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     Characteristics of major economic system









       Free market (United States)

· Private ownership of property and resources (capitalism)

· Profit and competition

· Consumer sovereignty & individual choices

Tradition Economy
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Make or grow what one needs
· Based on custom/tradition
· Does not use technology
Command Economy

· Government ownership of property/resources
· Centrally planned economy (government controlled)
· Lack of consumer choice & shortages
Mixed Economy

· Individual and business as decision

makers for private sector

· Government as decision maker for the public sector

· A great government role than free market economy

· [image: image8.jpg]Recovery  Prosperity

wgosontt

Contraction

Exparsion

Time



Most common economic system today (blends command and free market)
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Characteristics of private financial institutions

· Include: banks, savings and loans, credit unions, securities brokerages

· Receive deposits, CDs, and make loans,
· Encourage savings and investing by paying interest on deposits

Ways the government promotes marketplace competition

· Enforcing anti-trust legislation to discourage development of 

    monopolies; engaging in global trade; supporting business 
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Government agencies the regulate business

· FCC (Federal Communication Commission)

· EPA (Environmental Protection Agency)

· FTC (Federal Trade Commission)
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Circular Economic Flow 



         




    
Individuals & business saving/investment provide Constitution

Global Economy
           

financial capital that can be borrowed for business incomes

Worldwide markets in which buying and selling of
           

expansion & increase consumption



goods and services by all nations take place
           
· Individuals (households) own resources used in


Reasons that states and nations trade:

           

production, sells labor, and use income to


  
- Obtain goods/services they can’t produce efficiently
purchase products 





themselves


· Businesses (producers) buy resources; make products    
  
- Buy goods and services at a lower cost or a low
sold to individuals, other businesses, government


 opportunity cost
    use profits to buy more resources.



- Sell goods and services to other countries – create jobs        
· Government use tax revenue from individuals and 


North Carolina and U.S. specialize in production of certain                 

businesses to provide public goods and services


goods and services which promote efficiency and growth

             
Characteristics of public goods and services


Impact of technological innovations                
· Include interstate highways, postal service, and national                             - Innovations in technology (e.g. internet) contribute to

defense






global flow of information, capital, goods, and services                      

· Provide benefits to many simultaneously



 - Use of such technology also lowers cost of production
· Would not be available if individuals had to provide them

Ways government produce public goods and services        
                             





 - Through tax revenue and borrow funds      
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Trade: 
· Exports: goods and services United States businesses sell to other countries

· Imports: goods and services United States’ consumers & businesses buy from other countries

The United States goal is to have a favorable balance of with other countries (We sell to them more than we buy from other countries.
- Trade deficit: buying more foreign goods than US’ businesses sell to foreign countries (since 1972 the United States has ran a deficit) 
Supply/Demand
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Equilibrium point: the point where quantity demanded by consumers and the quantity supplied by producers cross.  This is where producers should set their price.
· If producers set the price below that point there will not be enough supply to meet the quantity demanded (shortage)
· If producers set the price above that point there will too much product on the market and it will set on the shelf of stores (surplus)
Competition will also help to decide at what price businesses can charge for their goods or services

Business Cycle
Peak: The point where the economy cannot expand anymore because businesses are producing are producing at max capacity

· Businesses have hirer all the workers they can and consumers are spending more than savings

Decline: Real GDP begins to go down, businesses cut back production since their products are not selling as well, some workers are laid-off, consumers begin to save instead of spending as much

Recession: (trough) Real GDP declines for six straight months, major cutbacks in production by businesses, high unemployment, consumers are buying what they need and saving their money (If left unchecked recession can become a depression)

Expansion: Real GDP increase, businesses begin to expand production to replace goods and services that have been brought, unemployment declines as some workers are rehired, and consumers begin to spend money again

Stimulating the Economy
Government: Fiscal Policy – how the government taxes individuals and businesses 

and spends money 

· Decline: cut taxes and increase government spending to encourage 

consumer spending

· Recession: large tax cut and an increase in government spending

· Peak & Expansion – Government will only adjust the fiscal policy

if inflation (a steady rise in prices) appears →raise taxes and cut spending

Federal Reserve: Monetary Policy – controlling the amount of money in 
circulation by adjusting discount rate (interest rates), sets the reserve requirement, and controls the open market operations (bonds)
· Decline & Recession: lower interest rates to encourage consumer 
and business spending – lower prime rate, buy bonds, never touch the 
reserve requirement (Loose monetary policy: put money into circulation)

· Peak & Expansion – if inflation then raise interest rates to encourage 
saving, sell bonds, do not touch reserve requirement
(Tight monetary policy – take money out of circulation)


Government: Expenditures and Revenues

Government Budget: (Federalism: taxation is a concurrent power – shared by all three levels of government)
	Sources of Government Revenue

	Federal
	State
	Local

	Income Tax (Personal/Business) – most government revenue comes from this source (progressive tax)
Payroll taxes: Social Security & Medicare

Excise tax: gasoline, alcohol, and cigarettes

Gift tax: a gift over $700,000

Estate tax: inheritance

Fees: Patents, Copyrights, Licenses, Entrance fees


	Intergovernmental revenue: block grants & grant in aid
Sales tax: 7% on items sold in NC (regressive tax) 

Contributions from state employees retirement plan

Income tax (Personal/Business)

License fees

Lottery  

Fines and fees
	Intergovernmental revenue:
Property tax: 

Sales of utilities – electricity, water

Sales tax: hotel/motel tax

Fines and fees

	Government Expenditures

	Military
Research

Entitlements –social security, Medicare, Medicaid (biggest expense)

Intergovernmental loans

National parks

Government employees

Aid to foreign countries
	Entitlement programs – health, nutritional, and income for people in need

Education: biggest expense (primary and college)

Roads and highways

Employee retirement, hospital and healthcare, & prisons

Intergovernmental loans
	Education – primary education

Police & fire departments

Utilities: water, sewage, sanitation, and electricity


Federal Government Budget: President with the help of the Office of Management and Budget plan the federal budget, Congress will make changes and approve it.
· The federal government has been attempting to balance the budget and payoff the federal debt (deficit: usually the government over spends its income)

· Deficit is bad because it cause the government to borrow money using up the supply for businesses causing economic slow down 
Market Structures
	Perfect Competition

No barriers to entry                                            Total Competition

No variety of goods                                            No control over price

Example – milk, paper clips, staples
	Monopolistic 

Few barriers to entry                            Lots of competition
Lots of variety of goods                        Little control over price

Example – athletic shoes, blue jeans

	Oligopoly

Many barriers to entry                                        Little competition

Little variety of goods                                         Some control over price

Example – laundry detergent, passenger planes
	Monopoly

Total barriers to entry                           No competition

No variety of goods                              Total control over price

Example – Microsoft windows operating systems

	Cartel

Similar to an oligopoly except there is an agreement to set price

Example – OPEC



Causes of inflation






Demand-pull theory – prices rise as a result of an increase in demand 
and low supply

Cost-push theory – price rises as a result of rise in the cost of production

Quantity theory – too much money in circulation
Economics: the study of how consumers and businesses make choices


based on limited resources 					


                                 Economic Terms


Resources are the factors of production that are used in the production of goods and services.  Types: Land, labor, capital goods, and entrepreneurship.


Scarcity is the inability to satisfy all wants at the same time. All resources


and goods are limited.  This requires choices be made.


Trade-offs is what you gain when you make a choice. Consumers consider 


what they are gaining when the make a choice.





Opportunity cost – what is given up when a choice is made – highest valued 


alternative forgone.  Individuals must consider value of what is given up.





Capitalism – individuals are allowed to own the means of production 


(land, labor, capital, and entrepreneurs)





Profit – money leftover after paying expenses. The incentive to open a


 business.


 


Price – amount of money exchanged for a good or service.  Interaction of 


supply and demand determines price.  Price determines who acquires goods 


and services.





Supply and demand – is interaction of supply and demand determines price.  


Demand is amount of good or service that consumers are willing and able to 


buy at a certain price.  Supply is amount of a good or service that producers 


are willing and able to sell at a certain price





Production is the combining of labor, land, capital, and entrepreneurship 


resources to make goods and services.  Resources available and 


consumer preferences determine what is produced 


Ways to improve production:


Specialization – focusing on what a business is best at producing


Division of labor – assembly line








Characteristics of the United States Economy


In the United States, private individuals, businesses, and government share economic decision making.


Free markets – are allowed to operate without undue interference from the government


Private property – individuals and businesses have the right to own personal property as well as the means of production without undue interference from government


Profit – consists of earnings after all the expenses have been paid


Competition – Rivalry between producers/sellers of a good/service results in better quality goods and services at a lower price


Consumer sovereignty – Consumers determine through purchases what goods and services will be produced





ECONOMICS


How are consumer rights and property rights protected?


Individuals have rights of private ownership, which is protected by negotiated contracts that are enforceable by law.


Government agencies establish guidelines that protect public health and safety


Consumers may take legal action against violations of consumer rights





Basic types of business ownership


Proprietorship – one owner who takes all the risk (unlimited liability) and gets all profits


Partnership – two or more owners who share all the risks and profits


Corporation – business organization authorized by law to act as a legal person regardless of the number of owners.  Owners share profits.  Owner liability is limited to investment. Can shares of ownership called stock.


Entrepreneur – person who takes risks to produce a good or service in search of profit.  May establish business according to any type of organizational structure.
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Foreign Sector





Supply and demand – is interaction of supply and demand determines price.  


Demand is amount of good or service that consumers are willing and able to 


buy at a certain price.  Supply is amount of goods or services that producers 


are willing and able to sell at a certain price





The graph displays the price a producer should charge and the quantity that the business should produce. (Equilibrium point)


Law of Demand: Price and the quantity demanded move in opposite directions


Law of Supply: Price and quantity supplied move in the same direction


Inelastic demand: some goods’ demand does not change with a rise in price: GASOLINE (elasticity describes how demand changes with a change in price)
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The Federal Reserve


Federal Reserve System (Fed) is the central bank of U.S. – acts as banker’s, issues currency/regulating amount of money in circulation (monetary policy)





Ways Federal Reserve Bank slows the economy – to slow the economy, Fed restricts money supply, causing interest rates to rise. → Reason: stop inflation


Increase the reserve requirement or discount rate


Sells government securities


Ways Federal Reserve Bank stimulates economy 


Fed increases money supply, causing interest rates to decline


Lowers the reserve requirement or discount rate


Purchases government securities








Taxes


16th Amendment to the Constitution authorizes Congress to tax income (personal/business)


Government tax increases reduce funds available for private/business spending; tax decreases increase funds for private and business spending


Increased government borrowing reduces funds available for borrowing by individuals and businesses; decreased government borrowing increases funds available for by individuals and businesses


Increased government spending increases demand, may increase employment/ production; decreased spending reduces demand, may result in a slowing economy


Increased government spending may result in high taxes; decreased government spending may result in lower taxes
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Types of Unemployment 


Seasonal unemployment – job is out of season (lifeguard in winter)


Frictional unemployment – people choosing to leave the work force temporarily (Someone going to college for a master)


Cyclical unemployment – unemployment caused by a bad economy (recession shuts down a factory)


Structural unemployment – someone unemployed and cannot find work due to not having the skills required for the economy (a factory worker trying find work in the technology field)








