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Name Date Class

For use with textbook pages 717-721.

APITALIST AND MIXED SYSTEMS

== =3

KEY TERMS

scarcity A condition that exists when society does not have all the resources to produce all the goods and
services that everyone wants (page 717)

traditional economy Economic system in which customs dictate the rules for economic activity (page 717)
command economy Economic system in which the government contro's most of the economic activity
(page 717)

market economy Economic system in which buyers and sellers acting in their individual interests make
economic decisions (page 717)

factors of production Resources that an economy needs to produce goods and services (page 717)
entrepreneur A person who takes a risk to produce goods and services in search of profit (page 718)
monopoly A business that controls so much of an industry that little or no competition exists (page 719)

profit The difference between the amount of money used to operate a business and the amount of
money the business lakes in (page 720}

mixed ecanomy A system in which the government regulates some private enterpnse {page 721)

Have you bought anything lately? Whenever you buy an item, you participate in the capitalist system.

This section focuses on how capitalism works.

Use the graphic organizer below to help you take notes as you read the summaries that follow. Think
about the results when American industrialists abused their power in the late 1800s.

CAUSE EFFECT

Y

Industrialists dominated the economy and
squeezed out the competition.
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Introduction (page 717)
Scarcity exists when society does not have all the resources o produce all the goods and services that
everyone wanls. The following economic systems address this problent:

In a traditional economy, habit and custom set the rules for all economic activity, delertining what,
how, and for whom goods and services are produced.

A corumand economy has a central authority—usually the government—that makes most of these
economic decisions.

A market econtomy allows buyers and sellers acting in their own interests to determine what, how, and
for whom goods are produced.

[#] Factors of Production (page 717)

The resources of an economic system are called factors of preduction. Economies must have certain
things to produce goods and services. They may be grouped in the following categories:

Land includcs all natural resources, such as soil, water, and air. Minerals, such as copper and iron ore, are
land resources.

Capital includes the means of production—moncy, factorics, and machinery—used to produce other goods.

Labor includes human resources, or the people who produce goods and services. Examples are factory
workers, sales clerks, and teachers.

Entrepreneurs arce businesspersons who organize and direct the other factors of production to produce
goods and services. Entreprencurs take risks to make a profit.

1. What are the four factors of production?

[e] Forms of Economic Organization (page 718)

The three major forms of econontic organization are:

Communism This is a command system in which the central government directs all major economic
decisions.

Socialism This is a partial command system in which the government influences economic decisions.
Capitalisin Under this system, buyers and sellers make the economic decisions in free markets.

Most countries in the world today have mixed economic systems.

2. How does comnmunism work?
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[READETOIEEARNE
[e] Introduction (page 722)

The gap between rich nations and poor nations concerns world leaders, just as the gap between wealthy
people and poor people troubles the teaders of muny developing countries.

[} Developing and Newly Developed Nations (page 722)

Developing nations are stales with little or no industry. Much of the world’s population lives in
devcloping nations. Newly developed nations arc states that have had much or rapid industrial growth in
recent years. These countries are mostly in Eastern Europe, Asia, and South America.

1. How do developing nations differ from newly developed nations?

[e] The Economic Choices (page 722)

Somc developing and newly developed nations lean toward a capitalist economic system. Other
developing and newly developed nations have chosen socialism as their model. Under socialism, the
government owns some of the factors of production and distribution of products. Under communism,
the government owns all the factors of production. Other differences that distinguish the command
elements in democratic socialist economics and communist economies are:

A. Under democratic socialism, voters can replace the managers of the economy and the government.
B. Most socialist countrics use the command system to control only certain key industries.

C. In practice, socialist states do not distribute wealth directly but make basic goods and social services
equally available to everyone.

Critics of socialism claim that socialism leads to a wellare state, They believe having many welfare
programs makes people overly dependent on the government. Socialists answer that every person should
be able to receive such basic needs as food, housing, clothing, and medical care.

2. What do socialist economies do instead of distributing the nation’s wealth?

[=] Searching for Economic Answers (page 724)

Many developing and newly developed nations have adopted socialist economic policies. These polices
try to raise the standard of living for the large numbers of poor people, Socialist governments in these
countries often use centralized planning. This involves government control of the economy to a larger
extent than in developed socialist countries. These socialist governments often turn to:

A. Nationalization of industries
B. Redistribution of land

301



Copyright © Glencoe/McGraw-Hill, a division of The McGraw-Hill Companies, Inc.
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[e] Characteristics of Capitalism (page 778)

Capilalism is bascd on private ownership of the means of production, or capital, and on individual
cconomic compelition. Most capilalist cconomies today have the following characteristics:

Private Ownership Capitalist economies depend on the private ownership of property and resources,
However, government provides some public services, such as road building and sewers. Capitalism also
emphasizes respect for personal property not used in production.

Individual Initiative In a capitalist system, the law allows anyonc to be an entrepreneur. Tor example,
each year thousands ol Americans go into business for themselves.

Competition When there are a number of sellers of a product or service, no seller can control the
markel price. The opposite of competition is a monopoely. It exists when an industry includes only one
seller, resulting in no competition at all. A more common situation is oligopoly—when only a few large
firms make up an industry.

Freedom of Choice Consumers can buy the products they can afford from whatever companies they
choose. Businesses are free to provide whatever legal goods and services they think people want. Workers
can decide where they will work and what they will do.

Profit or Loss Profit is the difference between the amount of money used to run a business and the
amount the business tales in. Profits are part of the reward to an entreprencur for assuming risk, They
also pay f{or expanding businesses and provide for uncxpected expenses. Of course, entreprencurs can
losc money as well as make it. That is the risk they tale.

3. Why are profits important to capitalism?

[#] Changing Face of Capitalism (page 720)

For its first 100 ycars, the United States government left business largely unregulated. By the late 1800s,
powerful industrialists dominated the economy and were squeezing out competitors, As a result, the state
and federal governments passed laws to ensure competition and to promote public safcty. In the 1930s,
the federal government began to look after the well-being of individuals and the finances of the nation.
As a resull, the United States has what economists call a mixed economy, or modified capitalism.

In Japan government works closely with business to limit foreign competition at home. The governments
of Singapore and Taiwan also have a close relationship with private business. Most Western European
economies are more controlled and regulated than that of the United States. However, many Western
European governments have moved toward freer markets in recent years.

4. Why is the United States economy called “modified capitalism™?
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For use with textbook pages 722-726.

C]}DMERGING ECONOMIES

KEY TERMS

developing nations Nations only beginning to grow industrially (page 722)

newly developed nations Nations that have had significant or rapid industr al grawth in recent years
{page 722)

welfare state A nation that has an economic system, such as socializm, that provides programs to help
people (page 723)

nationalization The process by which a government takes control of an industry (page 724)

IDRAWINGIERONREXPERIENCEL
What does your family do to help the needy? Just as concerned individuals try to help the poor in their
communitics, many governments try to help the poor in their countries.

This scction focuses on econoniics in developing and newly developed countrics,

[ORGANIZINGYQURGHOUGHIS!

Use the Venn diagram below to help you take notes as you read the summaries that follow. Think about
the ideas that countries with socialist economics have put into practice. Then label the intersection.

Israel African countries
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C. Establishment of agricultural communes

D. Wellarc systems

Socialist governments oflten take control of industries through nationalization. Many developing
countries have had foreign-owned industrics. Nationalization of these industries has been both an
cconomic policy and a gesture of anticolonialism.

In 1970 Chileans clected socialist Salvatore Allende to the presidency. e nationalized businesses,
induding American-owned copper mines, The CIA led a coup against the Chilean government, and
Allende was killed. General August Pinochet took over the government. Pinochet dissolved the congress
and abused civil libertics. Fie was forced to resign in 1988, Since then Chilc’s leaders have increased
spending on educalion, health, and housing, and Chile’s economy has improved.

In the carly 1900s, Jewish immigrants brought Furopean socialist ideas to what is now Isracl. They built
collective farms called kibbutzim. Since Israel’s founding in 1948, communes have allowed some privale
property. Today kibbutzim still contribute to Isracl’s cconomy but make up a small part of the population.

Alter independence, many African nations developed economics based on onc cash crop or resource for
trade. Some governments in Africa followed a capitalist model and others organized socialist econormics.

Beginning in the 1970s, droughts, growing populations, lack of capital, and falling world prices for their
exports weakened most African economies. African nations south of the Sahara relied heavily on foreign
help, accumulating $130 billion of debt by the 1980s.

By 1996, duc to rising interest rales and cconomic stagnation, the total debt reached $227 billion, The
World Bank identified 33 Alrican countries as Heavily Indebted Poor Countries. A movement 1o cancel
Africa’s debt has gained momentum around the world, Without cancellation, Africa will continue to pay
more toward debt service than toward such things as healtl care and economic development.

3. Why did the CIA lead a coup against President Allende of Chile?

[e] Socialism’s Practical Problems (page 726)

Socialist ideology is losing ground in the developing world. Several practical problems with socialism are:
A. The threat of nationalization can prevent attracting the capital needed for developing economics.

B. The failure of large-scale state planning to meet consumers’ needs in Eastern Furope raised concerns
about socialism’s ability to do so in other regions.

C. Waestern governments prefer to trade with countries that have free markets.

4. Why are socialist economics unattractive to investors?
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Por use with textbook puges 728-73 1.

A]OR ECONOMIES IN TRANSITION

KEY TERMS

state farm Farm owned by the government and run like a factory, with farmvvorkers being paid wages
(hage 728)

colfective farm Farm in which the land is owned by the government but rented to a family (page 728)
gross national product The annual sum of all a nation’s goods and services (page 729)

| DRAWINGSERON{EXPERIENCEY

Imagine having enough money to buy all the CDs you want. How would you feel if the stores had no
CDs for sale? Under Communist rule, Russians experienced similar problems.

This scction focuses on why Soviel communism collapsed.

[ORGANIZINGIYOURSTHOUGHTSH

Use the graphic organizer below to help you take notes as you read the summaries that follow. Think
about how the economy in China has changed since the 1970s.

CAUSE EFFECT

Yy

China's economy s unable to compete with
the economies of Japan, South Korea, and
other neighbors.
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[e] Introduction (page 728)

Many nations today are altempling to make the transition from command to markel economies. The
two most significant nations doing so are Russia and Chioa,

[e] Transforming the Russian Economy (page 728)

The Sovict Union built the world's leading communist economic systenm. A niajor difference between
democratic socialist syslems and the Soviet economy was that the Sovicet economy was closely controlled
by the Communist Party. All enterprises were state-owned and state-operated. The Soviet government
also controlled labor unions, wages, and prices. About 98 percent of all Soviet farmland was under
government control. About two-thirds of the land consisted of state farms owned by the government
and run like factories, with the farmworkers being paid wages. The remaining one-third of Soviet
farmland consisted of collective farms. On these farms, the government owned the land but rented it to
familics. Farmworkers on state farms had little reason to work hard. Inefficiency was widespread.

The Soviel cconomy began to stagnale. Beginning in the 1980s the Soviet gross national product
(GNP)—the annual sum of the nation’s goods and services—grew by only 2 to 3 percent a year. When
Mikhail Gorbachev resigned as Communist Party leader in 1991, several Soviet republics declared their
independence, effectively ending the Soviet Union,

Since the collapse of communism in Russia, the country has tried to move toward capitalism and
democracy. For example, some reforms include attempts to create stock markets, simplify tax laws, and
end corruption in banking and finance. However, even with these reforms, the country is run much as it
was during the communist years—and by many of the same people., Efforts at democratization have
begun to slow, For example, international obscrvers questioned the validity of Russia’s 2003
parliamentary elections,

Several factors explain the slow pace of change in Russia, One key reason may be a lack of commitment
to democracy among Russian citizens. Throughout their history, Russians have generally experienced
order imposed by rulers. Recent opinion polls show that the majority of Russians regret the breakup of
the Sovict Union. It will not be easy to overcome 70 years of Communist Party authority and centurics of
czarist autocracy before that.

1. What is one key reason Russia has been slow to change?

[e] Changing the Chinese Economy (page 729)

After World War 11, the Chinesc Communist government created a planned economy modeled after the
Soviet economy. However, China eventually found itself unable to compete economically with the
market-bused economics of its neighbors like Japan and South Korea. In the late 1970s, China’s
Communist leaders began dismantling the economy and encouraging private enterprise, Since then, the
Chinese economy has started to grow between 5 and 8 percent per year.

304

“2u] *saeduwion) ME-MEINI YL JO UOISIAIP B [PH-MEININ/202U3D & Wauddos



Copyright © Glencoe/McGraw-Hill, a division of The McGraw-Hill Companies, Inc.

Nuwe Dale Cliss

China’s economy has developed rapidly for several reasons:

A. A large labor pool of 1.3 billien citizens has made China the center for low-cost production for
companies all over the world.

B. The Chinese government has promoted manufacturing by giving foreign companies tax breaks and
cheap land.

C. The government has also assisted manufacturers by spending billions on highways, ports, and fiber-
oplic communications.

The Chinese government is attempting 1o move from a command to a market economy while
maintaining an authoritarian political system controlled by the Communist Party. However, it is
uncertain whether the current political system can keep up with the dramatic changes caused by the
economic boom. Threats to communism in China include:

A. A growing middle class which will want o have more of a say in how China is governed;
B. A new class of urban poor, angry with the government; and
€. Increased corruption, as Communist Parly members are able to use their positions to gain unfair

advantages in the booming market economy while remaining unaccountable to the people.

Economic changes in China arc having a huge effect on Americans. Trade with China opens new markets
for American goods and new places for corporate expansion. Today, the United States is onc of the
largest foreign investors in the Chinese economy. Chinese products do have a negative effect on
Amcrican jobs. But many experts arguc China is less likely to become a military or political threat if the
United States maintains strong trade relations with that nation.

2. What impact do Chinese economic changes have on Amcericans?




Name Dale: Clus

Por use with texthook pages 732-736.

HE GLOBAL ECONOMY

KEY TERMS

comparative advantage Economic principle that each country should produce those goods it can make
more efficiently and trade for other goods {page 732)

tariffs Taxes placed on imports to increase their price in the domestic market (page 7.33)
quotas Limits on the quantity of a product that may be imported (page 733)
trading blocs Groups of nations that trade without barriers such as tariffs (page 7.34)

| DRAWINGIFROVSEXRERIENGE]

Do you look at labels to sce where the things you buy come from? You probably own things that were
made in countrics around the world.

This scction focuses on the global cconomy.

Usc the graphic organizer below to help you take notes as you read the summaries that follow. Think
about the ways in which governments may restrict international trade.

METHODS USED TO
RESTRICT TRADE
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fe] mtroduction (page 732)

Global economic activities include investments, banking and financial services, and currency exchinge.
The major activity in the global economy is trade among nations,

[e] international Trade (page 732)
Nations engage in international trade for several reasons:
A. To obtain goods and services they cannot praduce

B. Because of the principle of comparative advantage, which states that each country should produce
those goods it can make more efficiently and purchase those that other nations produce mere
efficiently, Thus the tolal cost of all products is less and the average cost of any product is less,
benefiting all consumers.

C. To create jobs

Unrestricted international trade promotes cfficient production. However, it can also threaten domestic
industries and workers. As a result, national governments use several methods to restrict international trade:
A. Tariffs, taxes placed on imports to increase their price in the domestic market

B. Quotas, limils on the quantitics of a foreign product that may be imported

€. Non-tariff barriers (NTBs), very strict health, safety, or other regulations that must be met before a
foreign product can be offered for sale in a country

D. Embargocs, or a complete prohibition of trade by law

Nations may also engage in unfair trade practices, The most common is dumping, the practice of sclling
products in another country below their manufacturing or domestic cost in order to drive other
producers out of a market.

The balance of trade, also called the balance of payments, is the difference between the valuc of a
country’s imports and exports. It is a measure of the entire flow of money in and out of a country.
Economists and policymakers look at a nation’s balance of trade to measure the nation’s overall
performance in the global market.

1. What are four methods that governments use to restrict international trade?

[e] Trade Agreements (page 733)

After World War I1, the major nations of the world began creating organizations and agreements aimed
at limiting unfair trade practices. These agreements have created trading blocs, groups of nations that
trade without barriers such as tarifls.

o7



Nitine Dale Class

GATT and WTO To promote international trade, 90 countries signed the General Agreement on Tariffs
and Trade (GATT). Under this agreement, member nations meet in trade “rounds” to reduce or remove
barricers on trade, such as tariffs. in 1994 GATT was replaced by the World Trade Organization (WTO),
The WTO hears complaints brought to it by member countries and has the authority to assess penaltics
against nations that violate the terms of the GATT trealy. Today 149 nations are members of the WTO,

The European Union The FU has allowed the various countries of Europe to achieve full economic
integration. There are no trade barriers among the EU member nations; goods, services, and workers can
move [reely between the countries. In 2002 the EU achieved significant monetary integration when the
euro replaced the different national currencies of 12 of the EU countrics.

North American Free Trade Agreement Another large trading bloc is North America. In 1992 the
leaders of the United States, Mexico, and Canada concluded negotiations for the North American Free
Trade Agreement (NAFTA), which will eventually remove all trade barriers among the three countries. As
a result, trade among the three countries has grown rapidly. However, NAFTA is also controversial.
Critics in Canada and Mexico worry about being overwhelmed by American culture and dollars,
American crilics fear a loss of jobs to Mexico, where labor is cheaper and less regulated. Supporters argue
that NAFTA will make goods cheaper for Americans.

2. Which trading bloc scems to have made the most sweeping changes? Explain your answer.

[¢] Trade Alternatives for the United States (page 735)

Though the United States has generally wanted increased trade and fewer trade barricrs, workers in a
particular industry may be hurt by the free flow of trade. There arc sometimes disagreements about what
is the best approach to trade policy. Four major types of trade policy are:

Free Trade This would allow all nations to buy and sell goods without any limitations, All trading
nations could gain as cach uses its resources to produce those things that they produce more efficiently
than other countries. The United States has never followed a pure free trade policy because of the
government’s desire to protect domestic workers and industries from forcign competition.

Fair Trade This is trade regulated by international agreements that outlaw unfair business practices or
limit tariffs. Supporters of fair trade argue that it opens up new markets and jobs for American workers,
as well as providing Americans with lower-cost products, Fair trade also promaotes cconomic
interdependence around the world.

Managed Trade In this policy category, the government intervenes in a trade arrangement in order to
achicve a specific result. For example, the U.S. government negotiated trade agreements with Japan to
allow American businesses to have a larger share of the Japanese auto parts market.

Protectionism This is the policy of using trade barriers to protect domestic industrics from foreign
competition and to prevent free trade, Protectionists argue that international trade should be used to
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promote the United States national inlerests. They worry that foreign investors and companies will gain
undue influence in the American economy or threaten American jobs.

3. What are some reasons to supporl fair trade?
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