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Global Issues – Miniature Earth


Neoclassical Economics

This approach to economics says that supply and demand depend on an individual's rationality and his or her ability to maximize profit. In other words, neoclassical economics assumes that people make logical decisions and try to make as much money as possible.

Critics points out that neoclassical economics makes unrealistic assumptions that do not represent real situations. For example, the assumption that all parties will behave rationally overlooks the fact that, for a variety of reasons, people often make irrational choices. Therefore, many critics believe that this approach cannot be used to describe actual economies.

Neoclassical economics is also sometimes blamed for inequalities and other global issues because it says that things like  labor rights will improve naturally, as a result of the free market. 

True Cost Economics

True cost economics tries to include the cost of negative externalities into the pricing of goods and services. This means that products and services that have direct or indirect harmful environmental or social consequences would be taxed according to these hidden costs.

This school of thought would bring ethics to neoclassical economic theory.  However, the cost of many goods and services that are currently affordable, and often taken for granted, could see an extreme rise in costs if their "true costs" are accounted for.

For example, if one accounted for air, noise and other types of pollution caused by the manufacturing and the use of a new car, then the price of the new car would, by estimates, go up by over $40,000. 

Vocabulary

supply and demand (n.) - The economic theory of market value where price is determined by the interaction of sellers and buyers to reach an equilibrium price which both are willing to accept.

externality (n.) - A consequence of an economic activity that is experienced by unrelated third parties. An externality can be either positive or negative. 

rationality  (  ) -

taken for granted - 

