Chapter 3 Notes on Economics

Section 1 Objective: to identify Free Enterprise

I.  Benefits of Free Enterprise


A. The Tradition



1.  18 million unincorporated businesses in the U.S.



2.  America is the “Land of Opportunity.”



3.  Why America?




a.  Open Land




b.  Natural Resources




c.  Immigrants


B.  Constitutional Protection



1.  Property Rights (5th Amendment)




a.  “no person shall be deprived of Life, Liberty, or Property 

      without due process.”

b. State Government – 14th Amendment

1. businesses and individuals are protected.

2. Pay fair market value for property.

2.  Taxation


a.  Article I – Congress can levy taxes.

*Sections 2 and 9 require that direct taxes be apportioned            

 according to population so everyone pays the same amount.




b.  16th Amendment – taxes are established based on one’s income.




c.  Article I, Section 10 prohibits the states from passing laws that 

     “impair the Obligation of Contracts.”

C. Basic Principles of Free Enterprise

1. Key Characteristics are:
profit motive, open opportunity, legal equality, private property rights, free contracts, competition.

a. Profit Motive – the force that encourages people and organizations to improve their material well-being.
*rewards innovations by letting creative companies grow.


The more efficient they are, the more “profit” they make.

b. Open Opportunity – concept that everyone can compete in the marketplace.

c. Economic Rights

1. Legal Equality – everyone has the same legal rights.

2. Private Property Rights – the right to control their possessions as they wish.

3. Free Contracts – people decide what agreements they wish to enter in to.

4. Voluntary Exchange – allows people to decide what and when they want to buy or sell.

5. Competition – the rivalry among sellers to attract customers while lowering costs.

a. Provide variety of goods/services.

b. Sell at reasonable prices.

D. The Role of the Consumer

1. Consumers make their desires known through their economic dealings with producers.

a. Interest group – private organization which attempts to influence government

E. The Role of Government

1. Property rights, contracts, competition

2. Air pollution, drugs, food.

3. Information and Free Enterprise

a. Public Disclosure Laws – requires companies to give consumers important information about their products

Ex: Fuel Efficiency (Cars), Energy Efficiency (Freezers, etc.)

b. Public Interest – the concerns for the public as a whole.

1. manufacturing standards.

2. sanitary conditions for food. 

3. safe equipment.

4. expiration dates for food.

Section 2 Objective: to identify and analyze growth and stability.

II.  Promoting Growth and Stability

A. America is a BIG Economy

1. 104 million households (300 million People)

2.  139 million jobs, which earn 8 trillion dollars annually.

3.  28 billion in deposits (71,000 banks)

4.  880,000 homes and 3.3 million cars per year.


B.  Tracking Business Cycles


      1.  Macroeconomics – study of behavior and decision making of entire economies.


      2.  Microeconomics – the study of the economic behavior and decision 

           making of small units, such as individuals, families, and businesses.

a. Gross Domestic Product (GDP) – the total value of all final goods and services produced in an economy.

b. Business Cycle – a period of macro expansion followed by a period of 

contraction.



**Prices, Production, and Consumption Decisions are made by individuals


C.  Promoting Economic Strength through:


       - High Employment, Steady Growth, Stable Prices



1.  High Employment – provide a job for every able-bodied person.




* In the U.S., unemployment falls between 4% and 6% on average.



2.  Steady Growth – Standard of Living is higher for each successive 

            generation.  The Economy must grow to provide additional goods and services.
4. Stability – General price levels is one indicator of stability.  Also, the health of financial institutions is imperative (need safe and secure banks to make the economy work.

D. Technology and Productivity

1.  Technology – the process used to produce a good or service


Ex: Light Bulb (Edison 1879), Cotton Gin (Whitney), Soda Fountains

a. The government plays a role in this!

1. The Morrill Acts of 1862 and 1890 – land grants and money to study “agriculture and mechanics.”

2. Patents – exclusive rights to produce and sell for 20 years.

3. Copyrights – exclusive rights to publish and sell creative works.

Section 3 Objective: to identify public goods and government allocations.
III. Providing Public Goods – What if the government relinquished the responsibility of 

building roads and highways?

A. Public Goods – a shared good or service for which it would be impractical or inefficient to make consumers pay individually and to exclude nonpayers.
- launching space shuttles, cleaning Mt. Rushmore, Highways, National Parks.


B.  Cost and Benefit



1.  When a good or service is public.


a.   the benefit to each individual is less than the cost that each would 

         have to pay if it were provided privately.

b. the total benefits to society are greater than the total cost.

c. Public Sector – the part of the economy that involves the transactions of the government.

d. Private Sector – the part of the economy that involves the transactions of individuals and businesses.

C.  Free-Rider Problem


1.  Free Rider – someone who would not choose to pay for a certain good or 

     service, but who would get the benefit anyway if it were a public good.

D. Externality (Positive and Negative)

1. Externality – is an economic side effect of a good or service that generates benefits or costs to someone other than the person deciding how much to produce or consume.

a. Positive Externality – Benefits many

b. Negative Externality – Costs many

