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Section 2:  COMPARATIVE ECONOMIC SYSTEMS

I. Capitalism

A. Introduction

1. Is an America system of economic structure, which is based on private ownership of property or the means of production.

2.  Property

a. Personal property- are the effects which you own as any person

b.    Productive property- items which you use as your place of work, including farm fields and a factory’s machines.

B. Factors of Production

1. Land

a. Either the use of the land or the use of what in the land.

b. Natural resources.

2. Labor- the human resource

3. Capital

a. Refers to money or goods or services that may generate money.

Capital is a by-product of the economy used to generate money.

b. The U.S. economy is dependent on the individuals whose energy and drive fuel our system.

4. Management- special skill which involves organization and efficiency
C. Free Enterprise

1. Private Ownership- the means of production a private and not public or government controlled

2. Respect of Private Property- this must be a guarantee in the capitalist system

3. Individual Initiative

a. Private decision makers

b. Entrepreneur- a person who starts a business or expands one.

4.   Competition- often called the life-blood of capitalism

a. Competition main function is to reduce prices to encourage the consumer to buy.

b. competition also promotes product quality, cheaper isn’t always better.

c. Law of supply and demand- this determines prices.

d. competition does not always force the scale to be balanced, it often will create monopolies, (trust) companies which are too successful.  Sherman Act (1890) – contract, combination or conspiracy in restraint of trade 
5.   Freedom of Choice- there are a number of goods and services to choose from and usually very plentiful


D. Profit and Loss

1.  profit- making money- is the driving force behind capitalism

2.  Profit is what is earned after expenses in the business (bills) have been paid or the difference between investment and earnings.

E.   Government Regulation

1. The free enterprise system is suppose to be automatic.  Business occurs and supply and demand- controls prices.

2.  Laissez-faire (leave alone) - advocated by Adam Smith- said business will take care of itself no government involvement.

3.  Government Support

a. tariff- tax on imports keeps America business competitive with foreign products.

b. loans to U.S. firms to establish competition or to encourage investment and jobs.

c. Anti- Trust Laws
d. police and courts to promote health, and safety.


F.  A Mixed Economy

1. This is what the American system has developed into; laissez faire is modified with government control.


a. fiscal policy- taxes and spending

b. monetary policy- controlled money supply

2. Consumers in Charge

a. profit motive- is the expectations of a company who meets or creates a need.

b. Consumerism is a balancing act between who will “call the shots”.

G.  Business organization- businesses (80%) employ fewer than 20 employees. (refer to notes)

1. Sole Proprietorships- business owned by a single person.

2.  Partnership- owned by two or more individuals.

3. Corporations- a company which is owned by shareholders.
II. Socialism

A. Introduction

1. The foundation to socialism is collective (public) ownership of the means of production.

2. Personal Property is privately owned

3. A distinguishing feature of socialism is that the major institutions are owned or heavily controlled by the government

4. Most socialist countries often have a mix of public and private ownership.

B. Socialism and the Industrial Revolution

1.   Introduction
a. Socialism is an old and common idea and usually develops from social turmoil like poverty and misery of the industrial revolution.

b. The industrial Revolution began in the 1750’s in England was a reaction for the products-it changed from home production to the factory system.

c. A shift from skilled workers to unskilled workers whose wages were very low. (law of supply and demand).

d. The British system was appealing women and child working at tedious, low paying jobs for long periods of time.

2. Robert Owen (1820’s)

a.  Was a Welsh capitalist who tried to reform the system

b.  He provided schools and housing for workers.
c.  Owens-socialism-a more even distribution of wealth.

3. Karl Marx

a. A German radical who wrote Das Kapital (1867)-which was a documented work on economics throughout history.

b. Marx saw history as a series of economic stages, capitalism replaced feudalism.

c. Marx saw the final stage as communism in which no economic ideas would exist.

4. Socialist and Communism

a. A powerful movement from 1880-1920.

b. Communism is an extreme socialist thinking

c. Most socialist retain democratic principals


C. British Labor Party

1. One of the oldest (1900) and best known socialist parties, responsible for contributing to the British Welfare state.

2.  Biggest contribution came in 1945-1951 with the nationalization of the following industries:

a. Banking
b. Coal, steel, R.R.
c. Airlines
d. Electrical system

e. Healthcare

3. 1980- conservative party restored many of these industries to private ownership

D.  Nationalization

1.  Definition- the taking of private industry for public use (fair price)

2.  Some nationalization of industries are done with little or no compensation

3.  Most nationalized businesses will be publicly owned or government will hold 51% of the stock

4.  The basic concept behind public ownership is to allow the workers a say in the companies business.

5.  Public sector vs. private sector

E.   Command Economy
1.  Economy where decisions are based on private individuals and the give and take of the market are called market economies.

2. Socialism- is more centralized and seeks to establish plans on how the economy will function over a period of time (production quotas) the type of economics are command economics (5 year plans).

F.  Public Services and Taxes

1.  Socialism requires that all people have the basic necessities net.  There must equal distribution of goods and services taxes on upper class.
2.  Welfare State

a. Government which provides basic social services at little or no cost, are welfare states.

b. the most important services are health, housing, work.

c. this type of service by the government is called “cradle to the gave” benefits.


3.  High Taxation
a. in a socialist system, the ability to provide social services you must have capital- taxes.

b. In social countries taxes may be a high as 60% of income, U.S. 33% is the highest tax bracket.

c. Usually taxes are graduated and not “flat” the rich may pay as high as 90%.
G.  Socialism in Developing Countries

1. Public ownership and central planning

2. Starting fro scratch philosophy, not tradition and no large scale industry

3. Nationalization prevents multi-national companies from controlling the economy.

4. Leaders have m ore control over economics and politics.
5.  High taxes result- usually choking the incentive.

H. Criticisms

 1. Tendency toward red tape

2. Slower to react to outside force which effects production and the economy, like technology.

3. Too many outside events effect the economy which the “invisible handed” can’t foresee.

4. Freedom to decide.
III. Communism
A. Introduction

1. A blending of totalitarian control with a socialist economy- the government owns the means of production.

2. The difference between socialism and communism is politics and ideology.

3. U.S.S.R. was the first and the example for the rest of the communism world.

4. Most communist countries practice a form called “market communism” were small businesses are encouraged.

B. The Soviet Economy
1. The communist believe that they have not yet reached pure communism because the class structure.

2. Private and Public Property

a. Private property does exist, but is rare for most citizens.

b. Land and productive property is owned by the state.

c. A person may be in business for himself but may not hire workers, because that is exploration.
d. The government controls wages, prices and production and forbids strikes by unions.

3. Social Welfare

a. The government meets the basic needs of the people.

b. The communist theory is the basic “free lunch”, Education, medical, vacation, pension, daycare and these are constitutional rights.

c. Holding shortages is a problem in the Soviet Economy.

C. Central Planning

1. U.S.S.R. is an extensive command economy, much more then social democracy.

2. Blueprints are established under 5 year plans.

3. Five year plan

a. Each group carefully plans what it will need for 5 years,. Swims its way through the Bureaucracy to reach Gosplan officials.

b. Gosplan officials then set aside the needs for each government ministries, which overseas, factories or farmers, then each ministry is divided, the money among its groups.

c. Each individual is located by its basic needs plus a certain quota.

4. Problems with Practice

a. Plant managers try short cuts which, meet or exceed quotas.  This results in quality control problems.

b. Timing has become the watchword in the Soviet System, buying items at the end of a week or month usually means poor quality (dates on packages).
c. The lack of incentives and tight control, leaves no room for innovation.

D. Soviet Agriculture

1. Extensive planning and investments have not prevented Soviet agriculture from being a weak point of the economy.

2. Soviet government has become dependent on grain imports.

3. Geography is partly to blame, although more land area, it tends to be drier and colder then its geographic counterpart in the U.S.

4. Mechanization is also a problem, more labor is needed, 25% of the Soviet Union labor source work on farms, 4% in the US and produce 4/5 as much.

5. Collectivized farms-public or group ownership-state farms or collective farms.

6. State farms

a. Owned directly by the government, this encompasses 2/3 of Soviet farmland.

b. Farms are very large acreage, numbers in the tens of Thousands.

c. Workers receive wages, what is produced is decided by the government-workers have no share of ownership or produce.
