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Economic Effects of the Industrial Revolution

In the 1700s and 1800s, the Industrial Revolution began in England.  Yesterday, we discussed some of the effects of the Industrial Revolution.  What social issues were created by the Industrial Revolution?  What are social issues?  When the new conditions led to problems, different thinkers wanted to solve them in different ways.  Some groups emphasized the rights of individuals. Throughout the Industrial Revolution, different people proposed different ways to deal with the problems caused by industrialization.  Socialists and others stressed the needs of society as a whole.  A period of reforms followed.  By the early 1900s, the world had changed even more:  Global migration occurred and movement toward a global economy accelerated.
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Industrialization had many effects, including starting a debate about who should be in control of the growing economy. Who should own the factories – business people, factory workers or the government?  Do rich people exploit poor people?  Does the government have a responsibility to defend workers or should workers be expected to take care of themselves?  Is it natural to have an upper class and a lower class or should everyone have the same amount of money?

Capitalism

During the beginning of the Industrial Revolution, a British economist named Adam Smith (the serious-looking man to the right) wrote a book called The Wealth of Nations. In his book, he wrote about his belief that the government should not get involved in the growing economy.  He had a huge influence on an economic system called capitalism, which believed that government should let individuals own the means of production [the methods used to make products, such as machines and factories].  Capitalists also believe in private property. They believe that a person could start a clothing company if he wanted to – that is an individual choice. If that company is successful, the owner will make as much money as he possibly can. If the business fails, he will lose money. In other words, capitalists believe in every man for himself. Capitalists believe there is no need for the government to interfere in trade between companies and customers, which is a theory known laissez-faire (LAY-ZAY-FAIR). 

In capitalism, the cost of goods is determined by how much people want them.  This is called “supply and demand”. If there is great demand for a product (meaning lots of people want it) then the price of the product increases and the seller profits.  This means that the most successful people in a capitalist system sell something that everyone wants and that not many other people are selling.  If a company sets a price too high, shoppers won’t buy the product. Therefore, the owner will lower the price until the shoppers will buy it. There is no need for the government to set prices. Smith also thought the government should stay out of business and let private companies compete. If two men start separate t-shirt companies, and one company makes fashionable, comfortable t-shirts and the other one makes ugly t-shirts, the first company will get rich and the second one will go out of business. Smith believed the economy could work itself out without the government interfering.  What is your reaction to capitalism? Do you think you support capitalist ideas? Why or why not?

Today, the United States has a capitalist economic system (along with most countries in the world).  In capitalism, you are always trying to increase the number of people who want your product, and to be one of the only people who can sell it to them.  Think about the commercials on TV and advertisements on the subway?  What are they selling?  Why are commercials and advertising so important in a capitalist system?  
Rise of Big Business

With new technology came the need for the investment of large amounts of money in business.  To acquire this money, business owners sold stocks, or shares in their companies, to investors.  Each stockholder therefore owned a part of the company.  Stockholders allowed businesses to form corporations and expand into many areas.  Can someone explain how the stock market works?
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