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Chapter Fourteen: The Economy

Learning Objectives

LO 14.1 Summarize the broad historical shifts in economic systems; emphasize inequality. (p. 388)

LO 14.2 Summarize historical changes in the medium of exchange. (p. 391)

LO 14.3 Contrast capitalism and socialism: their components, ideologies, criticisms, and convergence. (p. 393)

LO 14.4 Discuss corporate capitalism, ownership and management, and global functions and dysfunctions of capitalism. (p. 399)

LO 14.5 Summarize shifts in corporate capitalism, concentration of power, the global superclass, and global investing. (p. 402)

LO 14.6 Discuss types of work, women at work, the underground economy, stagnant paychecks, and work and leisure. (p. 409)

LO 14.7 Explain how our economic transition is affecting the national income distribution. (p. 415)
Chapter Overview
I. The Transformation of Economic Systems

A. The economy is a system of producing and distributing goods and services. In today’s postindustrial society, this process is radically different than in earlier societies. 

B. Market, or economy, is the mechanism by which values are established in order to exchange goods and services. 

1. The economy, which may be one of our most important social institutions, is the system of distribution of goods and services.  

2. The economy today, impersonal and global, is radically different from the past.

3. The economy is essential to our welfare.

C. As societies developed, a surplus emerged that fostered social inequality.

1. Earliest hunting and gathering societies had subsistence economies, characterized by little trade with other groups, and a high degree of social equality.

2. In pastoral and horticultural economies, people created more dependable food supplies.  As groups settled down in one location and grew in size, a specialized division of labor developed.  This led to the production of a surplus and trade between groups, all of which fostered social inequality. 

3. The invention of the plow paved way for agricultural societies. As more people were freed from food production, a more specialized division of labor developed and trade expanded.  This brought even more social, political, and economic inequality.

D. The surplus (and greater inequality) grew in industrial societies. As the surplus increased, emphasis changed from production of goods to consumption. Thorstein Veblen referred to this as conspicuous consumption.

E. The “information explosion” and the global village are key elements of postindustrial society. According to Daniel Bell, postindustrial economies have six traits: (1) a large service sector that most work in; (2) a large surplus of goods; (3) extensive trade among nations; (4) a wide variety and amount of goods available to the average person; (5) an information explosion; and (6) a global village with instantaneous, worldwide communications.

F. We may be on the verge of yet another new type of society.

1. This new society is being ushered in by advances in biology, especially the deciphering of the human genome system in 2001.

2. While the specifics are still unknown, the marriage of biology and economics will yield even greater surplus and greater trade.

3. The new society may lead to longer and healthier lives.

G. Whenever society changes, this has implications for our lives.  It impacts the type of work that those who live in the society will do.

H. Around the globe the consequences of the information explosion are uneven.  Due to political and economic arrangements, some nations and individuals will prosper while others suffer.
II. The Transformation of the Medium of Exchange

A. As each new type of economy evolved, so did the medium of exchange, or the means by which people value and exchange goods and services. 

B. One of the earliest mediums of exchange was barter, the direct exchange of one item for another.  This was common in hunting and gathering and pastoral and horticultural societies.

C. In agricultural economies, people came to use gold and silver coins. Deposit receipts became common. Under this arrangement, the ownership of a specified amount of gold, bushels of wheat, or some other item was transferred from one person to another. Toward the end of this period, the receipts were formalized into currency (paper money). Currency represented stored value; no more could be issued than the amount of gold or silver the currency represented.

D. In industrial economies, bartering largely disappeared and gold was replaced by paper currency. The gold standard (a dollar represents a specified amount of gold) kept the number of dollars that could be issued to a specific limit. When “fiat money” came into existence, the currency no longer could be exchanged for gold or silver.

1. Even without a gold standard, the amount of paper money that can be issued is limited: prices increase if a government issues currency at a rate higher than the growth of its gross domestic product. Issuing more produces inflation: each unit of currency will purchase fewer goods and services.

2. Checking accounts and credit cards have become common in industrial economies, largely replacing currency.

E. In postindustrial economies, paper money is being replaced by checks, credit cards, and debit cards. The latest phase of evolution of money is e-cash, digital money stored on the user’s local computer.  E-cash can be encoded in e-mail and sent over the Internet.

III. World Economic Systems

A. Capitalism has three essential features: (1) the private ownership of the means of production; (2) market competition; and (3) the pursuit of profit.

1. Pure (laissez-faire) capitalism exists only when market forces are able to operate without interference from the government.    

2. The United States today has welfare (or state) capitalism. Private citizens own the means of production and pursue profits but do so within a vast system of laws (market restraints) that are designed to protect the public welfare.  These laws include antimonopoly legislation.  That is, companies must obtain federal approval before acquiring another company in the same industry.

3. Under welfare capitalism the government supports competition but establishes its own monopoly over “common good” items; e.g., those presumed essential for the common good of the citizens.

B. Socialism also has three essential features: (1) the public ownership of the means of production; (2) central planning; and (3) the distribution of goods without a profit motive.
1. Under socialism, the government owns the means of production, and a central committee determines what the country needs, instead of allowing market forces (supply and demand) to control production and prices. Socialism is designed to eliminate competition, to produce goods for the general welfare, and to distribute them according to people’s needs, not their ability to pay. 

2. Socialism does not exist in pure form. Although the ideology of socialism calls for resources to be distributed according to need rather than position, socialist nations found it necessary to offer higher salaries for some jobs in order to entice people to take greater responsibility.

3. Some nations (e.g., Sweden and Denmark) have adopted democratic or welfare socialism: both the state and individuals engage in production and distribution, although the state owns certain industries (steel, mining, forestry, telephones, television stations, and airlines), while retail stores, farms, and most service industries remain in private hands.

C. Capitalism and socialism represent distinct ideologies.

1. Capitalists believe that market forces should determine both products and prices, and that it is good for people to strive for profits.

2. Socialists believe that profit is immoral and represents excess value extracted from workers. 

3. These two different ideologies produce contrasting pictures of how the world should be; consequently, each sees the other ideology as not only inherently evil but also as a system of exploitation.

D. The primary criticism of capitalism is that it leads to social inequality (a top layer of wealthy, powerful people, and a bottom layer of people who are unemployed or underemployed). Socialism has been criticized for not respecting individual rights, and for not being capable of producing much wealth (thus the greater equality of socialism actually amounts to almost everyone having an equal chance of being poor).

E. In recent years, fundamental changes have taken place in these two economic systems. Both systems have adopted features of the other.

1. That capitalism and socialism are growing similar is known as convergence theory.

2. In Russia and China the standard of living lagged far behind the West; both economies were plagued by the production of shoddy goods and shortages.  In the 1980s and 1990s, both reinstated market forces—private ownership of property became legal and the state auctioned off many of its industries.  Making a profit was encouraged.

3. Over the years, the United States has adopted many socialistic practices, such as unemployment compensation, subsidized housing, welfare, minimum wage, and Social Security. 

4. While leaders in both systems accept certain elements of the other, the reality is that the two remain far from “converged,” and the struggles between them continue, although they are more muted than in the past.  With the pullback of socialism around the world, capitalism in its many varieties has a strong lead.

IV. The Functionalist Perspective on the Globalization of Capitalism

A. The globalization of capitalism may be the most significant economic change in the past 100 years.

B. Work is functional for society; it binds people together.  

1. Work is central to Durkheim’s principles of mechanical solidarity (unity from being involved in similar occupations or activities) and organic solidarity (interdependence resulting from mutual need as each individual fulfills his job). 

2. Today, organic solidarity has expanded far beyond anything Durkheim envisioned, creating interdependencies that span the globe.  These global interdependencies suggest a new global division of labor, although we do not yet feel a sense of unity with one another and we are increasingly dependent on one another.

C. The corporation (joint ownership of a business enterprise whose liabilities are separate from those of its owners) changed the face of capitalism. 

1. Sociologists use the term corporate capitalism to refer to the contemporary domination of the economy by corporations.

2. One of the most significant aspects of large corporations is the separation of ownership and management, producing ownership of wealth without appreciable control, and control of wealth without appreciable ownership.

3. What makes the separation of ownership and management functional is profits.  Managers are motivated to maximize profits because they will then benefit through stock options and bonuses.

4. A stockholders’ revolt (stockholders of a corporation refuse to rubber stamp management decisions) is likely to occur if the profits do not meet expectations.

D. The world is divided into three primary trading blocs: North and South America dominated by the United States, Europe dominated by Germany, and Asia dominated by Japan but with China close behind.

1. Functionalists stress that this new global division benefits both the multinationals and the citizens of the world.

2. Free trade leads to greater competition, which drives the search for greater productivity.  This in turn lowers prices and raises the standard of living.

3. Free trade can also be dysfunctional.  When businesses move to countries where labor costs are lower, workers in the countries from which the businesses came will lose their jobs.

V. The Conflict Perspective on the Globalization of Capitalism

A. Conflict theorists stress that the important point of global interdependence is how the wealthy benefit at the expense of workers.

B. The multinationals are headed by an inner circle. This group, in which members compete with one another, is still united by a mutual interest in preserving capitalism.  

1. Oligopolies are defined as several large companies that dominate a single industry, dictate pricing, set the quality of their products, and protect the market. Often they use their wealth and connections for political purposes (e.g., favorable legislation giving them special tax breaks or protecting their industry from imports).

2. One of the most significant developments today is the merger of giant corporations from different nations.  Merging reduces competition.

3. Consolidation of power is one of the primary goals of these corporations.

4. If they find hostility, some are not above plotting murder and overthrowing governments.   In 1973, ITT plotted with the CIA to unseat Salvador Allende, the democratically-elected president of Chile because he was a socialist, which led to his assassination.

5. U.S. economic power is so integrated with politics that the inner circle can even get U.S. presidents to pitch their products.

6. The interests of the multinationals and the top political leaders have converged.  Together they form a power elite.

C. Interlocking directorates occur when individuals serve as directors of several companies, concentrating power and minimizing competition.

D. As corporations have outgrown national boundaries, the result is the creation of multinational corporations, detached from the interests and values of their country of origin with no concern other than making a profit.  They are becoming a primary political force in the world today.  

E. Because of their detachment from national boundaries, the multinationals may be a force for global peace or they could create a New World Order dominated by a handful of corporate leaders.

VI. Work in U.S. Society

A. As the industrial society in America has evolved into the postindustrial society over the past 100 years, the composition of the American workforce has changed significantly. 

1. In the 1800s, most U.S. workers were farmers; today farmers represent only two percent of the workforce.

2. In 1940, about half of U.S. workers worked in blue-collar jobs; today, the changing technology has reduced the market for these jobs.

3. The dominant job today is white-collar.

B. A major change in our society has been the increase in women who work outside of the home for wages.  Almost one out of two workers is a woman.  

1. Men and women are different in terms of how they experience work.  Women seem more concerned than men with maintaining a balance between work and family life.  Men seem to follow models of individualism and power while women may stress collaboration and helping.

2. How likely a woman is to work depends on several factors, such as her education and marital status; race and ethnicity have little influence.   

3. The quiet revolution refers to the continually increasing proportions of women in the labor force.  This transformation affects consumer patterns, relations at work, self-concepts, and familial relationships.  

C. The underground (informal and off-the-books) economy involves the exchange of goods and services not reported to the government, including income from work done “on the side” and from illegal activities (e.g., drug dealing).

1. The drug networks are so huge that more than two million Americans are arrested each year for illegal drug activities.

2. The million or so undocumented workers who enter the United States each year are also part of the underground economy. Their employers disregard their fake Social Security cards or pay them in cash.

3. Estimates place the underground economy at nine percent of the regular economy, which means it may run over one trillion dollars a year.  As a result, the Internal Revenue Service (IRS) loses billions of dollars a year in lost taxes.

D. Since 1970, increases in workers’ paychecks have not kept up with inflation; consequently, workers are falling behind.

E. Different societies have had differing amounts of leisure (time not taken up by work or required activities such as eating/sleeping). 

1. Early societies had a lot of time for leisure. Industrialization brought changes: bosses and machines controlled people’s time. 

2. It is not the activity itself that makes something leisure, but rather its purpose (e.g., driving a car for pleasure or driving it to work). Patterns of leisure change with the life course, with both the young and the old enjoying the most leisure and parents with young children having the least.

3. Compared with early industrialization, workers today have far more leisure (shorter work weeks, for example). In recent decades, the trend for more leisure has been reversed in the United States. U.S. workers now average the highest number of hours worked per year compared to any other industrialized nation.

F. New technologies are enabling millions of workers to work from home; they commute electronically.  This has both positive and negative affects.

G. Corporations are able to save office space and workers avoid traffic jams and long commutes.

H. Managers are concerned over the lack of control of their workers and workers fear that their career will be hindered by being out of touch with office politics.

VII. Global Capitalism and Our Future

A. There is every indication that global trade will continue to increase beyond anything we have ever seen, as multinational corporations continue to carve up the world into major trading blocs and push for reduction or elimination of tariffs.

1. The Most Industrialized Nations will continue to garner the lion’s share of the world’s wealth.

2. A major concern is that economic inequality will increase between the richer and poorer nations. 

B. Computer-driven production will continue to reduce the number of manufacturing jobs.  While technology eliminates jobs, it also creates jobs.  At the same time, those who bear the brunt of the change are low-level workers who live from paycheck to paycheck.

Lecture Suggestions
· Thinking about the concept of conspicuous consumption, ask your students to discuss the following: In what ways do Americans practice conspicuous consumption? How much, if at all, do you think the amount and forms of conspicuous consumption vary by gender? By race-ethnicity? By class? By region? By age? What are some of the ways that you engage in acts of conspicuous consumption, and what are some of the social factors that encourage you to do so? Finally, who or what profits by your acts of conspicuous consumption, and how?
· Considering all the social inequality and poverty that exists in the United States, ask your students to discuss the following: Why can’t the United States government print up and distribute all the money it wants so everybody can be equally well off? What would happen if, tomorrow, the United States government printed and sent to every American a legal $100,000 bill? With that $100,000 bill, would poor Americans still be poor? If so, why? If not, why doesn’t the United States government simply print and distribute the money?
· Following up on the above questions, ask your students to address these related points: How might issuing more money to more people result in inflation? How might inflation, in turn, result in personal hardship and/or economic instability? If a nation is forced to choose between an economic policy that results in high levels of inflation, unemployment, or social inequality, which of these would be most dysfunctional and/or harmful for society? Which of these would be least dysfunctional? Why?

· In 1964, President L.B. Johnson declared a war on poverty and established what are called “great society” policies. The goal was to bring an end to poverty. In the following 30 years, trillions of dollars were spent on socialist policies aimed at eliminating poverty with little, if any, success. In 1994, President Clinton reformed the welfare system in an effort to improve it. Ten years later, trillions more have been invested with little evidence that this program has been successful either. Given these outcomes, ask students if it makes sense to continue these programs. What kind of program do they think would be better? Have students come up with a plan that might combine socialist financial assistance policies with capitalism’s emphasis on individual responsibility.
· Reminding your students how women workers, in general, tend to measure job performance in terms of collaboration, persuasion, and helping, while men workers are more likely to stress individualism, power, and competition, ask your students to think about and discuss the following: Of the two models of work, the male model and the female model, which do you prefer? In what ways, if any, does the male model discriminate against working women, especially those with young children? As more women enter the workforce, are they changing the dominant “male nature” of the workforce, especially as it exists in corporations? Or are they adapting to it in order to succeed in their jobs?
MyLab Activities
· Watch – After watching “UN World Inequality” have students research current issues of economic inequality around the world. Then they should select a specific issue and write an opinion paper detailing what they believe the U.S.’s role should be in addressing this issue.
· Read – Having read “The Global Economy and the Privileged Class” assign students in groups to imagine they are the owners of a large business corporation. They should design a business plan detailing a pay structure they believe would be a fair solution to minimizing the gap between the “haves” and the “have nots”.
· Explore – Assign students to generate a report using the Social Explorer “Chasing the American Dream: U.S. Immigration Patterns” depicting the patterns of immigration in their home state. Then have them create a list of discussion questions to lead the class in a discussion on group relations between immigrant groups.
Suggested Assignments
· Divide the class into a number of small groups. Instruct each group to come up with a commonly-purchased product, such as gasoline, milk, toilet paper, or home heating oil. Have the members of each group survey at least ten different places that offer the product assigned to the committee, recording its price and any other pertinent information. How large a variation in price was there for each product? What explanations can be offered for the differences? Do the differences in price appear to have a difference in the number of people purchasing the product from any particular supplier? 
· Have students prepare for a formal class debate on the virtues of capitalism versus the virtues of socialism. In class invite three students on each side to present their best arguments in favor of their preferred system. Allow time for rebuttal and counter-rebuttal, as well as for questions from audience members directed towards the debate participants. Afterward, have the members of the audience vote by secret ballot on two points: first, which side made the more convincing argument? Second, regardless of which side made the more convincing argument, which economic system would you prefer to live under: capitalism or socialism?
· Bring in the game of Monopoly and ask students about ways the game epitomizes capitalism (equal opportunity and investment). Then break your students into small groups and have them think about and discuss the following: Which changes would you have to make to the game of Monopoly to ensure that it adheres to the “rules” of welfare capitalism? After the discussion, assign each group the following task: devise a new game by changing the Monopoly game board and rules to turn it into the game of Socialism.
· Give your students half an hour to walk around campus looking for and recording as many examples as they can find of conspicuous consumption. These can include clothes, jewelry, cars, cell phones, CD players, and any other “fancy” items or gadgets that people use to show off their wealth or, often, pretensions of wealth. Afterward, post your students’ examples on the blackboard and ask them to discuss the following: Looking over the examples, how many of these products are “truly necessary” and how many are superfluous? How expensive are these products? Were there cheaper versions available that, although less “showy,” could do the same thing? How dependent is the American economy on getting American consumers to buy products that they don’t really need? What accounts for this dependency? Finally, how are American consumers ideologically conditioned into buying things that they don’t really need, and who or what conditions them to do so?
Annotated Suggested Films/TV Shows 

The Economics of Happiness. Helena Norberg-Hodge. 2011, 65 min. (Video).

This documentary film presents the strategy of economic localization than can potentially save our ecosystems, societies, and selves from crisis.
Jobs: Not What They Used To Be-The New Face of Work in America. Films for the Humanities and Sciences. 1998, 1999 Listings, 57 min. (Video).


This program discusses changes in work in America, particularly in large corporations.


Lyndon Johnson’s Great Society? Films for the Humanities and Sciences. 1998, 1999 

Listings, 53 min. (Video).


A discussion of the various programs of the “War on Poverty.”

The American Worker. Films for the Humanities and Sciences. 1995 Listings, 29 min. (Video).


This video examines the relationship between work and personal dignity.

The Workplace. PBS Video. 1989, 60 min. (Video).


The film traces changing designs in the workplace.
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