ECONOMIC STUDY PACKET

NAME: ______________________________


Trade off:  deciding to purchase a good or service instead of another good or service

Monetary policy:  the Federal Reserve Board makes decisions about the amount of money in circulation so business activity grows at a steady pace 

Balance of Trade:  difference between the value of a nation’s exports and it’s imports
Trade restrictions:  methods a government uses to restrict imports- tariffs (taxes on imports), quotas (limiting the quantity of imports), embargos (not allowing any imports) 3: tariff, quota, embargo
Opportunity Costs: the cost related to the next-best choice available to someone who has picked between several mutually exclusive choices. It is a key concept in economics. It has been described as expressing "the basic relationship between scarcity and choice." The notion of opportunity cost plays a crucial part in ensuring that scarce resources are used efficiently. Opportunity costs are not restricted to monetary or financial costs: the real cost of output forgone, lost time, pleasure or any other benefit that provides utility should also be considered opportunity costs. What do you give up to do something else
Socioeconomic Stratification: The study of classes or strata in a society, but most commonly refers to institutionalized inequalities in power, wealth, and status between categories of persons within a single social system (e.g., classes, castes, ethnic groups). This is usually centered on the social grading of occupations. Sometimes this is done by reference to power and control over the means of production. Usually, stratification is done by means of a mixture of class and status markers. For instance, such a system must take note not only of a person's occupation (‘farmer’) but also his or her class or power position within that description (‘farmer employing others’, ‘farmer employing nobody outside the family’, and so on). Ultimately, the status of occupations means what most people think the status of the occupations. Status can also be determined by the cultural values of a specific social system. 

Scarce Resources: Analysis of how scarce resources ('factors of production') are distributed among producers, and how scarce goods and services are apportioned among consumers. This analysis takes into consideration the accounting cost, economic cost, opportunity cost, and other costs of resources and goods and services. Allocation of resources is a central theme in economics (which is essentially a study of how resources are allocated) and is associated with economic efficiency and maximization of utility.

Economics: Social science that analyzes and describes the consequences of choices made concerning scarce productive resources. Economics is the study of how individuals and societies choose to employ those resources: what goods and services will be produced, how they will be produced, and how they will be distributed among the members of society. Economics is customarily divided into microeconomics and macroeconomics. Of major concern to macroeconomists are the rate of economic growth, the inflation rate, and the rate of unemployment. Specialized areas of economic investigation attempt to answer questions on a variety of economic activity; they include agricultural economics, economic development, economic history, environmental economics, industrial organization, international trade, labor economics, money supply and banking, public finance, urban economics, and welfare economics. Specialists in mathematical economics and econometrics provide tools used by all economists. The areas of investigation in economics overlap with many other disciplines, notably history, mathematics, political science, and sociology.

Economic Cost:  Actual sacrifice involved in performing an activity, or following a decision or course of action. It may be expressed as the total of opportunity cost (cost of employing resources in one activity than the other) and accounting costs (the cash outlays).

Labor Markets: Usually an informal market where workers find paying work, employers find willing workers, and where wage rates are determined. Labor markets may be local or national (even international) in their scope and are made up of smaller, interacting labor markets for different qualifications, skills, and geographical locations. They depend on exchange of information between employers and job seekers about wage rates, conditions of employment, level of competition, and job location. Workers, and employers agree on wages
Macro-Economics: Study of the behavior of the whole (aggregate) economies or economic systems instead of the behavior of individuals, individual firms, or markets (which is the domain of Microeconomics). Macroeconomics is concerned primarily with the forecasting of national income, through the analysis of major economic factors that show predictable patterns and trends, and of their influence on one another. These factors include level of employment/unemployment, gross national product (GNP), balance of payments position, and prices (deflation or inflation). Macroeconomics also covers role of fiscal and monetary policies, economic growth, and determination of consumption and investment levels. Us as a society
Micro-Economics: Study of the economic behavior of individual units of an economy (such as a person, household, firm, or industry) and not of the aggregate economy (which is the domain of macroeconomics). Microeconomics is primarily concerned with the factors that affect individual economic choices, the effect of changes in these factors on the individual decision makers, how their choices are coordinated by markets, and how prices and demand are determined in individual markets. The main subjects covered under microeconomics include theory of demand, theory of the firm, and demand for labor and other factors of production. ME and my stuff 
Consumer Economics: study of an everyday purchaser of a good or service in retail and how they spend their resources. Consumers spend $$
Investment: Money committed or property acquired for future income. Trade off between risk and reward while aiming for incremental gain and preservation of the invested amount (principal). In contrast, speculation aims at 'high gain or heavy loss,' and gambling at 'out of proportion gain or total loss.' Two main classes of investment are (1) Fixed income investment such as bonds, fixed deposits, preference shares, and (2) Variable income investment such as business ownership (equities), property ownership. In economics, investment means creation of capital or goods capable of producing other goods or services. Expenditure on education and health is recognized as an investment in human capital, and research and development in intellectual capital. Return on investment (ROI) is a key measure of a firm's performance. Buy now, benefits much later (college student poor now, benefits with college degree)  
Investment Strategies: Basic approaches to strategic planning that can be adopted by any firm in any market or industry to improve its competitive performance. The three fundamental marketing strategies are: differentiation strategy, focus strategy, and low cost strategy. 
Law of supply: from the supplier’s viewpoint is a rule stating that price and quantity supplied move in the same direction, the higher something's price is, the more it will be supplied. The law of supply states that the higher something's price is, the more it will be supplied. The concept of supply involves getting many factors of production: resources, labor, etc., getting these things together to make a product, which is then demanded. The law of supply is because people want to charge the highest price possible for the least amount of production possible. As prices increase, so do the expectations for profits. As people expect more profits from a product, they naturally produce more of that product. They produce this high-priced product rather than a low-priced one. Total amount of a product (good or service) available for purchase at any specified price. It is determined by: (1) Price: producers will try to obtain the highest possible price whereas the buyers will try to pay the lowest possible price both settling at the equilibrium price where supply equals demand. (2) Cost of inputs: lower the input price the higher the profit at a price level and more product will be offered at that price. (3) Price of other goods: lower prices of competing goods will reduce the price and the supplier may switch to switch to more profitable products thus reducing the supply.

Law of demand:  from the consumer’s viewpoint is a rule stating that price and quantity demanded move in the opposite direction. States that the lower something's price is, the more people want it. Now, this is not practically true (for example, nobody wants to buy really outdated cars, even though they're cheap.) 
Law of supply and demand: Common sense principle which defines the generally observed relationship between demand, supply, and prices: as demand increases the price goes up which attracts new suppliers who increase the supply bringing the price back to normal.
Equilibrium Price: Note the point at which the supply line and the demand line meet. That is the point of equilibrium, the perfect point of balance.
Marginal utility:  with each additional unit a consumer buys then the consumer satisfaction will increase until the consumer no longer is satisfied. This becomes the law of diminishing marginal utility where another unit bought no longer brings satisfaction  too much chocolate will give you a stomach ache, will not make you feel better about eating the extra chocolate bar 
Marginal Productivity: Change in output that results from changing the labor input by one unit, all other factors remaining constant. Very little is gained 
Personal Financing: The use of the principles and techniques of corporate finance (banking, credit, debit and lending institutions) in an individual's money affairs, especially the methods of allocation of financial resources. Its objective is financial security and independence so that an individual or a family can meet expected expenses and withstand monetary emergencies. It involves making prudent financial decisions, budgeting, saving, investing, insurance, tax planning, retirement planning, and estate planning.

Capitalism: The earliest forms of capitalism—which we call "mercantilism"—originate in Rome, the Middle East, and the early Middle Ages. Mercantilism might be roughly defined as the distribution of goods in order to realize a profit. Goods are bought at one site for a certain price and moved to another site and sold at a higher price. As time went on in Europe, mercantilism gradually evolved into economic practices that would eventually be called capitalism. Capitalism is based on the same principle as mercantilism: the large-scale realization of a profit by acquiring goods for lower prices than one sells them. But capitalism as a practice is characterized by the following: The European Enlightenment Adam Smith, The Wealth of Nations: The accumulation of the means of production (materials, land, tools) as property into a few hands; this accumulated property is called "capital" and the property-owners of these means of production are called "capitalists." Goal to make money
Communism: communism generally refers to the theories and ideas stemming from Karl Marx and Friedrich Engels and their successors. At the heart of communism is a call for the abolition of capitalism—i.e., private ownership of the means of production and private profit—by force if necessary. After the communist revolution in Russia, Russian leaders such as Vladimir Lenin and Leon Trotsky further developed the tenets of communism, as did Mao Tse-tung in China. Get rid of capitalism, communism everyone is the same 
Socialism: Socialism, on the other hand, is a political and economic approach that calls for state-owned businesses and state-controlled distribution of wealth brought about by democratic means. The doctrines of socialism also include demands for major industries, banking, utilities, and natural resources to be nationalized as well as for nationalized social services such as health care. Socialists believe that the inequalities that exist in our society are unjust and that the minority of the population should not own the vast majority of the wealth. State owned 
Factors of Production: Resources required for generation of goods or services, generally classified into four major groups: 

(1) Land (including all natural resources), 

(2) Labor (including all human resources), 

(3) Capital (including all man-made resources), and 

(4) Entrepreneurs (which brings all the previous resources together for production). 

These factors are classified also as management, machines, materials, and money, or other such nomenclature.
BUSINESSES:
	Sole Proprietorship:
	Partnerships
	Corporations
	Franchises

	A sole proprietorship is one person alone. He or she will have unlimited liability for all debts of the business, and the income or loss from the business will be reported on his or her personal income tax return along with all other income and expense he or she normally reports. (Although proprietorship avoids the expense of forming a partnership or corporation, many start businesses this way because they are unfamiliar with the other forms of organizations.
My tee-shirt stand in the mall 

	General Partnership: In a general partnership, each of the two or more partners will have unlimited liability for the debts of the business. The income and expense is reported on a separate return for tax purposes, but each partner then reports his or her pro-rata share of the profit or loss from the business as one line on his personal tax return.

Limited Partnership: With a limited partnership, each of the general partners has unlimited liability for the debts of the partnership, but the limited partner's exposure to the debts of the partnership is limited to the contribution each has made to the partnership. With certain minor exceptions, the reporting for tax purposes is the same as for a general partnership.
Small businesses 
	A corporation provides limited liability for the investors. Except as indicated below, none of the shareholders in a corporation is obligated for the debts of the corporation; creditors can look only to the corporation's assets for payment. The corporation files its own tax return and pays taxes on its income. If the corporation distributes some of its earnings in the form of dividends, it does not deduct the dividend in computing its taxes, but the shareholder recipients must pay taxes on those dividends even though the corporation has paid taxes on its earnings. A corporation has some tax benefits such as deductibility of health insurance premiums.
Target
	A form of business organization in which a firm which already has a successful product or service (the franchisor) enters into a continuing contractual relationship with other businesses (franchisees) operating under the franchisor's trade name and usually with the franchisor's guidance, in exchange for a fee. 

Such a franchise is essentially a business clone.

The franchisor has developed a system for reproducing his business (often right down to the last detail). When you buy a franchise, you rent the franchisor's trademark and method of doing business. The method of doing business involves a standardized approach to delivering a product or service.
McDonald’s 


Fiscal Policy

The manner in which the government manages money, the way a government attempts to manage the economy through taxation, spending, and borrowing.
Inflation: the prices of most goods and services continue to creep upward. It is measured by the Consumer Price Index (CPI). Inflation can affect different parts of the economy at different times. Inflation is usually a result of overheated economic growth. Price inflation usually leads to wage inflation, so that companies can retain good workers. Unfortunately, the wages creep up more slowly than do the prices, because companies are reluctant to increase these fixed costs. Higher prices combined with stagnant wages means your standard of living can actually decrease.
Unemployment: Total number of able men and women of working age seeking paid work. 16 or older Unemployment statistics vary according to how unemployment is defined and who is deemed to be part of the workforce. Traditional methods for collecting unemployment data are based, typically, on sampling or the number of unemployment benefit requests. International labor organization (ILO) computes unemployment on the basis of number of people who have looked for employment in the last four weeks and are available to start work within two weeks, plus those who are waiting to start working in a job already obtained
Deficit: The amount by which a government, company, or individual's spending exceeds its income over a particular period of time. Not enough income or liabilities. Not enough money
Surplus: excess of expenses over income or liabilities over assets, a quantity much larger than is needed. Too much of something 
Federal Deficit: The amount by which a government's expenditures exceed its tax revenues. The difference is made up by borrowing from the public through the issuance of debt, also called Federal Debt.

Compare and contrast different types of taxes:

	Progressive
	Regressive
	Proportional



	A tax system in which those who earn higher incomes pay a higher percentage of their income than those with lower incomes.
	A tax that takes a larger percentage of the income of low-income people than of high-income people.
	A system in which all levels of income are taxed at the same rate.


Different economically designed groups (How do government regulations affect these groups) 

	Consumers
	Employees
	Business

	An individual who buys products or services for personal use and not for manufacture or resale. A consumer is someone who can make the decision whether or not to purchase an item at the store, and someone who can be influenced by marketing and advertisements. Any time someone goes to a store and purchases a toy, shirt, beverage, or anything else, they are making that decision as a consumer.
	A person who is hired to provide services to a company on a regular basis in exchange for compensation and who does not provide these services as part of an independent business.
	A commercial activity engaged in as a means of livelihood or profit, or an entity, which engages in such activities.


Business Cycle: A predictable long-term pattern of alternating periods of economic growth (recovery) and decline (recession), characterized by changing employment, industrial productivity, and interest rates. also called economic cycle.

Entrepreneurship: The assumption of risk and responsibility in designing and implementing a business strategy or starting a business.
FDIC Federal Deposit Insurance Corporation
The (FDIC) preserves and promotes public confidence in the U.S. financial system by insuring deposits in banks and thrift institutions for at least $250,000; by identifying, monitoring and addressing risks to the deposit insurance funds; and by limiting the effect on the economy and the financial system when a bank or thrift institution fails. An independent agency of the federal government, the FDIC was created in 1933 in response to the thousands of bank failures that occurred in the 1920s and early 1930s. Since the start of FDIC insurance on January 1, 1934, no depositor has lost a single cent of insured funds as a result of a failure.

The FDIC receives no Congressional appropriations - it is funded by premiums that banks and thrift institutions pay for deposit insurance coverage and from earnings on investments in U.S. Treasury securities. The FDIC insures approximately $9 trillion of deposits in U.S. banks and thrifts - deposits in virtually every bank and thrift in the country.

The standard insurance amount is $250,000 per depositor, per insured bank, for each account ownership category. The FDIC's Electronic Deposit Insurance Estimator can help you determine if you have adequate deposit insurance for your accounts.

The FDIC insures deposits only. It does not insure securities, mutual funds or similar types of investments that banks and thrift institutions may offer. (Insured and Uninsured Investments distinguish between what is and is not protected by FDIC insurance.)

The FDIC directly examines and supervises more than 4,500 banks and savings banks for operational safety and soundness, more than half of the institutions in the banking system. Banks can be chartered by the states or by the federal government. Banks chartered by states also have the choice of whether to join the Federal Reserve System. The FDIC is the primary federal regulator of banks that are chartered by the states that do not join the Federal Reserve System. In addition, the FDIC is the back-up supervisor for the remaining insured banks and thrift institutions.

The FDIC also examines banks for compliance with consumer protection laws, including the Fair Credit Billing Act, the Fair Credit Reporting Act, the Truth-In-Lending Act, and the Fair Debt Collection Practices Act, to name a few. Finally, the FDIC examines banks for compliance with the Community Reinvestment Act (CRA) which requires banks to help meet the credit needs of the communities they were chartered to serve.

To protect insured depositors, the FDIC responds immediately when a bank or thrift institution fails. Institutions generally are closed by their chartering authority - the state regulator, or the Office of the Comptroller of the Currency. The FDIC has several options for resolving institution failures, but the one most used is to sell deposits and loans of the failed institution to another institution. Customers of the failed institution automatically become customers of the assuming institution. Most of the time, the transition is seamless from the customer's point of view.

The FDIC employs more than 7,000 people. It is headquartered in Washington, D.C., but conducts much of its business in six regional offices, one temporary satellite office and in field offices around the country. The FDIC is managed by a five-person Board of Directors, all of whom are appointed by the President and confirmed by the Senate, with no more than three being from the same political party.
SIGNIFICANT ECONOMIC DEVELOPMENTS BETWEEN WW1 AND WW2

Prosperity of the 1920’s: (information from Stanley K. Schultz, Professor of History)

World War I may not have made the world safe for democracy, but it did help to lay the groundwork for a decade of American economic expansion. The 1920s saw the growth of the culture of consumerism--many Americans began to work fewer hours, earn higher salaries, invest in the stock market, and buy everything from washing machines to Model T Fords. The culture of consumerism of the 1920s changed the politics of American society and set the tone for American attitudes about money in coming decades.

The decade of the 1920s, or as it was called by its contemporaries, "The New Era," was marked by prosperity and new opportunity in the aftermath of World War I. The war began in Europe in 1914, and the United States entered the fray in 1917. A significant reason for United States involvement in the war was the nation's economic links to the Allied Powers, and especially to Great Britain. Wall Street financial institutions such as the House of Morgan had given loans to Great Britain totaling over $2.3 billion. As a result, Wall Street feared a British defeat even more than Main Street.

Before 1917, American public opinion about the war was generally divided along ethnic lines. Old-stock Americans of Anglo-Saxon heritage were on the side of Britain and France. Americans of German heritage wanted the United States to remain neutral. Many Americans with ties to Eastern Europe, such as Russian and Polish Jews, also supported Germany, which, up to that time, had been more tolerant of religious minorities than either tsarist Russia or the nations of Western Europe.

The United States, still officially neutral, mostly ignored British search and seizure of American ships for two reasons:
   1. The German market was not as important as either the French or the British markets.

   2. Sales to Britain and France soared from $825 million in 1914 to $3.2 billion in 1916.

By 1915, President Wilson, while preaching peace, had begun to gear up for warfare, expanding the United States army and navy. Because of increased German submarine attacks on American ships, America entered the war on the side of the Allies in 1917, and almost immediately tipped the balance in their favor. In full retreat, Germany asked for an armistice, which was granted on November 11, 1918. The effect of the war on Germany, France, Great Britain, and Russia was devastating, both to their economies and in the loss of human life. America, on the other hand, came out of the war relatively unscathed. American soldiers (called "doughboys" because the large buttons on their uniforms resembled a deep-fried bread of the same name) returned home in May 1919 to ticker-tape parades and the promise of a prosperous decade.

Of course, there were problems as well. The transition from a wartime to a peacetime economy caused economic dislocation for industrial workers, loss of income for farmers, and renewed racism and nativism against African-Americans and foreign immigrants. Many Americans, however, reveled in the new culture of consumerism.
The Politics of Prosperity
In search of prosperity, Americans elected three Republican Presidents during this decade. Each of these men promised to promote the politics of prosperity:
Warren G. Harding (1865-1923). Elected to the Presidency in the 1920s, Harding urged a "return to normalcy." The policies of his administration were generally conservative, especially regarding taxes, tariffs, immigration restriction, labor rights, and business regulation. Harding's administration was marked by corruption and scandal, although most of the scandals did not become public knowledge until after he died of a stroke in office in August 1923. 


Calvin Coolidge (1872-1933). Coolidge did little as Warren G. Harding's vice president (1921-23), but when he assumed the presidency after Harding's death, he acted quickly to repair the damage of the Harding administrations scandals and to secure the 1924 presidential nomination. He was easily elected over Democrat John W. Davis and Progressive Robert M. La Follette. Near the end of his second term, Coolidge decided not to run for president again and retired from politics. Many of Coolidge's policies, including federal tax cuts and high tariffs, were very popular during his tenure as president, but lost favor during the Great Depression.
Herbert Hoover (1874-1964). Having served as secretary of commerce under both Harding and Coolidge, Hoover was elected to the presidency in 1928, helped by the prevailing prosperity in the country. Hoover had been in office just a few months when the Great Depression began. In 1932, he lost the presidential election to Franklin D. Roosevelt. 

Business Boom of the 1920s

On the whole, the United States economy experienced steady growth and expansion during the 1920s. Three factors fueled this economic growth:

   1. Machines

   2. Factories

   3. The Process of Standardized Mass Production
The Upward Spiral
These factors created a self-perpetuating cycle:

· standardized mass production led to

· better machinery in factories, which led to

· higher production and higher wages, which led to

· more demand for consumer goods

· which led back to more standardized mass production.
This upward spiral continued until 1929. There were five main sources of the 1920s economic boom:

   1. Effect of WWI on technology.
   2. Scientific management: "Taylorism"

   3. Rapid increase in worker productivity

   4. Psychology of consumption

   5. Relations between the federal government and big business
1. Effect of WWI on Technology.
During the war, a significant labor shortage, combined with the need for increased production, necessitated new, more efficient methods of production. The War stimulated a number of old industries, such as petroleum and steel, and helped create a host of new industries, such as plastic and rayon production. One measure of these accelerated technological changes is the money spent on new machinery for industry. In 1915, the total annual expenditure was $600 million, which grew to $2.5 billion by 1918.

2. Scientific management known popularly as "Taylorism."
"Taylorism" with its mathematical formula for labor, streamlining of tasks, and increase in production. In the 1920s, American industries implemented scientific management on a grand scale, pouring millions of dollars into industrial research.

3. Rapid increase in worker productivity.
As scientific management and new technology increased worker productivity, workers earned higher wages and became better consumers. A new innovation appeared: the installment plan, which encouraged Americans to build up debt in order to buy consumer goods.

4. Psychology of consumption.
In a variety of ways, Americans wanted to get rich, and to do so with little effort. Thorstein Veblen, an economist, published The Theory of the Leisure Class in 1898. The book reached a wide American audience during the 1920s because it spoke directly to the psychology of American consumption.  Veblen, in fact, introduced the now-familiar term "conspicuous consumption," which seemed to embody the cultural mindset of post World War I America. Some examples of conspicuous consumption include:

· Radio

The first commercial radio station went on the air in the 1920s in Pittsburgh, while the first public radio station opened on the campus of the University of Wisconsin. By 1922, 3 million American households had radios, and purchases of receivers had increased by 2,500%, giving the industry annual sales of $850 million by 1929. 


· Motion pictures

 A fledgling industry before World War I, motion picture production became one of the ten largest industries in the United States during the 1920s. In 1922, theaters sold 40 million tickets a week. By 1929, that number had grown to 100 million a week. One of the capitalists who cashed in on Hollywood was Joseph P. Kennedy, patriarch of the Kennedy's, one of the nation's most influential political families. During eight months in Hollywood, he made $6 million.

· New Electric appliances

A floodtide of new electric appliances lightened the load of the middle-class American housewife: vacuum cleaners, toasters, washing machines, and refrigerators. Women became America's greatest consumers, purchasing appliances and other items that would have been considered a luxury just a generation before.

· Automobile industry

Nowhere was the psychology of consumption more evident than in the automobile industry. Annual automobile production rose from 2 million during the 1920s to 5.5 million in 1929. By the late 1920s, there was one automobile for every five Americans, allowing, theoretically, for every person in the United States to be on the road at the same time. 

Two factors led to the rising popularity of cars:
1. Cost-- The price of automobiles declined steadily until the mid-1920s so that many well-paid
working families could now afford to purchase a car. The Model T Ford, for example, cost just $290 in 1926.

         2. Credit-- In 1925, Americans made 75% of all automobile purchases on the installment plan. Henry Ford (1863-1947) was the chief figure in this expanding industry. Ford did not invent the automobile, but he did the most to promote the car by developing more efficient and cheaper means of production. He built his first car in his garage in 1896. Symbolic of the American century to come, the door of the shed was too small and he had to remove bricks to make way for the car. Perceived as a shining model of the American success story, Ford was so trusted by the American public that in 1928, when he announced the development of the new Model A, half a million Americans made a down payment on the car without having seen it, taken it for a test drive, or even known how much it would cost.

The automobile had a huge impact on American life, both economic and social.
      Economic Effects of the Automobile:
         1. Promoted growth of other industries. Especially petroleum, rubber, and steel.

         2. Helped fuel the creation of a national system of highways. Automobiles required better roads. 

After WWI, federal funds became available for building highways and a major industry was born.

3.Created new service facilities. Filling stations, garages, and roadside restaurants sprang up 
across the nation. Motels (the word itself is a blend of 'motor' and 'hotel') catering to the needs of motorists began to replace hotels.

      Social Effects of the Automobile:
         1. Created a more mobile society. Cars broke down the distinctions between urban and rural 
America. With the automobile came the new tradition of the "Sunday drive," and many city folks got their first chance to tour the rural countryside. Rural Americans, on the other hand, drove into cities to shop and to be entertained.

2. Broke down the stability of family life. Now it was far easier for individual family members to go
    their own way.

3. Broke down traditional morality. Children could escape parental supervision, as cars became a
    sort of "bedroom on wheels."

      In 1929, sociologists Robert and Helen Lynd published, Middletown, a book based on field research done in Muncie, Indiana, in 1924 and 1925. The Lynds explored how industrialization had transformed tradition values and customs in Middle America. They paid particular attention to people's changing attitudes toward the automobile.   They found that people of every income level considered the automobile a necessity rather than a luxury. People were willing to sacrifice food, clothing, and their savings in order to own a car.
5. Relations between the federal government and big business.

American businessmen regained the status of folk hero they had enjoyed in the days before Progressivism. Many Americans began to equate prosperity with progress. There were some critics of America's culture of consumption, including Sinclair Lewis, author of the novel Babbitt (1922). Lewis poked fun at the average businessman as a materialistic, amoral, superficial conformist. 


Other popular books painted a different picture. Bruce Barton, a prominent figure in advertising, published, The Man Nobody Knows: A Biography of Jesus, in 1925. Barton presented Jesus as the "founder of modern business" and the apostles as the "greatest sales force in history."

Relationships between businessmen and government had never been closer than they were in the 1920s. Calvin "Silent Cal" Coolidge piped up: "Wealth is the chief end of man!" and slightly less laconically: "The man who builds a factory, builds a temple. The man who works there, worships there." "The American Way"

Businessmen had two major propaganda mills: the Chamber of Commerce and the National Association of Manufacturers. Both groups preached a return to laissez-faire economics, less government regulation of business, and less government support for labor unions. The National Association of Manufacturers labeled this program, "The American Way." President Harding spoke for himself and for his successors, Coolidge and Hoover, when he asked for "less government in business and more business in government."
There were four major ways in which the federal government supported big business.
1. High tariff policies. The Fordney-McCumber Act (1922) and the Hawley-Smoot Act (1930) created the
    highest-ever schedule of tariffs for foreign-made goods.
2. Andrew Mellon. Secretary of the Treasury from 1921 to 1932. In response to his demands, Congress
     repealed the excess profits tax and reduced the rates for corporate and personal income taxes. Mellon  

     provided business leaders with a list of tax loopholes which the IRS had drawn up at Mellon's request.

3. Cutbacks in the Federal Trade Commission (FTC). The federal government had created the FTC to 
    regulate big business and to look into unfair trade practices, but the commission did less and less of 
    this in the 1920s.

4. Herbert Hoover.  As Secretary of Commerce and as President, Hoover encouraged price-fixing and   

     believed that the government was responsible for helping businesses profit.

Not everyone took part in the material successes of the 1920s. This decade also saw growing racism and nativism, increasing frustration from those who felt cut off from prosperity.      Retrieved   http://us.history.wisc.edu/hist102/lectures/lecture15.html


Causes of the Great Depression: http://history.sandiego.edu/gen/20th/1930s/depression-causes.html

1. False Prosperity
· overdependence on mass production, consumer spending, advertising, welfare capitalism, high tariff, "invisible hand"

· automobile was the leading industry

· chemicals, appliances, radio, aviation, chain stores

· overproduction in textiles, farming, autos

· real wages increased only 11%

· 60% population less than $2000 poverty minimum

· top 5% earned 33% income - spending by the rich essential

· Andrew Mellon cut taxes

2. Speculation
· Fed loaned at 3.5%, gold inflow 1927, Great Bull Market 1928

· broker loans on call rose from $3.5b in 1927 to $8.5b in 1929

· Goldman Sachs investment trusts, 50% margin trading at 5% interest

· only 1.5m of 120m population were investors

· pooling tactic of "anglers" - John J. Raskob

· Charles Mitchell of National City Bank: "I know of nothing fundamentally wrong with the stock market." (Oct. 21, 1929)

· Joe Kennedy: "Only a fool holds out for the top dollar" (sold after RKO merger in October 1928)

3. Stock Market Crash
· Sep. 3 Dow high of 381

· Sep. 6 Babson break - market became erratic

· Sep. 20 - collapse of Hatry in Britain

· Oct. 23 - J.P. Morgan buys to stop price decline

· Oct. 24 - panic selling began - 12.8m shares

· Oct. 29 - "Black Tuesday" - 16.4m shares

· prices decline to Dow low 41.22 on July 8, 1932

4. Banking Crisis  “Run on the bank”
· deposits withdrawn, deflation

· 9000 banks fail in 1930, 1932 waves

· Austria's bank failed May 1931
5. Unemployment
· ripple effect as leading factories close

· rose to 25-35% of total labor force, 80% in Toledo

· farm income declined 60%; 1/3 lost land
6. Trade Collapse
· foreign countries retaliate with high tariffs

· Weimar Republic unable to pay reparations or U.S. banks loans

· U.S. had been creditor with $638m annual surplus

7. Republican Policy
· "The Ordeal of Herbert Hoover"

· laissez faire, balanced budget, trickle down, voluntarism

· no use of monetary or fiscal policies

· Agricultural Marketing Act, Hawley-Smoot tariff, RFC of Jesse Jones

New Deal Measures and Programs:

	Act or Program
	Acronym
	Year Enacted
	Significance

	Agricultural Adjustment Act
	AAA

	1933
	Protected farmers from price drops by providing crop subsidies to reduce production, educational programs to teach methods of preventing soil erosion.

	Civil Works Administration
	CWA

	1933

	Provided public works jobs at $15/week to four million workers in 1934.

	Civilian Conservation Corps

	CCC

	1933
	Sent 250,000 young men to work camps to perform reforestation and conservation tasks. Removed surplus of workers from cities, provided healthy conditions for boys, provided money for families.

	Federal Emergency Relief Act
	FERA

	1933
	Distributed millions of dollars of direct aid to unemployed workers.

	Glass-Steagall Act
	FDIC

	1933
	Created federally insured bank deposits ($2500 per investor at first) to prevent bank failures.



	National Industrial Recovery Act
	NIRA
	1933
	Created NRA to enforce codes of fair competition, minimum wages, and to permit collective bargaining of workers.

	National Youth Administration
	NYA
	1935
	Provided part-time employment to more than two million college and high school students.

	Public Works Administration
	PWA
	1933
	Received $3.3 billion appropriation from Congress for public works projects.

	Rural Electrification Administration
	REA

	1935
	Encouraged farmers to join cooperatives to bring electricity to farms. Despite its efforts, by 1940 only 40% of American farms were electrified.

	Securities and Exchange Commission
	SEC
	1934
	Regulated stock market and restricted margin buying.

	Social Security Act
	SSA
	1935

	Response to critics (Dr. Townsend and Huey Long), it provided pensions, unemployment insurance, and aid to blind, deaf, disabled, and dependent children.

	Tennessee Valley Authority
	TVA
	1933

	Federal government build series of dams to prevent flooding and sell electricity. First public competition with private power industries

	Wagner Act
	NLRB
	1935
	Allowed workers to join unions and outlawed union-busting tactics by management.

	Works Progress Administration
	WPA
	1935
	Employed 8.5 million workers in construction and other jobs, but more importantly provided work in arts, theater, and literary projects.


Feldmeth, Greg D. "U.S. History Resources"         http://home.earthlink.net/~gfeldmeth/USHistory.html (31 March 1998).


New Deal Government Expansion: Expanded government and the amount of money that was spent by the US Government for infrastructure projects.  It was a deficit spending program designed to stimulate economic growth through direct government involvement in the economy and end the Great Depression.  It was ultimately a failure. 
ANALYZE EFFECTS OF WW2, COLD WAR AND POST-COLD WAR

US Prosperity of 1950’s: The end of World War II brought thousands of young servicemen back to America to pick up their lives and start new families in new homes with new jobs. With energy never before experienced, American industry expanded to meet peacetime needs. Americans began buying goods not available during the war, which created corporate expansion and jobs.  Growth everywhere.  The baby boom was underway. 

Cold War impacts 

The Cold War era led to an increase in technology, innovation, and defense spending due to the fear of war with the Soviet Union and communism. Increase in government spending on defense spending (military, Star War) led to economic growth.   In addition, this economic spending led to an increase in the GDP (gross domestic product). 

1980’s Recession: The nation endured a deep recession throughout 1982. Business bankruptcies rose 50 percent over the previous year. Farmers were especially hard hit, as agricultural exports declined, crop prices fell, and interest rates rose. But while the medicine of a sharp slowdown was hard to swallow, it did break the destructive cycle in which the economy had been caught. By 1983, inflation had eased, the economy had rebounded, and the United States began a sustained period of economic growth. The annual inflation rate remained under 5 percent throughout most of the 1980s and into the 1990s.

The economic upheaval of the 1970s had important political consequences. The American people expressed their discontent with federal policies by turning out Carter in 1980 and electing former Hollywood actor and California governor Ronald Reagan as president. Reagan (1981-1989) based his economic program on the theory of supply-side economics, which advocated reducing tax rates so people could keep more of what they earned. The theory was that lower tax rates would induce people to work harder and longer, and that this in turn would lead to more saving and investment, resulting in more production and stimulating overall economic growth. While the Reagan-inspired tax cuts served mainly to benefit wealthier Americans, the economic theory behind the cuts argued that benefits would extend to lower-income people as well because higher investment would lead new job opportunities and higher wages.

The central theme of Reagan's national agenda, however, was his belief that the federal government had become too big and intrusive. In the early 1980s, while he was cutting taxes, Reagan was also slashing social programs. Reagan also undertook a campaign throughout his tenure to reduce or eliminate government regulations affecting the consumer, the workplace, and the environment. At the same time, however, he feared that the United States had neglected its military in the wake of the Vietnam War, so he successfully pushed for big increases in defense spending.
The combination of tax cuts and higher military spending overwhelmed more modest reductions in spending on domestic programs. As a result, the federal budget deficit swelled even beyond the levels it had reached during the recession of the early 1980s. From $74,000 million in 1980, the federal budget deficit rose to $221,000 million in 1986. It fell back to $150,000 million in 1987, but then started growing again. Some economists worried that heavy spending and borrowing by the federal government would re-ignite inflation, but the Federal Reserve remained vigilant about controlling price increases, moving quickly to raise interest rates any time it seemed a threat. Under chairman Paul Volcker and his successor, Alan Greenspan, the Federal Reserve retained the central role of economic traffic cop, eclipsing Congress and the president in guiding the nation's economy.

Technology Boom: The Federal Reserve Bank of San Francisco stated, the growth rate of business investment in information technology boomed in the 1990s and 2000 before plunging in 2001. Much of the increase in Information Technology (IT) investment in the late 1990s appears to be attributable to falling prices of IT goods, which in turn is largely attributable to technological change. However, IT investment was much higher in 1999 and 2000 than a model would predict. Another reason for the high growth rates in IT investment was that expectations were too high, especially in two sectors of the economy, telecommunications services and the dot-com sector. Looking ahead, technological change in the IT area will likely continue to move quickly, in large part because large amounts of research and development are being devoted to finding further technological breakthroughs.

Economic Slow-down of 2000: Was the result of the bubble bursting in the Technology Boom in the late 1990’s and a decline in the Dow Jones Industrial Average.  Many companies went bankrupt as a result and this resulted in a small recession lasting until 2001.
US International Trade Policies: Policies put forward by the U.S. Government designed to promote free trade throughout the world, and increase the standard of living.
Analyze and evaluate domestic policies affect trade between nations: Some nations place high tariffs and quotas on imported products from other nations to protect their own national industries.  In retaliation other countries will place further trade barriers that restrict free trade even more. 
Monetary Policies affect exchange rates and international trade: Monetary policies such as the raising and lowering of key interest rates can change the value of American currency and its worth.  Thus, adding to or subtracting from the value of the Dollar.  In turn, effecting exchange rate of the U.S. Dollar versus other currencies around the world.  Furthermore, the buying and selling of U.S. securities has the effect of either increasing or decreasing the amount of U.S. Dollars in circulation thus affecting the exchange rate.  The higher the supply the less value, the lower the supply it will increase the value. 
NAFTA: Implementation of the North American Free Trade Agreement (NAFTA) began on January 1, 1994. This agreement will remove most barriers to trade and investment among the United States, Canada, and Mexico. Under the NAFTA, all non-tariff barriers to agricultural trade between the United States and Mexico were eliminated. In addition, many tariffs were eliminated immediately, with others being phased out over periods of 5 to 15 years.  This allowed for an orderly adjustment to free trade with Mexico, with full implementation beginning January 1, 2008.  The agricultural provisions of the U.S.-Canada Free Trade Agreement, in effect since 1989, were incorporated into the NAFTA. Under these provisions, all tariffs affecting agricultural trade between the United States and Canada, with a few exceptions for items covered by tariff-rate quotas, were removed by January 1, 1998. Mexico and Canada reached a separate bilateral NAFTA agreement on market access for agricultural products. The Mexican-Canadian agreement eliminated most tariffs either immediately or over 5, 10, or 15 years. Tariffs between the two countries affecting trade in dairy, poultry, eggs, and sugar are maintained.

European Union: is a union of twenty-seven independent states based on the European Communities and founded to enhance political, economic and social co-operation. Formerly known as European Community (EC) or European Economic Community (EEC). An economic and political union established in 1993 after the ratification of the Maastricht Treaty by members of the European Community and since expanded to include numerous Central and Eastern European nations. The establishment of the European Union expanded the political scope of the European Economic Community, especially in the area of foreign and security policy, and provided for the creation of a central European bank and the adoption of a common currency, the euro. For a complete list of participants: http://userpage.chemie.fu-berlin.de/adressen/eu.html

Federal Reserve and Monetary Policy 

History of the Federal Reserve

On December 23, 1913, the Federal Reserve System, which serves as the nation's central bank, was created by an act of Congress. The System consists of a seven member Board of Governors with headquarters in Washington, D.C., and twelve Reserve Banks located in major cities throughout the United States.  The Fed
Structure of the Federal Reserve System

The Federal Reserve System was created by the Federal Reserve Act in 1913 and began operating in 1914. The Fed is an unusual mixture of public and private elements

Federal Reserve Districts
The Federal Reserve official identifies its Districts by number and city in which its head office is located.
In the Twelfth District, the Seattle Branch serves Alaska, and the San Francisco Bank serves Hawaii. The System serves commonwealths and territories as follows: the New York Bank serves the Commonwealth of Puerto Rico and the U.S. Virgin Islands; the San Francisco Bank serves American Samoa, Guam, and the Commonwealth of the Northern Mariana Islands. The Board of Governors revised the branch boundaries of the System in February 1996. 

What is monetary policy?

The term "monetary policy" refers to what the Federal Reserve, the nation's central bank, does to influence the amount of money and credit in the U.S. economy. What happens to money and credit affects interest rates (the cost of credit) and the performance of the U.S. economy. Currency in the hands of the public (money in circulation) plus the public’s demand deposits (affects the amount of credit) at financial institutions.
What is inflation and how does it affect the economy?

Inflation is a sustained increase in the general level of prices, which is equivalent to a decline in the value or purchasing power of money. If the supply of money and credit increases too rapidly over time, the result could be inflation.

What are the goals of monetary policy?

The goals of monetary policy are to promote maximum employment, stable prices and moderate long-term interest rates. By implementing effective monetary policy, the Fed can maintain stable prices, thereby supporting conditions for long-term economic growth and maximum employment. 

What are the tools of monetary policy?

The Federal Reserve’s three instruments of monetary policy are open market operations, the discount rate and reserve requirements.
1. Open market operations involve the buying and selling of government securities. The term “open
market” means that the Fed doesn’t decide on its own which securities dealers it will do business with on a particular day. Rather, the choice emerges from an “open market” in which the various securities dealers that the Fed does business with – the primary dealers – compete on the basis of price. Open market operations are flexible, and thus, the most frequently used tool of monetary policy.

2. The discount rate is the interest rate charged by Federal Reserve Banks to depository institutions on short-term loans.

3. Reserve requirements are the portions of deposits that banks must maintain either in their vaults or on deposit at a Federal Reserve Bank. 

What are open market operations?

The Fed uses open market operations as its primary tool to influence the supply of bank reserves. This tool consists of Federal Reserve purchases and sales of financial instruments, usually securities issued by the U.S. Treasury, Federal agencies and government-sponsored enterprises. Open market operations are carried out by the Domestic Trading Desk of the Federal Reserve Bank of New York under direction from the FOMC. The transactions are undertaken with primary dealers.

When the Fed wants to increase reserves, it buys securities and pays for them by making a deposit to the account maintained at the Fed by the primary dealer’s bank. When the Fed wants to reduce reserves, it sells securities and collects from those accounts. Most days, the Fed does not want to increase or decrease reserves permanently, so it usually engages in transactions reversed within several days. By trading securities, the Fed influences the amount of bank reserves, which affects the federal funds rate, or the overnight lending rate at which banks borrow reserves from each other. 

The federal funds rate is sensitive to changes in the demand for and supply of reserves in the banking system, and thus provides a good indication of the availability of credit in the economy. 

Discount Rate: The percentage rate used to calculate the present value of an investment. The “required discount rate” is the rate of return required by the investor.

Economic Growth: The percentage increase in real output as measured by real GDP or per capita real GDP.
Gross Domestic Product: The market value of all final goods and services produced in a country in a calendar year.
United States Constitution and Bill of Rights, which guarantees economic principles. 

The U.S. Constitution contains many provisions that facilitated and protected the market economy. The six most important characteristics are: 

· Article I, Section 8 protects innovation as a property by establishing a copyright clause. 

· Article I, Sections 9 and 10 protects free enterprise and freedom of choice by prohibiting states from taxing each other’s' goods and services.
· Amendment IV protects private property and limits government powers by prohibiting people against unreasonable searches and seizures.

· Amendment V protects the ownership of private property, 
· Amendment XIV prohibits the state from taking away property without due process of law.
· Amendments IX and X also limits the government's power by reserving all rights not specifically outlined in Constitution automatically to the people. 

The Constitution added in its Preamble a goal to "promote the general welfare." This goal meant the government could take a larger role than that purely prescribed by a market economy. This led to many social safety programs, such as Social Security, food stamps and Medicare.
Taxes Classified by their effects

· Progressive- as an individual earns more income a larger percentage of that income is taken for federal taxes, those who earn below a specified minimum do not pay federal tax (example income tax) more money, more taxes 
· Proportional- tax taken at the same percentage from all incomes; as income rises, the amount of tax paid also rises same from everyone
· Regressive- tax that takes a larger percentage of lower incomes that higher incomes. Lower income pays more 
Domestic Policy

In government, domestic policy is the counterpart of foreign policy; it consists of all government policy decisions, programs, and actions that primarily deal with internal matters, as opposed to relations with other nation-states. Major areas of domestic policy include tax policy, social security and welfare programs, environmental laws, and regulations on businesses and their practices.
Comparative Advantage: the ability of a country to produce a good at a lower opportunity price than another country.
For example, the United States has a comparative advantage in production of computers over Indonesia because the opportunity costs of producing one more computer is less in the U.S.  However, Indonesia has a comparative advantage in the production of clothing over the U.S. because their opportunity costs are lower of producing one item of clothing.  This type of relationship leads to specialization of products, production, and manufacturing.

	Command Economy
	Market Economy (Capitalism)
	Traditional Economy

	Command economy:  a market system where the government owns and controls the factors of production, which is sometimes called communism or socialism (Karl Marx)
Advantages Centrally planned economies are great at mobilizing economic resources quickly, effectively and on a large scale. They can execute massive projects, create industrial power and attain imperative social goals. They are able to override individual self-interest, and subjugate the welfare of the general population, to achieve a greater agreed-upon goal for the society at large.
Command economies are also good at wholly transforming societies to conform to the planner's vision, as in Stalinist Russia, Maoist China and Castro's Cuba. For example, the command economy in Russia built up an effective military might and quickly rebuilt the economy after World War II. 
Disadvantages

This rapid mobilization often means command economies mow down other societal needs. For example, workers are often told what jobs they must fulfill and are even discouraged from moving. However, people won't ignore their own needs for long. They often develop a shadow economy, or black market, to buy and sell the things the command economy isn't producing. The efforts of leaders to control this market can ultimately weaken support for the central planning authority.

Instead of leading to efficiency, command economies often produce too much of one thing and not enough of another. That's because it's difficult for the central planners to get up-to-date information about consumers' needs. In addition, prices are set by the central plan, and so can't be used to measure or control demand. Instead, rationing often becomes necessary.

Command economies are not good at stimulating innovation. Businesses are focused on following directives, and are discouraged from making any autonomous decisions. Centrally planned economies also have trouble producing the right exports at global market prices. It's difficult for the various planning sectors to coordinate with each other, not to mention foreign countries' needs.

Examples
Cuba, North Korea, China, Russia and Iran are the most commonly referenced examples of command economies. 
	Market economy:  a market system where individuals own and control the factors of production- also called capitalism (Adam Smith) 
Advantages

Since a market economy allows the free interplay of supply and demand, it also ensures the most desired goods and services are produced. That's because consumers are willing to pay the highest price for the things they want the most. Businesses will only produce those things that return a profit. 

Good and services are produced in the most efficient way possible. The most efficient producers will receive more profit than less efficient ones. 

Innovation is rewarded. Producers who are innovative will come up with more efficient methods of production. Innovation of new products will meet the needs of consumers in better ways that existing goods and services. This innovation will spread to other competitors so they, too, can be more profitable.

The businesses and individuals who are most efficient and innovative will accumulate more capital. They can invest this in other efficient and innovative companies, giving them a leg up and leading to an overall higher quality of production. (Source: Harper College, Pure Capitalism and the Market System) 

Disadvantages

A market economy functions through competition. However, there are many people in a society who are at a natural competitive disadvantage, such as the elderly, children, and mentally or physically challenged people. In addition, the caretakers of those people are also at a disadvantage, because their energies and skills are taken up with caretaking, not competing. Thus, a society based on a pure market economy must decide whether it's in its larger self-interest to set aside resources to make sure they get their needs met, or whether to let them just fall by the wayside.

A market economy rewards those who are good at being competitive. Therefore, the society reflects the values of those people and organizations. This explains why a market economy may produce private jets for some while others starve and are homeless.

Examples

The U.S. is most commonly thought of the world's premier market economy. 
	Traditional Economy: An economy in which customs and habits from the past are used to resolve most economic issues of production and distribution. In simple words it is the economic system in which resources are allocated by inheritance (from generation to generation.) (Thomas Malthus) 
Advantages

This type of economics produces only those goods and services which are required for the survival or which they want to consume. Hence there is no surplus or wastage and hence it does not waste resources for goods and services, which are unnecessary. Also in this economy people know exactly what their roles or job is and hence there is no duplication of effort.

Disadvantages 

This type of economy resist any changes because they tend to think that methods and procedures which are followed by their ancestors for generations are correct and hence which in turn leads to lower productivity thus leading to lower development of the society or country as a whole. Also due to this lower productivity people have lower standard of living than other economies, which does not follow traditional economics. Also in this type of economies people have to do job which they are told to do but which they don’t like and hence it also lowers their productivity.

Examples

Traditional economies are usually found in non-developed countries. Some parts of the Middle East, Asia and Africa have traditional economies. In these economies technology is not used.


What Is International Trade?
International trade is the exchange of goods and services between countries. This type of trade gives rise to a world economy, in which prices, or supply and demand, affect and are affected by global events. Political change in Asia, for example, could result in an increase in the cost of labor, thereby increasing the manufacturing costs for an American sneaker company based in Malaysia, which would then result in an increase in the price that you have to pay to buy the tennis shoes at your local mall. A decrease in the cost of labor, on the other hand, would result in you having to pay less for your new shoes. 

Trading globally gives consumers and countries the opportunity to be exposed to goods and services not available in their own countries. Almost every kind of product can be found on the international market: food, clothes, spare parts, oil, jewelry, wine, stocks, currencies and water. Services are also traded: tourism, banking, consulting and transportation. A product that is sold to the global market is an export, and a product that is bought from the global market is an import. Imports and exports are accounted for in a country's current account in the balance of payments. 

Increased Efficiency of Trading Globally
Global trade allows wealthy countries to use their resources - whether labor, technology or capital - more efficiently. Because countries are endowed with different assets and natural resources (land, labor, capital and technology), some countries may produce the same good more efficiently and therefore sell it more cheaply than other countries. If a country cannot efficiently produce an item, it can obtain the item by trading with another country that can. This is known as specialization in international trade.

Let's take a simple example. Country A and Country B both produce cotton sweaters and wine. Country A produces 10 sweaters and six bottles of wine a year while Country B produces six sweaters and 10 bottles of wine a year. Both can produce a total of 16 units. Country A, however, takes three hours to produce the 10 sweaters and two hours to produce the six bottles of wine (total of five hours). Country B, on the other hand, takes one hour to produce 10 sweaters and three hours to produce six bottles of wine (total of four hours). But these two countries realize that they could produce more by focusing on those products with which they have a comparative advantage. Country A then begins to produce only wine and Country B produces only cotton sweaters. Each country can now create a specialized output of 20 units per year and trade equal proportions of both products. As such, each country now has access to 20 units of both products. 

We can see then that for both countries, the opportunity cost of producing both products is greater than the cost of specializing. More specifically, for each country, the opportunity cost of producing 16 units of both sweaters and wine is 20 units of both products (after trading). Specialization reduces their opportunity cost and therefore maximizes their efficiency in acquiring the goods they need. With the greater supply, the price of each product would decrease, thus giving an advantage to the end consumer as well.

Note that, in the example above, Country B could produce both wine and cotton more efficiently than Country A (less time). This is called an absolute advantage, and Country B may have it because of a higher level of technology. However, according to the international trade theory, even if a country has an absolute advantage over another, it can still benefit from specialization. 

Other Possible Benefits of Trading Globally 
International trade not only results in increased efficiency but also allows countries to participate in a global economy, encouraging the opportunity of foreign direct investment (FDI), which is the amount of money that individuals invest into foreign companies and other assets. In theory, economies can therefore grow more efficiently and can more easily become competitive economic participants. 

For the receiving government, FDI is a means by which foreign currency and expertise can enter the country. These raise employment levels, and, theoretically, lead to a growth in the gross domestic product. For the investor, FDI offers company expansion and growth, which means higher revenues.

Features of Free Trade 

· Trade of goods without taxes (including tariffs) or other trade barriers (e.g., quotas on imports or subsidies for producers)

· Trade in services without taxes or other trade barriers

· Resources may be shifted from one company to another to assist production of the weaker industry

· The absence of "trade-distorting" policies (such as taxes, subsidies, regulations, or laws) that give some firms, households, or factors of production an advantage over others

· Unregulated access to markets
· Unregulated access to market information

· Inability of firms to distort markets through government-imposed monopoly or oligopoly power

· Trade agreements which encourage free trade.
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