3.1 Benefits of Free Enterprise
	The Big Idea: American free enterprise is based on principles supported in the U.S. Constitution such as property rights, the right to make contracts, and freedom from unfair taxation.
Vocabulary: profit motive, open opportunity, private property rights, free contract, voluntary exchange, competition, interest group, public disclosure laws, public interest


	
	America provides individuals with the opportunity to get rich through persistence, vision, and effort.


	I. A Tradition of Free Enterprise
	There are 18 million unincorporated businesses in America.
For 100s of years, America has been seen as the land of opportunity.

America’s characteristics:
· Open land, natural resources, and many people from different backgrounds

· Free enterprise: the social and political commitment to giving people the freedom and flexibility to try out their business ideas.

	II. Constitutional Protections
	The Constitution and Bill of Rights provides individual freedoms such as freedom of speech and religion.  The Constitution also protects certain business activities.


	A. Property Rights
	In America, we have the right to own private property.  (Other countries don’t necessarily have this right)
The fifth amendment states we can’t be deprived of life, liberty, or property without due process of law.  (You can’t take those things without good reason, court cases, etc.)

It also states that you can’t take property without compensation.  (If you take my land, you must pay me fair value)

	B. Taxation
	Sixteenth amendment gave Congress the power to tax based on income.
Constitution also says you can’t use political process to get out of business contracts.



	III. Basic Principles of Free Enterprise
	

	Profit motive
	The force that encourages people and organization to improve their material well-being.
This force makes us exercise financial discipline and strive for success.  



	Open opportunity
	Everyone can compete in the marketplace.


	Legal equality
	Everyone has the same rights. 
If your gov doesn’t allow certain people to participate, it is a waste of human capital.



	Private property rights
	People can control their possessions as they wish

	Free contract
	People can decide what agreements they want to enter in.

	Voluntary exchange
	People decide what and when they want to sell


	Competition
	The rivalry among sellers to attract customers while lowering costs
We love it.  More goods, lower prices.



	IV. The Role of the Consumer
	

	Interest group
	A private organization that tries to persuade public officials to act or vote according to their interests.
Example: healthcare interest groups tell Washington don’t reform healthcare.



	V. The Role of Government
	Government: protect our rights and inform us about products

	Public disclosure laws
	Laws requiring companies to provide full information about their products.
You know how drug commercials always say stuff like “may cause itching, flu, stomach upset, …”  etc?  

	Protecting health, safety, well-being
	Gov. makes sure businesses follow basic rules.  Gas stations can’t leak, you can’t build a 7-11 in the middle of a neighborhood, etc.

	Public interest
	The concerns of the public as a whole.


	Negative effects of regulation
	Regulations are expensive for companies.  Much cheaper to dump chemicals in the river than dispose of them properly. 

Gov also gets bigger.

	
	


3.2 Promoting Stability and Growth

	The Big Idea: The government attempts to stabilize business cycles, aids the growth of the economy, and encourages technological innovation.
Vocabulary: macroeconomics, microeconomics, gross domestic product (GDP), business cycle, work ethic, technology


	America’s Economy
	Very big.  We earn 8 trillion a year.

In Washington, economists try to predict the future.  Slow down booming economy, kick start slow one.

	I. Tracking Business Cycles
	

	Macroeconomics
	The study of the behavior and decision making of entire economies (big)

	Microeconomics
	The study of the economic behavior and decision making of small units, such as individuals, families, or businesses. (small)

	Gross domestic product; GDP
	The total value of all final goods and services produced in an economy (U.S. GDP = $13.8 trillion)

	Business cycle
	A period of macro-economic expansion followed by a period of contraction (may last many years, maybe less than a year)

	II. Promoting economic strength
	

	employment
	Economists want an unemployment of 4-6%.  Highest in the last 50 years is 11% (right now it’s nearly 10%)

	Growth
	American dream: every generation is better off than the last?  Will we be?

	Stability
	We want economic stability.  We don’t want prices to rise out of control (inflation).  
We also don’t want banks to go out of business.  

	Economic citizenship
	You should decide what economy is best for the US and vote for people who represent your ideas.


	III. Technology and Productivity
	

	Work ethic
	A commitment to the value of work and purposeful activity

	Technology
	The process used to produce a good or service.
Technology makes us more efficient.  Light bulb increased the work day.  Computers made us be able to do more.  Tractors let us harvest more crops.



	The Government’s Role
	Federal gov funds research for inventions.
Gov also gives patents for products (20 years) so that creator can be the only one to sell it.  


3.3 Providing Public Goods
	The Big Idea: The government sometimes steps in to provide a shared good or resource when it would be impractical for consumers to pay individually.
Vocabulary: public good, public sector, private sector, free rider, market failure, externality


	Intro
	If the government didn’t build roads, who would?  Then who could drive on them?  Who would fix them?

	I. Public Goods
	A shared good or service for which it would be inefficient or impractical to make consumers pay or exclude non-payers


	Costs and Benefits
	For a road, there isn’t much debate.  We need them and understand they need to be built, even if we’ll never use some of them.


	Public sector
	The part of the economy that involves transactions of the government

	Private sector
	The part of the economy that involves transactions of people or businesses

	Free rider
	Someone who would not choose to pay for a certain good or service, but who would get the benefits of it anyway if it were provided as a public good.
1 guy on the street doesn’t want to pay for a street cleaner.  Everyone else pays.  He benefits.

(WC 5:15)

	II. Market Failures
	A situation in which the market does not distribute resources efficiently.
Who would build roads in tiny towns?  No one.  Free markets couldn’t solve this problem on their own… so this is a market failure.

	Externalities
	An economic side effect of a good or service that that generates benefits or costs to someone other than the person deciding how much to produce or consume.  
Positive externalities: Old lady buys an ugly house in your neighborhood and fixes it up.  You benefit because neighborhood’s value goes up.

Education benefits students and society.

Negative externalities: Company pollutes river, city cleans up river, you have to pay for it. 

(Another example: neighbor plays loud music.  If you like it, positive externality.  If you hate it, negative externality.)
EB 


3.4 Providing a Safety Net

	The Big Idea: Sometimes the US government has to step in to create programs to aid poor, disables, and elderly people.
Vocabulary: poverty threshold, welfare, cash transfers, in-kind benefits


	I. The Poverty Problem
	Free markets are great at creating wealth, but that wealth is unevenly distributed.
This leaves some people below the poverty threshold, an income level below that which is needed to support families or households.  

In 2004, the poverty threshold for single parent under 65 years old was $12,490.

How do we solve the question of poverty?



	The Welfare System
	Since the 1930s, the government has tried to solve poverty by collecting taxes and redistributing those funds in the form of welfare.
Welfare: government aid for the poor
Can people become dependent on welfare?  Does welfare discourage productivity?

	Redistribution Programs
	

	Cash Transfers
	State and federal governments provide cash transfers, direct payments of money to poor, disables, and retired people.
Programs:

1. Temporary Assistance for Needy Families (TANF):  Federal money goes to states and they decide how they want to run their welfare program. Aims to encourage people to work and limit lifetime benefits.
2. Social Security: Gov takes money from your paycheck, redistributes it to the elderly when they retire.

3. Unemployment Insurance: If you lose your job, you get benefits.  You must prove you are looking for a job.
4. Workers’ compensation: If you’re injured on the job, you receive benefits while you stay home and heal.  Very expensive for employers.



	In-kind benefits
	The government provides the poor with in-kind benefits, goods and services provided for free or at greatly reduced prices.  

Examples: food stamps, subsidized housing, legal aid.


	Medical Benefits
	Medicare: covers 65+ years old and the disabled
Medicaid: covers poor or unemployed

	Education
	Gov. pays for the education of the poor

	Faith-Based Initiatives
	Bush started a program that gave money to churches or charities for them to spend on social services (welfare).  There was some controversy about this.  Should gov. give money to churches?


