l 2 "Resource Ownership"
Who owns the goods?


Communism communal ownership


Socialism government ownership


Capitalism private ownership
Property Rights are a key component of each system. 
The definition, allocation, and protection of property rights comprise one of the most complex and difficult sets of issues that any society has to resolve, but one that must be resolved in some fashion. For the most part, social critics of “property” rights do not want to abolish those rights. Rather, they want to transfer them from private ownership to government ownership. Some transfers to public ownership (or control, which is similar) make an economy more effective. Others make it less effective. The worst outcome by far occurs when property rights really are abolished. The Tragedy of the Commons is an example of the value of property rights.
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Another key component is each country’s policy regarding trade.
PRIVATE 
The theory of comparative advantage supports the concepts of specialization and exchange.tc  \l 1 "The theory of comparative advantage supports the concepts of specialization and exchange."
Free Trade

Fair Trade

Protectionism

A basic tenet of free trade is 

PRIVATE 
Theory of Comparative Advantagetc  \l 1 "Theory of Comparative Advantage"
The Theory of Comparative Advantage claims that the country (economy) with the relatively lower opportunity cost should produce the goods. 

For Example:

The US can produce corn for $100 per ton, and televisions for $25 per set. 

Japan can produce corn for $200 per ton, and televisions for $15 per set. 

What should each country produce?

The US can produce corn for $100 per ton, and televisions for $10 per set. 

Japan can produce corn for $200 per ton, and televisions for $15 per set. 

What should each country produce?

The US can produce corn for $100 per ton, and televisions for $5 per set. 

Japan can produce corn for $200 per ton, and televisions for $15 per set. 

What should each country produce?

This theory has worldwide implications, because some countries have sectors that have to sacrifice for the good of the world i.e. US television or apparel producers. 

This theory also promotes world trade.

An absolute advantage is the ability to produce a good or service using fewer resources than other producer’s use.

Those who make economic decisions must decide how to allocate the resources within the economy (land, labor, capital, entrepreneurial spirit).

PRIVATE 
Resource Allocation:tc  \l 2 "Resource Allocation\:"
PRIVATE 
Basic Economic Questions tc  \l 3 "Basic Economic Questions "
We will answer the following five questions from a “market economy/ capitalist” perspective.

How much should the economy produce?
It depends on their resources. A given economy can only produce as much as their resources allow them to.  At this point Mexico can not produce as much as the US.

The Production Possibility Frontier




medicine 

tanks

Combination A 

200


0




Combination B

150


50

Combination C

100


75

Combination D

50


90

Combination E

0


100

1. Graph the combinations.

2. Starting at 150 combination B, in terms of tanks, how many tanks does it cost the government to purchase 50 units of medicine?

3. If the government becomes better at producing both medicine and tanks, what will happen to the production possibility frontier?

4. If the government becomes better at producing tanks, but not medicine what happens to the production possibility frontier?

5. How will it be shown of the PPF, if the government has to use some of their money to pay the interest on their debt, or uses their money inefficiently?

[image: image11.jpg]



[image: image3]  

What should be produced?
Leave it up to the individuals in society. Let the demand of the consumers determine what should be supplied. Adam Smith, the founder of economics, referred to the above philosophy as the "invisible hand".

How should the output be produced?
Internationally, the country that should produce the goods or services is the one(s) with the relatively lower opportunity cost (this is known as Theory of Comparative Advantage)

Within a given country, the companies that produce the goods are the ones that are the most profitable and efficient. (Survival of the fittest)

Who should receive the output that is produced?
the rich people receive the goods

see the income distribution chart

The Shrinking Middle Class
http://finance.yahoo.com/tech-ticker/the-u.s.-middle-class-is-being-wiped-out-here's-the-stats-to-prove-it-520657.html?tickers=%5EDJI,%5EGSPC,SPY,MCD,WMT,XRT,DIA
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Can the system adapt to change?
How have cars changed in the past ten years?

How have clothes changed in the last decade?

Changing structure of the American economy.
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Flaws of each system (..

Should everyone be paid the same?

If the government becomes too strong who will they be accountable to?

If the rich become too wealthy will class warfare result?
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