	Economics has been recognized as a special area of study for over a century. Virtually all four-year colleges offer courses in economics and most allow students to major in the subject. Economists maintain high profiles in governments, and they have been well-represented among the highest appointees in the federal government of the United States. The press reports on their doings and sayings, sometimes with praise and admiration, sometimes with ridicule and scorn. Economics and economists are words that almost everyone has heard of and uses. But what exactly is economics? Very few people can give a good definition or description of what this field of study is all about.

If ordinary citizens cannot give a good definition or description of economics, they can be excused because economists long struggled to define their field. In addition, in recent years, the subject matter that economists have studied has expanded, making its boundaries less defined. In recent years, for example, economic journals have published papers on topics such as sex, crime, slavery, childbearing, and rats. It is not surprising, then, that one economist, in a lighter moment, suggested that economics can be defined as "what economists do."

Defining economics as "what economists do" does not tell us anything we did not already know. A good definition must explain what it is that makes economics a distinct subject, different from physics or psychology. One should not expect to find a short definition that conveys with absolute clarity all there is to know about economics (or else there would be no reason to spend hours learning about it). Neither should one believe that there is only one correct definition possible. Many good definitions are possible, and each will focus on some important aspect of the subject. To use an analogy, there is not one spot from which one can best view Niagara Falls. Each viewpoint obscures some features and emphasizes others. There are, of course, some spots that are clearly superior to others, but people can disagree about which is the very best spot.

This group of readings examines definitions of economics and explains what those definitions mean.



After you finish this unit, you should be able to: 

· Explain what the term "invisible hand" means and who first used it. 

· Give at least one common definition of economics. 

· State what Malthus thought about population growth. 

· Explain how Popper defines scientific statements. 

· Distinguish between positive and normative statements. 

· Explain what scarcity, choice, and self-interest have to do with economics. 


Definitions of Economics

One of the earliest and most famous definitions of economics was that of Thomas Carlyle, who in the early 19th century termed it the "dismal science." According to a much-repeated (but erroneous) story, what Carlyle had noticed was the anti-utopian implications of economics. Many utopians, people who believe that a society of abundance without conflict is possible, believe that good results come from good motives and good motives lead to good results. Economists have always disputed this, and it was to the forceful statement of this disagreement by early economists such as Thomas Malthus and David Ricardo that Carlyle supposedly reacted.

Another early definition, one which is perhaps more useful, is that of English economist W. Stanley Jevons who, in the late 19th century, wrote that economics was "the mechanics of utility and self interest." One can think of economics as the social science that explores the results of people acting on the basis of self-interest. There is more to man than self-interest, and the other social sciences--such as psychology, sociology, anthropology, and political science--attempt to tell us about those other dimensions of man. As you read further into these pages, you will see that the assumption of self-interest, that a person tries to do the best for himself with what he has, underlies virtually all of economic theory.

At the turn of the century, Alfred Marshall's Principles of Economics was the most influential textbook in economics. Marshall defined economics as

"a study of mankind in the ordinary business of life; it examines that part of individual and social action which is most closely connected with the attainment and with the use of the material requisites of wellbeing. Thus it is on one side a study of wealth; and on the other, and more important side, a part of the study of man."

Many other books of the period included in their definitions something about the "study of exchange and production." Definitions of this sort emphasize that the topics with which economics is most closely identified concern those processes involved in meeting man's material needs. Economists today do not use these definitions because the boundaries of economics have expanded since Marshall. Economists do more than study exchange and production, though exchange remains at the heart of economics.

Most contemporary definitions of economics involve the notions of choice and scarcity. Perhaps the earliest of these is by Lionell Robbins in 1935: "Economics is a science which studies human behavior as a relationship between ends and scarce means which have alternative uses." Virtually all textbooks have definitions that are derived from this definition. Though the exact wording differs from author to author, the standard definition is something like this:

"Economics is the social science that examines how people choose to use limited or scarce resources in attempting to satisfy their unlimited wants."

Because scarcity is central in these definitions, we next examine it.

Economics Basics: Demand and Supply


Supply and demand is perhaps one of the most fundamental concepts of economics and it is the backbone of a market economy. Demand refers to how much (quantity) of a product or service is desired by buyers. The quantity demanded is the amount of a product people are willing to buy at a certain price; the relationship between price and quantity demanded is known as the demand relationship. Supply represents how much the market can offer. The quantity supplied refers to the amount of a certain good producers are willing to supply when receiving a certain price. The correlation between price and how much of a good or service is supplied to the market is known as the supply relationship. Price, therefore, is a reflection of supply and demand. 


	Economics Basics: Elasticity


The degree to which a demand or supply curve reacts to a change in price is the curve's elasticity. Elasticity varies among products because some products may be more essential to the consumer. Products that are necessities are more insensitive to price changes because consumers would continue buying these products despite price increases. Conversely, a price increase of a good or service that is considered less of a necessity will deter more consumers because the opportunity cost of buying the product will become too high. 


A good or service is considered to be highly elastic if a slight change in price leads to a sharp change in the quantity demanded or supplied. Usually these kinds of products are readily available in the market and a person may not necessarily need them in his or her daily life. On the other hand, an inelastic good or service is one in which changes in price witness only modest changes in the quantity demanded or supplied, if any at all. These goods tend to be things that are more of a necessity to the consumer in his or her daily life. 

To determine the elasticity of the supply or demand curves, we can use this simple equation: 

Elasticity = (% change in quantity / % change in price) 


If elasticity is greater than or equal to one, the curve is considered to be elastic. If it is less than one, the curve is said to be inelastic. 

As we mentioned previously, the demand curve is a negative slope, and if there is a large decrease in the quantity demanded with a small increase in price, the demand curve looks flatter, or more horizontal. This flatter curve means that the good or service in question is elastic. 
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 Meanwhile, inelastic demand is represented with a much more upright curve as quantity changes little with a large movement in price. 
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Elasticity of supply works similarly. If a change in price results in a big change in the amount supplied, the supply curve appears flatter and is considered elastic. Elasticity in this case would be greater than or equal to one. 
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On the other hand, if a big change in price only results in a minor change in the quantity supplied, the supply curve is steeper and its elasticity would be less than one. 
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A. Factors Affecting Demand Elasticity 
There are three main factors that influence a demand's price elasticity: 


1. The availability of substitutes - This is probably the most important factor influencing the elasticity of a good or service. In general, the more substitutes, the more elastic the demand will be. For example, if the price of a cup of coffee went up by $0.25, consumers could replace their morning caffeine with a cup of tea. This means that coffee is an elastic good because a raise in price will cause a large decrease in demand as consumers start buying more tea instead of coffee. 

However, if the price of caffeine were to go up as a whole, we would probably see little change in the consumption of coffee or tea because there are few substitutes for caffeine. Most people are not willing to give up their morning cup of caffeine no matter what the price. We would say, therefore, that caffeine is an inelastic product because of its lack of substitutes. Thus, while a product within an industry is elastic due to the availability of substitutes, the industry itself tends to be inelastic. Usually, unique goods such as diamonds are inelastic because they have few if any substitutes. 

2. Amount of income available to spend on the good - This factor affecting demand elasticity refers to the total a person can spend on a particular good or service. Thus, if the price of a can of Coke goes up from $0.50 to $1 and income stays the same, the income that is available to spend on coke, which is $2, is now enough for only two rather than four cans of Coke. In other words, the consumer is forced to reduce his or her demand of Coke. Thus if there is an increase in price and no change in the amount of income available to spend on the good, there will be an elastic reaction in demand; demand will be sensitive to a change in price if there is no change in income. 

3. Time - The third influential factor is time. If the price of cigarettes goes up $2 per pack, a smoker with very few available substitutes will most likely continue buying his or her daily cigarettes. This means that tobacco is inelastic because the change in price will not have a significant influence on the quantity demanded.  However, if that smoker finds that he or she cannot afford to spend the extra $2 per day and begins to kick the habit over a period of time, the price elasticity of cigarettes for that consumer becomes elastic in the long run. 





B. Income Elasticity of Demand 
In the second factor outlined above, we saw that if price increases while income stays the same, demand will decrease. It follows, then, that if there is an increase in income, demand tends to increase as well. The degree to which an increase in income will cause an increase in demand is called income elasticity of demand, which can be expressed in the following equation: 
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If EDy is greater than one, demand for the item is considered to have a high income elasticity. If however EDy is less than one, demand is considered to be income inelastic. Luxury items usually have higher income elasticity because when people have a higher income, they don't have to forfeit as much to buy these luxury items. Let's look at an example of a luxury good: air travel. 

Bob has just received a $10,000 increase in his salary, giving him a total of $80,000 per annum. With this higher purchasing power, he decides that he can now afford air travel twice a year instead of his previous once a year. With the following equation we can calculate income demand elasticity: 
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Income elasticity of demand for Bob's air travel is seven - highly elastic. 

With some goods and services, we may actually notice a decrease in demand as income increases. These are considered goods and services of inferior quality that will be dropped by a consumer who receives a salary increase. An example may be the increase in the demand of DVDs as opposed to video cassettes, which are generally considered to be of lower quality. Products for which the demand decreases as income increases have an income elasticity of less than zero. Products that witness no change in demand despite a change in income usually have an income elasticity of zero - these goods and services are considered necessities. 



	


	Economics Basics: Monopolies, Oligopolies and Perfect Competition


Economists assume that there are a number of different buyers and sellers in the marketplace. This means that we have competition in the market, which allows price to change in response to changes in supply and demand. Furthermore, for almost every product there are substitutes, so if one product becomes too expensive, a buyer can choose a cheaper substitute instead. In a market with many buyers and sellers, both the consumer and the supplier have equal ability to influence price. 


In some industries, there are no substitutes and there is no competition. In a market that has only one or few suppliers of a good or service, the producer(s) can control price, meaning that a consumer does not have choice, cannot maximize his or her total utility and has have very little influence over the price of goods. 

A monopoly is a market structure in which there is only one producer/seller for a product. In other words, the single business is the industry. Entry into such a market is restricted due to high costs or other impediments, which may be economic, social or political. For instance, a government can create a monopoly over an industry that it wants to control, such as electricity. Another reason for the barriers against entry into a monopolistic industry is that oftentimes, one entity has the exclusive rights to a natural resource. For example, in Saudi Arabia the government has sole control over the oil industry. A monopoly may also form when a company has a copyright or patent that prevents others from entering the market. Pfizer, for instance, had a patent on Viagra. 

In an oligopoly, there are only a few firms that make up an industry. This select group of firms has control over the price and, like a monopoly, an oligopoly has high barriers to entry. The products that the oligopolistic firms produce are often nearly identical and, therefore, the companies, which are competing for market share, are interdependent as a result of market forces. Assume, for example, that an economy needs only 100 widgets. Company X produces 50 widgets and its competitor, Company Y, produces the other 50. The prices of the two brands will be interdependent and, therefore, similar. So, if Company X starts selling the widgets at a lower price, it will get a greater market share, thereby forcing Company Y to lower its prices as well. 

There are two extreme forms of market structure: monopoly and, its opposite, perfect competition. Perfect competition is characterized by many buyers and sellers, many products that are similar in nature and, as a result, many substitutes. Perfect competition means there are few, if any, barriers to entry for new companies, and prices are determined by supply and demand. Thus, producers in a perfectly competitive market are subject to the prices determined by the market and do not have any leverage. For example, in a perfectly competitive market, should a single firm decide to increase its selling price of a good, the consumers can just turn to the nearest competitor for a better price, causing any firm that increases its prices to lose market share and profits. 



	


Factors of production

In economics, factors of production (or productive inputs) are the resources employed to produce goods and services. Here the rate of output is modeled as a function of the rate of use of each input employed.[1]

 HYPERLINK "http://en.wikipedia.org/wiki/Factors_of_production" \l "cite_note-1#cite_note-1" \o "" [2]They are generally land, labor, and capital; the three groups of resources that are used to make all goods and services.[3]
The first factor of production is the time of the entrepreneur, which, when combined with other factors, determines the rate of output for a particular good or service and the cost to the entrepreneur of various rates of supply.

The choice by the entrepreneur of the rate and volume of the good or service to supply is determined by the extent of the market ~ Adam Smith. When producing in an autarky, the extent of the market is the demand by the entrepreneur himself. As additional individuals enter the economy, the market may widen. But, in addition, competitive suppliers might also enter. It is this dynamic system that determines the production of the good or service, and the returns to the relevant factors of production.

Classification of factors can include such broad aggregates as labor, land, capital, ecosystems, the overall state of technology,[4] and entrepreneurship. The number and definition of factors can vary, depending on theoretical purpose, empirical emphasis, or school of economics.[5]
A fourth factor?
J.B. Clark gave the co-ordinating function to entrepreneurs; Frank Knight introduced managers who co-ordinate with their own money and the financial capital of others. However, some consider human capital as the last factor of production.

In a market economy, considered as a separate factor, entrepreneurs combine the other factors of production, land, labor, and capital in an innovative way to make a profit. In a planned economy, central planners decide how land, labor, and capital should be used to provide for maximum benefit for all citizens.

Further distinctions from classical and neoclassical microeconomics include the following:

· Capital - This has many meanings, including the financial capital raised to operate a business. Normally, capital means investment in goods that can produce other goods in the future. It can also refer to machines, roads, factories, schools, and office buildings in which humans produced in order to produce other goods and services. Investment is important if the economy is to achieve economic growth in the future. 

· Fixed capital - This includes machinery, work plants, equipment, new technology, factories, buildings, and goods that are designed to increase the productive potential of the economy for future years. 

· Working capital - This includes the stocks of finished and semi-finished goods that will be economically consumed in the near future or will be made into a finished consumer good in the near future. It includes also the liquid assets needed for immediate expenses linked to the production process (salaries, invoices, taxes, interests...). 

Free trade and movement of factors of production
Free trade laissez faire theory argues that economic efficiency is achieved in cases where free movement (laissez passer) of the "factors of production" is permitted. Karl Polanyi in "The Great Transformation" argued that historically whenever laissez faire policies are adopted, legal moves to prevent the free movement of one of the factors of production always occur (for example current neo-liberal attempts to free the movement of capital and resources are today increasingly tied to immigration controls), so effiency is in practise rarely reached.]

Human capital and intellectual capital
Contemporary analysis distinguishes capital goods from other forms of capital such as human capital. Human capital is acquired through education and training, whether formal or on-the-job. A more recent coinage is intellectual capital, used especially as to information technology.

Prior to the Information Age the land, labour, and capital were used to create substantial wealth due to their scarcity. During the Information Age (circa 1971-1991), the Knowledge Age (circa 1991 to 2002), and the Intangible Economy (2002-present) the primary factors of production have become less concrete. These factors of production are knowledge, collaboration, process-engagement, and time quality. According to economic theory, a "factor of production" is used to create value and economic performance. As the four modern-day factors are all essentially abstract, the current economic age has been called the Intangible Economy. Intangible factors of production are subject to network effects and the contrary economic laws such as the law of increasing returns. It is therefore important to differentiate between conventional (tangible) economics and intangible economics when discussing issues related to factors of production which change according to the economic era that society is experiencing. For example, land was a key factor of production in the Agricultural Age.


perfect competition - the economics of competitive markets

Introduction
The degree to which a market or industry can be described as competitive depends in part on how many suppliers are seeking the demand of consumers and the ease with which new businesses can enter and exit a particular market in the long run. 

The spectrum of competition ranges from highly competitive markets where there are many sellers, each of whom has little or no control over the market price - to a situation of pure monopoly where a market or an industry is dominated by one single supplier who enjoys considerable discretion in setting prices, unless subject to some form of direct regulation by the government.

In many sectors of the economy markets are best described by the term oligopoly - where a few producers dominate the majority of the market and the industry is highly concentrated. In a duopoly two firms dominate the market although there may be many smaller players in the industry. 

Competitive markets operate on the basis of a number of assumptions. When these assumptions are dropped - we move into the world of imperfect competition. These assumptions are discussed below

Assumptions behind a Perfectly Competitive Market
1. Many suppliers each with an insignificant share of the market – this means that each firm is too small relative to the overall market to affect price via a change in its own supply – each individual firm is assumed to be a price taker

2. An identical output produced by each firm – in other words, the market supplies homogeneous or standardised products that are perfect substitutes for each other. Consumers perceive the products to be identical

3. Consumers have perfect information about the prices all sellers in the market charge – so if some firms decide to charge a price higher than the ruling market price, there will be a large substitution effect away from this firm

4. All firms (industry participants and new entrants) are assumed to have equal access to resources (technology, other factor inputs) and improvements in production technologies achieved by one firm can spill-over to all the other suppliers in the market

5. There are assumed to be no barriers to entry & exit of firms in long run – which means that the market is open to competition from new suppliers – this affects the long run profits made by each firm in the industry. The long run equilibrium for a perfectly competitive market occurs when the marginal firm makes normal profit only in the long term

6. No externalities in production and consumption so that there is no divergence between private and social costs and benefits

Short Run Price and Output for the Competitive Industry and Firm
In the short run the equilibrium market price is determined by the interaction between market demand and market supply. In the diagram shown above, price P1 is the market-clearing price and this price is then taken by each of the firms. Because the market price is constant for each unit sold, the AR curve also becomes the Marginal Revenue curve (MR). A firm maximises profits when marginal revenue = marginal cost. In the diagram above, the profit-maximising output is Q1. The firm sells Q1 at price P1. The area shaded is the economic (supernormal profit) made in the short run because the ruling market price P1 is greater than average total cost.
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Not all firms make supernormal profits in the short run. Their profits depend on the position of their short run cost curves. Some firms may be experiencing sub-normal profits because their average total costs exceed the current market price. Other firms may be making normal profits where total revenue equals total cost (i.e. they are at the break-even output). In the diagram below, the firm shown has high short run costs such that the ruling market price is below the average total cost curve. At the profit maximising level of output, the firm is making an economic loss (or sub-normal profits)
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The Effects of a change in Market Demand
In the diagram below there has been an increase in market demand (ceteris paribus). This causes an increase in market price and quantity traded. The firm's average revenue curve shifts up to AR2 (=MR2) and the profit maximising output expands to Q2. Notice that the MC curve is the firm's supply curve. Higher prices cause an expansion along the supply curve. Following the increase in demand, total profits have increased. An inward shift in market demand would have the opposite effect. Think also about the effect of a change in market supply - perhaps arising from a cost-reducing technological innovation available to all firms in a competitive market.
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We now consider the adjustment process of a perfectly competitive industry towards the long run equilibrium.

Economic Trade Cycle

This shows how economic growth can fluctuate within different phases, for example:

· i) a boom (which is high growth causing inflation,
ii) Peak (top of trade cycle
iii) Downturn or Recession ( fall in economic growth)
iv) Recovery (upturn of economic growth) 


· Some economists suggest that there is a political business cycle, this is when politicians try to have a boom before an election
· Since the Bank of England set Monetary policy in 1997 the trade cycle has been more stable in the UK
Output Gap

· If potential output grows faster than actual output there will be an increase in spare capacity, the shortfall between actual and potential output increase.
· With fast economic growth and increases in AD then the output gap gets smaller

· The Long Run Trend Rate of Economic Growth: 

This refers to the average sustainable rate of economic growth in an economy. For example in the UK this is about 2.5%.


· Therefore this is the rate of increase in LRAS and the productive capacity of the economy
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Definition

Organized way in which a state or nation allocates its resources and apportions goods and services in the national community.[image: image11.png]
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economic system is in the Economics, Politics, & Society subject. 

	capitalism
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Definition

Economic system based (to a varying degree) on private ownership of the factors 
	surplus
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Definition 1

Extent to which generation of goods, services, and resources (such as capital) exceeds their consumption. Surplus of resources is the bedrock on which capitalism is built.

Definition 2

Goods that are in excess
	mixed economy
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Definition

Economic system in which both the private enterprise and a degree of state monopoly (usually in public services, defense, infrastructure, and basic industries) coexist. All modern economies are mixed where means of production are shared between the private and public sectors. Also called dual economy.

Capitalism, Socialism & Communism:
What They Are, Why They Don't Work, What Works Better 

The Prevailing View:  Capitalism has proven to be the only successful economic system.  

Our View:   There are actually several, quite different forms of capitalism, only three of which have ever been tried on a large scale; and no economic system yet tried on a large scale has been truly successful, including the dominant forms of capitalism.  Moreover, the concept of economic "success" itself needs careful scrutiny.  Only when we understand both the true nature of the major economic systems, and what real economic success means, can we understand the nature of a genuinely  successful economics.  In light of such an understanding, it is apparent that there is only one form of capitalism that can be called genuinely successful .  It has been tried on a relatively small scale, and has proven immensely superior to corporate capitalism by every meaningful measure.                         

Since the abandonment of communism by the former Soviet Union, the notion that capitalism is the only successful economic system has often been aggressively marketed.  The view is lent apparent credibility by the fact that communism largely failed in its aims, and was corrupt, grossly inefficient, and totalitarian.


We believe, however, this thesis concerning the triumph of capitalism is for the most part confused, and to the exent that it isn't confused is actually quite false.  The case is confused because the essential nature of each of these economic systems is almost universally misunderstood, and perhaps the most confused understanding of all concerns the nature of capitalism.  It is also confused because the criteria of genuine economic success are never clearly or persuasively stated, rendering contentions of this nature meaningless.  And the thesis is false because it is a matter of historical fact that laissez-faire capitalism has always been both grossly unjust and an economic failure.  Nevertheless, other forms of capitalism could be better. 
In support of these views, we will pursue the following aims in this essay: (1) setting forth clear definitions of capitalism, socialism, and communism; (2)  setting forth clear criteria of true economic success; (3) briefly evaluating each of the principal economic systems in light of these criteria; (4) stating some of the primary reasons why these systems have failed in their most familiar forms; and, (5) pointing the way to a better economic system, centered on a better primary economic institution. 

What is capitalism?                                                                                                                                                                                                                     

In order to understand the nature of capitalism, one must first understand the nature of capital, and especially how profit derived from capital is different from profit derived from labor.  Perhaps the best way of clarifying these concepts is with an example. 

Consider the novel "Robinson Crusoe", the familiar story of a man who is shipwrecked on an uninhabited island, and who is forced to make a life for himself equipped initially with nothing but a few basic tools. 

On the island on which Crusoe finds himself nothing readily accommodates the basic requirements of human life.  Because of this, Crusoe, is faced with the necessity of feeding, clothing, and sheltering himself.  He is able to salvage a few tools from the wreckage of his ship, and sets out to provide these basics for himself.  When economists speak of "production", they are most fundamentally referring to this sort of Crusoe-like effort to provide for oneself (and perhaps for one's family) because human needs cannot normally be met without toil.

These simplified circumstances make it easy to observe the principal elements of economics.  The first of these elements is appropriate natural resources.  Without such resources, no amount of effort on the part of Crusoe to provide for himself could ever be fruitful.  Food crops, for example, cannot be grown on bare granite.  The second basic element of production is that of Crusoe's own labor.  (This is, indeed, the most fundamental economic resource of every human being.)  The third element, capital, is harder to discern here, but is nevertheless present.  One of the most obvious examples can be found in the tools that he manufactures for himself (by the use of other tools).  For example, he hews a shovel out of wood using his axe.  Why are these tools considered to be capital?  Because capital is comprised of any resources, other than land or labor, that may be employed in the production of goods and services.  For example, Crusoe employed his shovel in the production of shelter, which is one sort of good.

Now, Crusoe was initially the only inhabitant of his island.  For so long as that was the case, he could not have become a capitalist in the conventional sense, because a capitalist of this sort is someone who profits from the economic employment of his capital, even though he does no work with that capital himself.  However, if Crusoe had rented the use of the shovel to a later inhabitant of the island, the man known as "Friday", he would then have become a capitalist as we usually understand that term.  That is, economic benefit would have accrued to him from the employment of his capital (the shovel) without further labor on his own part. 

At this juncture we should note that implicit in two of the three basic factors of production we have noted here (natural resources, labor, and capital) are the two fundamental sorts of economy:  the labor-centric economy, and the capital-centric economy.  (In a rare, third form, which we might call the "paradise" economy, nature is sufficiently provident and benign for human beings to survive without much effort at cultivation.)  In the labor-centric economy, most forms of production involve a great deal of manual labor.  By contrast, in a capital-centric economy, most forms of production involve the deployment of a great deal of capital, most often the use of machinery or other manufactured goods.  (Money is often spoken of as capital, but is actually a symbolic medium of exchange that stands in for the real goods that comprise the actual capital.)

Quite surprisingly for most, any economy that is capital-centric may be properly referred to as capitalistic.  Thus, in nearly all cases, both socialistic and communistic economies have actually been forms of capitalism.  The distinction among these three economic systems does not arise from the distinction between labor-centric and capital-centric economic orientations.  It arises, rather, from differences in the ownership and control of the means of production, and in the way that these differences are rationalized.  (Whether in principle any given economy should be labor-centric or capital-centric depends initially upon its resource base.  Obviously, Crusoe had no choice but to begin from a labor-centric economy because of his very limited capital.  Many so-called "third world" nations are in the same position.) 

· Definition:  Any economy that derives most of its production from the employment of capital may be said to be capitalistic.  There is no true "opposite" of capitalism, but capitalism stands in most direct contrast with "laborism", or economies that derive most of their production from human labor.  In practice, there are no economies that are purely capitalistic or purely "laboristic". 

Now, before we pass on to a discussion of the implications of differing orientations to ownership and control, we should first pause to explore some of the moral consequences that would have arisen in Crusoe's situation if he had indeed passed from a labor-centric to a conventionally capital-centric economy.

The first point to consider is that the resources of the island became Crusoe's principally by virtue of his need of them, by virtue of the investment of his labor in their cultivation, and in the absence of competing needs and cultivation.  Had someone else arrived on the island at the same time as Crusoe, and had that individual had similar needs and engaged in similar efforts at cultivation, Crusoe's claims upon the resources of the island would have had no moral priority.  That is, each of the island's inhabitants would have had an equally legitimate claim upon these resources.

The second point to consider is that of the all-important nature of equity in this situation.  Equity is ownership of a resource, less any other claim upon it.  For example, a homeowner begins to gain equity in her home once she has paid off some portion of the principal owed (the money loaned to her to finance her purchase).  In the case of Crusoe's shovel, his equity is absolute, as there are no other rightful claims upon it.  (Crusoe's equity in this case is sometimes referred to informally, but rightly, as "sweat equity" because he manufactured the shovel himself with his own labor, instead of paying for a shovel manufactured by the labor of  someone else.)

Now, in light of these two points, what sort of situation does Friday find himself in upon his arrival on the island?  Through no fault of his, he has no tools of his own with which to make his own shovel.  Let us suppose that, like Crusoe, he needs this tool to construct shelter, and that Crusoe suggests to Friday that he exchange his labor for the temporary use of the shovel.  This is a nice situation for Crusoe, to be sure, because in order to gain the use of the shovel, laborer Friday will have to do some work for capitalist Crusoe; and on the face of it there is nothing immoral in Crusoe exchanging his loss of opportunity for the use of his own shovel for profit. 


But if we consider this situation more closely, we will see that Friday has here been coerced by circumstances, and in a sense by Crusoe as well, into making a choice contrary to his own best interests.  Because his labor didn't result in any equity in a shovel of his own, every time Friday needs to use a shovel in the future, he will have to exchange some of his labor for its use again.  By contrast, because Crusoe does have equity in the shovel, whenever the shovel is used at times during which he has no need of it himself he suffers no loss, and rather enjoys pure and effortless gain.  This is why, instead of renting Crusoe's shovel, Friday should have done as Crusoe did and made a shovel of his own — if only he had been able to.  Because he did not, if the pattern established here continues for long, Friday will find himself perpetually indebted, and Crusoe will find himself perpetually enjoying effortless gain.  When it is sometimes said that "the rich get richer, and the poor get poorer" this is the fundamental economic reality that is being referred to. 

From the standpoint of an impartial observer concerned equally with justice and the economic welfare of both Crusoe and Friday, what should be said to each?  Pretty clearly, what should be said to Friday is something like this:  "Instead of renting Crusoe's shovel, you ought to have rented his axe instead and made your own shovel.  It was mistaken of you to overlook the fundamental importance of acquiring equity in a shovel of your own."  And what should be said to Crusoe is something like this:  "In fairness, instead of renting Friday your shovel, you ought to have recommended to him that he make his own shovel instead.  If capitalism is what is desired in the abstract, then two shovels can be twice as productive as one.  If you had no need of the shovel yourself, the rents paid to you for use of the (otherwise idle) shovel were disproportional in value to the value of Friday's labor.  If you did have need of the shovel, then recommending the use of the axe to Friday instead would have been even more appropriate.  All in all, instead of doing nothing while Friday labored, you should have continued to labor yourself instead of relying upon your capital to earn disproportional profit.  There is, however, nothing wrong and indeed everything right with creating capital of future benefit to yourself, as you did when you invested your labor in the creation of the shovel for your own future use."


Now, what about the resources of the island?   Did these resources become Crusoe's in their entirety the moment Crusoe set foot upon the island?  Well, in the absence of competing claims, and if Crusoe has need of those resources, then there is no reason he should not take them for himself, because no moral harm is done in such a case.  Also, ownership of the sort of good that requires cultivation, such as shelter, can also be rightfully claimed by Crusoe.  But what becomes of Crusoe's claim when Friday arrives upon the island?  To begin with, it is clear that Friday can make no rightful claim upon Crusoe's goods.  Unless he chooses to be generous, these are exclusively Crusoe's by virtue of the labor he has invested in them.  But what of the natural resources of the island?  If Crusoe has no need of all of them, then what is he to found a morally justified claim to them upon?  Moreover, Friday can also properly assert a right to the resources of the island, to the extent that he has need of them himself, and to whatever extent Crusoe has not invested labor in their cultivation.  A neutral observer might, then, initially be inclined to declare on behalf of Friday a potential claim of up to half of the resources of the island.  (Permacultural considerations often prohibit this sort of claim, because the needs of subsequent generations must also be considered in any ethical equation.) 

We are now in a position to infer a number of fundamental economic principles.  Here is the first, and perhaps also the most important:  a just society will always seek to encourage a capitalism oriented to the economic self-sufficiency of its citizens.  It can do this by facilitating labor oriented toward the creation of equity, and by legislating other economic practices and institutions that do the same.  Equally, a just society will always seek to discourage all forms of capitalism oriented toward the perpetual indebtedness of its citizens through the excessive appropriation of the value of their labor.  Societies can do this by discouraging labor disassociated from the acquisition of equity, and by discouraging other economic practices and institutions that do the same.
  

Under conditions of "laissez-faire" (the absence of institutions of economic justice), selfishness on the part of capitalists will always trend toward debt-oriented labor and economic practices, rather than equity-oriented labor and practices.  This means that "laissez-faire" economics would be better termed "no fair" economics (and to the extent that they advocate an economics of this nature, both Libertarian and Conservative economic theories are flawed — and indeed immoral — in their very foundations).


Let us then distinguish, then, two forms of capitalism that are fundamentally different in their moral implications, and therefore fundamentally different in their nature.  To emphasize this fundamental moral distinction, we will strip away the false moral neutrality of the term "laissez-faire" and replace it with a term that makes plain its morally pernicious nature:  we will call it, instead, injustice-premised capitalism .  And to emphasize that a different and better form of capitalism is possible, provided that it encourages economic self-sufficiency and wealth-building, we will designate this form of capitalism justice-premised capitalism .  There is some danger of confusion in using these terms, however, because under some circumstances labor-centric economics can also be either injustice-premised or justice-premised.  To avoid such confusion, it must always be made clear, whether by context or by explicit statement, which sort of centrism we have in mind. 
Now, if it is self-evident that injustice-premised capitalism is morally wrong, and justice-premised capitalism is morally right, we must next see how differing regimes of ownership and control either facilitate or inhibit a morally-justifiable economics.  In general, we will want to keep in mind that any regime of ownership and control that facilitates injustice-premised capitalism is morally illegitimate, and must therefore be dismantled as quickly as is practicable.  Only regimes of ownership and control that facilitate justice-premised capitalism are morally legitimate, and therefore only such regimes deserve social sanction. 

It is in context of assorted regimes of ownership and control that we will encounter all of the reasons for the controversy surrounding "capitalism", socialism, and communism.  (I hope that the reason for the quote marks here is now evident:  namely, that in a moral perspective there are actually two different forms of capitalism, not just one, and they must never be confused with one another.)                    

Ownership & Control:  The Locus of Controversy                                                                   

As we have said, any economy in which the principal means of production are highly reliant on capital is properly called capitalistic.  Thus, communism, mixed economies, socialism, and the form of capitalism that we find in the US are all capitalistic.  Where these three systems so widely diverge is in differing conceptions of ownership and control.  Communism is state capitalism, in which only the state owns the means of production, and no means of production are in private hands.  Individualistic capitalism is the reverse:  all means of production are in private hands — and typically, most means of production are in the hands of a wealthy few — and no means of production are owned by government.  In mixed economies, ownership of the means of production is in one way or another, and to a greater or lesser extent, owned in part by the government and in part by private individuals.

· Definition:  Communism is state capitalism, in which all or most means of production are owned and controlled by "the state", and few or no means of production are owned and controlled by individuals.   

Subdivisions among these three principal regimes of ownership arise from two sources.  The first source of subdivision arises from concerns about economic justice, or, to put it another way, economic ends.  The degenerate economic elitist abandons the concept of economic justice altogether and grasps for as much ownership as possible for himself by any means available (though he will virtually never acknowledge such ambitions), while the slightly more principled elitist typically seeks some rationale to justify sharp extremes of wealth and poverty.  The degenerate populist has no interest in justice, but wants the good life without effort, while the principled populist believes strongly in the value of work, but seeks to eradicate extremes of wealth and poverty because they almost invariably derive from injustice-premised economic principles or practices and strip away from the individual most of the fruit of his own labor.  (In the US the average value of an hour of labor is around $150, while the average pay for that same hour of labor is around $15.) 

The second source of subdivision arises from different conceptions concerning economic means or, to put it another way, the exercise of political power (or control) over the economy and/or workplace.  The authoritarian opposes democracy, and wishes to concentrate political power in the hands of a few.  (The Bush administration and his Supreme Court appointees perfectly exemplify this objective.)  The egalitarian democrat opposes authoritarianism and wishes to give everyone as nearly equal a share of political power as possible (this is the principle behind the slogan "one person, one vote").  Strictly speaking, issues of this nature are more properly political than economic (and lead to the widespread, but confused notion that capitalism and communism are, of themselves, political systems); but because in practice systems of economics are always instruments of political regimes, and always also have political consequences, a sharp division cannot be drawn.
    

I should perhaps digress for a moment here.  The differences between "the left" and "the right" are typically portrayed in the US plutocratic media as lying along an ideological spectrum ranging from tradition-based cultural conservatism to reason-based cultural liberalism.  However, it is important to grasp that this cultural spectrum is neither political nor economic in nature; moreover, accommodation between the cultural left and cultural right can be reached much more readily than most Americans suppose, because for the most part both share similar political and economic views.  Specifically, the vast majority of Americans whether liberal or conservative believe in both political democracy and in some form of mixed economy, both of which degenerate authoritarian economic elitists such as George Bush abhor (despite much disingenuous rhetoric to the contrary).  The differences between the cultural left and the cultural right are constantly and deliberately emphasized in the elitist mass media as an expression of the "divide and conquer" strategy worked out largely by racist Strom Thurmond and his aide Harry Dent, together with political hatchet man Harvey Leroy "Lee" Atwater, and his devotee Karl Rove. 


To return to our characterization of economic systems, the diagram below should more clearly present the principal economic systems and their subdivisions. 
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(For a much more detailed diagram, click here.) 

  

Why Communism and "No Fair" Capitalism  Both Inhibit a Morally Justifiable Economics                                   

Communism, or state capitalism, failed for many reasons. While in principle "the state" owned the means of production what this meant in practice was that individuals highly placed in the Communist party controlled the means of production, and these individuals tended strongly toward corruption.  Disassociated from his own self-interest, and dominated by the corrupt and bureaucratic apparatus of the Communist party, the average individual found himself politically powerless and poorly motivated economically, unable to enjoy most of the fruits of his own labor.  In addition to being corrupt, the size and inertia of the state bureaucracy made for inefficiency of administration.  And exacerbating all of this, a number of pathological personalities, such as Stalin and Khruschev, rose to the top of the power structure and acted against the common good.
Laissez-faire capitalism failed flagrantly to produce economic stability and economic justice in the 19th century following the Civil War, and its harsh excesses were felt again when, under Calvin Coolidge, it led to the Great Depression and when, under Herbert Hoover, it failed utterly to provide desperately needed economic sustenance to working Americans.  Decades of reform followed, which ameliorated its defects sufficiently for many Americans to forget just how bad it really was.  (Today, under the Bush administration, the US is lapsing quickly back into the worst of the excesses.)

Ironically, "no fair" capitalism has revealed tendencies to many of the same problems as communism, though the failures are superficially different.  The large corporation, which is perhaps the ultimate expression of "no fair" capitalism, is the locus of many of the problems.  Corresponding to the privileged elite of the Communist party is the privileged corporate elite.  Just as the privileged elite of the Communist party rendered the political system useless for the average individual by promoting political corruption, the privileged elite of corporate capitalism has also rendered the political system useless for the average individual by promoting political corruption.  But in a way worse than this, corporate capitalism, like communism, leaves the individual almost powerless politically.  Moreover, under corporate capitalism, the individual is wrongly motivated (through fear of loss of employment rather than the desire to build equity), and is unable to enjoy the fruits of his own labor, since most of the value of that labor is appropriated by the corporation.  (If he or she invests in the market system as it currently exists, he merely provides additional resources to "no-fair" capitalists.) 
That the political and economic outcomes have been so similar under both communism and corporate capitalism should hardly be surprising, given that the underlying problem is the same in both cases:  too great a concentration of ownership and control in too few hands.  In the perspective of morality the problems of the two systems are also the same:  neither system allows the average individual to enjoy most of the fruits of his own labor.    

What About Socialism?

We must begin here by being clearer about what socialism actually is, since in the US it is typically, and quite falsely, confused with Soviet-style Communism.


To begin with, socialism does not represent a fundamentally different basis for production as capitalism and "laborism" do.  It follows that all socialisms must be either forms of capitalism or forms of "laborism".  Do socialisms then differ in their attitude toward the ownership and control of the means of production?  Yes, they do, but in a way that isn't generally understood, even by most socialists.  It is true that the economic systems referred to as socialistic are typically mixed economies in which the state owns and controls some means of production and the private sector others.  But the real difference between socialism and both capitalism and communism should lie in opposition to injustice- premised economics.  In light of our analysis above what this should mean, in turn, is that socialism should focus on dispersing the ownership and control of the means of production as widely as possible, so as to promote the enjoyment by the individual of the fruits of his own labor.  To put this another way, socialism should promote equity-building capitalism or equity building "laborism". 

· Definition:  The term "socialism" properly refers to any economic system, whether capitalistic or "laboristic", that adopts as its objective the greatest economic good of the greatest number.  Experience makes it clear that this requires dispersing the ownership and control of the means of production as widely as possible.  The opposite of socialism is economic elitism (or degenerate economic conservatism), which is any economic system that seeks maximum good for a tiny elite at the expense of the majority.  (This is the system which is in place in the US today.) 

Thus far the various socialisms have not primarily sought to promote equity-building capitalism or equity-building "laborism".  For the most part, they have instead "tinkered around the edges", employing such means as progressive taxation and the imposition of various regulatory regimes in an attempt to produce more equitable outcomes after individuals have already had most of the value of their labor stripped away, and without addressing the problem of skewed equity.  In short, this approach has not addressed the root cause of the problems at hand, with the result that all of the old pathologies are now back with a vengeance in the US, and can be found at work even in the mixed economies of Europe.
What is "economic success"?                                                                                      

We noted at the outset of this essay that, absent a clear understanding of the meaning of "economic success", no meaningful comparison of the various economic systems is possible.  We are now in a better sense to understand the meaning of this elusive concept.


There are, broadly speaking, two separate yet related poles to genuine economic success. An economic system that was just, yet resulted in universal poverty, would be a dubious achievement indeed.  It could always be argued with some force that economic justice has been thwarted when the end result is the misery induced by poverty.  On the other hand, an economic system that is unjust, but that produces great wealth for a few is also a dubious achievement (which, again, is the very system Americans currently have).  And no system is likely to be either just or to produce much wealth if it is inefficient and poorly-motivating of the individual.


What we mean, then, by "economic success" is minimally something like this:  an economic system that is sufficiently and properly motivating to be sufficiently efficient to produce at least some modicum of wealth, but which is at the same time just.  In practical terms, it cannot be just if it results in grossly disparate incomes because great concentrations of wealth in the hands of a few invariably lead to political corruption.  Furthermore, no credible, moral rationale for enormous differences in compensation has ever been advanced. 
Almost by definition, only some form of genuine socialism can satisfy all of these criteria, and the socialism in question must also be one which has at its economic core institutions that maximize to the greatest extent possible the capture of equity in exchange for labor.  Among capitalistic institutions, the Mondragon cooperative is the best known of those that can fulfill these objectives; however, in the United States, the rather watered-down form that has most often actually been adoped is the corporation organized as an ESOP ("Employee Stock Ownership Plan").  An ESOP is set up as a trust that receives and holds stock on behalf of employees who own (and often control) the corporation so organized.  In the US there are presently some 11,000 ESOPs, with assets valued at some $400 billion.  Employee pay in ESOPs as currently organized averages some 12% greater than traditionally organized corporations; but, more tellingly, one study found that ESOP equity accounts averaged almost $40,000.  Moreoever, ESOPs organized in such a way that employees are actually participants in decision making have shown impressive productivity gains, in some cases more than 50%.  The disadvantage of the ESOP as opposed to the Mondragon cooperative is that participants in the Mondragon cooperative are owners and also control the cooperative, while ESOPs may or may not be organized in this fashion. 
Conclusion                                                                                      

We have now seen that nearly all definitions of capitalism, socialism, and communism are grossly misleading and confusing.  We have also seen that clear criteria of true economic success preclude genuine success from being claimed for any corporate capitalist system and for any communist economy.  We also saw that all of the economic systems so far described as "socialistic" are (1) falsely characterized when conceived as forms of Soviet-style Communism, and (2) have so far largely failed to properly organize around an appropriate, equity-building economic institution, so that it is far from obvious they should even be called socialistic.  We have briefly surveyed the primary reasons why communism and corporate capitalism have failed, and identified a common root: extreme concentrations of ownership and control.    We saw that both corporate capitalism and communism are anti-democratic and prone to corruption, and that both systems appropriate most of the value of the labor of the individual and place it in the hands of the already wealthy and powerful (which allows them to become more wealthy and powerful still).  Finally, we have pointed the way to a better economic system (genuine socialism) strengthened by a better core institution, the Mondragon cooperative or worker-controlled ESOP. 
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