Goal 7: The learner will investigate how and why individuals and groups make economic choices.

 7.06 Compare and contrast how different economic systems address key economic factors.
A. Traditional Economy

"How can you buy or sell the sky the warmth of the land? The idea is strange to us. Yet we do not own the freshness of the air or the sparkle of the water. How can you buy them from us? Every part of the Earth is sacred to my people. Every shining pine needle, every sandy shore, every mist in the dark woods, every clearing and humming insect is holy in the memory and experience of my people."
Chief Seattle in response to an offer by President Franklin Peirce to purchase the Suwamish tribe's land in the state of Washington, 1855.

Chief Seattle was a Native American and like some Native Americans today lived in a Traditional economy. In a Traditional economy, enough is grown, hunted and crafted to provide for the basic needs of the people. A surplus is only created if there is a need or a desire to trade with neighboring people. For instance, in the Southwest, the Navajo and Hopi people live very close to one another. The Navajos are a nomadic people who raise sheep to eat and to use in the production of clothing and rugs. The Hopi live in permanent settlements and grow corn, beans and squash. Each tribe produces a surplus so that they may trade: the mutton and textiles of the Navajo are exchanged for vegetables and legumes of the Hopi. 

The goal of life for the Navajo, as with most Native American peoples, is to become a well balanced person. It would not matter to a traditional Navajo if you had many times more sheep than he or she if you were arrogant, or cold-hearted or were not willing to sacrifice your ego for the chance to acquire wisdom. And because the Navajo are concerned for the welfare of future generations, they would think it foolish if you took more from the Earth than it could replenish. The LaKota people in South Dakota follow a "seven generations" principle. Decisions on resource use are based on ensuring there will be enough for the next seven generations. The success of the Navajo and LaKota cultures is measured by the health of the people and their ability to sustain themselves generation after generation. 

Discussion Questions: 

1. Why does Chief Seattle consider it strange that the American government would want to buy the land on which the tribe is living? What is his view of this land? 
2. How do you think a person in the Navajo culture attains status? How does this compare to how someone in our society attains status? 
3. What is the relationship of the people with natural resources? 
4. Why do you think Traditional economies have historically been unable to cope well with being geographically displaced, e.g. being put on reservations far from their original homes?

 B) Market:  Capitalism 

It is not from the benevolence of the butcher, the brewer, or the baker, that we expect our dinner, but from their regard to their own interest. We address ourselves, not to their humanity but to their self-love. 

Adam Smith, The Wealth of Nations, 1776. 
Adam Smith was the 'forefather' of capitalist thinking. His assumption was that humans were self serving by nature but that as long as every individual were to seek the fulfillment of her/his own self interest, the material needs of the whole society would be met. Therefore, there was no need for the government or any outside force to interfere or try to regulate the market. Privately held property and making profit would be the norm and help provide incentive. 

Society would only benefit, Smith believed , if there were no monopolies so that competition could operate unrestricted. So, for instance, if one baker in your neighborhood decided to charge ten dollars for a loaf of bread, he would not get away with it as long as there were another baker willing to sell his bread for a more reasonable price. You, acting in your own self interest would go to the cheaper baker (competition). If however, one person owned all of the bakeries in your neighborhood (monopoly) and he raised the price, you would have no choice and would have to pay or go without bread. 

This tendency for competition to keep the prices of products in line with the needs of consumers Adam Smith called the "invisible hand." The invisible hand of the market, said Adam Smith, will allow the self interest, of each individual to provide for the overall interest of society. 

Adam Smith also described the idea of division of labor. Efficiency is important in a capitalist economy and Adam Smith observed one day in a pin factory that pins could be produced more efficiently if "one man draws out the wire, another straights it, a third cuts it, a fourth points it . . ." and so on. More pins could be produced this way than if one person made the whole pin each time. This was the birth of the modern day industry. 

Discussion Questions: 

1. According to Adam Smith, what is the main thing that individuals should be concerned about in order to make society run smoothly? 
2. Do you agree that people act mainly in their own interest? Do you think this is human nature? 
3. What are the main characteristics of a capitalist economy? 
4. How do you think Adam Smith would view the large corporations of the modern world? 

C) Command:  Communism 

... communists can sum up their theory in the pithy phrase: 

the abolition of private property. 

Karl Marx, Manifesto of the Communist Party, 1848. 

Karl Marx wrote about Communism 75 years after Adam Smith put forward his theories. He had observed capitalist industries in Europe and had concluded that they promoted a great deal of inequality. It was the person who owned the pin factory (to take Adam Smith's example) who gained from the increase of efficiency, not the people who actually made the pins, and Marx felt that this was no better than the unfair feudal system of landlords and serfs that capitalism was supposed to have replaced. Marx believed that if all property were owned in common, and each member of society had an equal share, that it would prevent the division of society into two classes: those who produce and those who gain from the sale of those products. 

Because he knew that the rich would be unwilling to give up their privileges and their power, Marx theorized that a transition from a capitalist economy to a communist economy where there would be no private ownership might necessitate a violent revolution. His idea was that if the workers (the proletariat) organized they would be able to overthrow those in power and then they could set up a provisional government that would facilitate a gradual move to communism. 

Both Adam Smith and Karl Marx believed that the purpose of the economy is to provide for the material needs of society and they both assumed that for the most part humans acted in their own self interest. Adam Smith's system protected an individual's freedom, and said that the common good could be attained by all individuals seeking their personal interest. Karl Marx's system provided for equality among individuals and relied on a strong central government to provide for the common good, at least during the transition to the ideal communist society. 

Discussion Questions: 
1. What was Marx reacting to when he was creating his idea for the communist society?

2. List the main characteristics of a socialist economy. 
3. What do you think might be sacrificed in the economy of Marx in order to achieve more equality? 
4. Do you think it is possible to create a more equal society where individuals still have a great deal of freedom and self-determination? 

