Free Enterprise System

I. Free Enterprise (Capitalism, Free Market, Market Economy)**

A. Free Enterprise and The Three Economic Questions

1. What Goods Will Be Produced?

2. How Will These Goods Be Produced?

3. For Whom Will These Goods Be Produced?

B. Five Features of Free Enterprise

1. Private Property

2. Choice (“Workers have a right to choose what work they will do and for whom they will work”)**

3. Voluntary Exchange

4. Competition (Antitrust)**

5. Economic Incentives (Adam Smith’s famous quote)

II. Profit and Loss

A. Profits in a Free Enterprise Economy

1. Total Revenue minus Total Cost

2. Profits Serve as Signals to the Firm

3. Signal to Firms Not Yet in the Market

B. Profit is Never Guaranteed

III. The Ethics of a Free Enterprise Economy

A. Ethics: The Moral Issues

1. Allows Individuals to Choose Their Own Occupations**
2. Produces Goods and Services Preferred by Both the Majority and Minority

3. Rewards or Punishes Producers Based on How Well or Poorly They Respond to the Public

4. Supports the Right of an Individual to be Free

5. Provides an Opportunity for Individuals to Strengthen and Develop Their Abilities

IV. Entrepreneurs

A. It is Not Easy to be an Entrepreneur

1. A person who searches out and takes advantage of new business opportunities; sees profit opportunities that nobody else does

2. Develops New Products

3. Develops New Ways of Doing Things

B. Having Entrepreneurs Means Having More Choices of Goods and Services

C. What is the Lesson? DO NOT DISCOURAGE ENTREPRENEURSHIP AND DO NOT PUNISH ENTREPRENUERS BY TAXING THEM OR CREATING REGULATORY NIGHTMARES!

Free Enterprise v. Command Economies

I. Two Visions Shape the Two Economic Systems

A. Free Enterprise and Socialistic Economic Systems

1. Most nations are actually mixed economies

2. The U.S. is NOT a free enterprise system
B. Two Visions and the Market

1. Price

a. The capitalist thinker sees price as doing a job

(1.) Rations Goods and Services

(2.) Conveys Information

(3.) Serves as an Incentive for Buyers and Sellers to Respond to Information

b. The socialist thinker views price as being set by businesses with vast economic power. Therefore, they are more willing to control prices.

2. Competition

a. The capitalist thinker believes that competition is intense under free enterprise and that the competition between producers will force them to offer the highest-quality product to consumers for the lowest price.

b. The socialist thinker views the market place as being controlled by big business which dictates what people will buy and at what price

3. Private Property

a. The capitalist thinker places high value on private property and agrees with Greek philosopher Aristotle who said, “what is common to many is least taken care of, for all men have greater regard for what is their own than for what they possess in common with others.”

b. The capitalist thinker also believes that having private property encourages individuals to use their resources in a way that benefits others.

c. The socialist thinker believes it would be better for government to own most of the nonlabor property in the economy (such as factories, raw materials, and machinery). Government would make sure that this property was used to benefit the many instead of the few.

4. Exchange

a. The capitalist thinker believes that BOTH the buyer and seller benefit from voluntary exchange

b. The socialist thinker views exchanges as zero-sum games.

C. The Two Visions and the Government

1. The capitalist thinks government decision makers respond to well-organized special interest groups
2. The socialist thinker sees the goal of government decision makers as doing the right thing, whereas the capitalist thinker sees it as getting elected and reelected to office.

3. According to socialist thinkers, mistakes made by government decision makers occur because they do not have all the facts. (NO KIDDING!)

4. Friedrich Hayek, an economist in the Austrian school of economics, made the point that socialism fails because the decision makers in government would never have all the relevant facts to make proper decisions.

5. What Should Government Do According to Adam Smith?

a. Protect Society from Violence and Invasion (Police, Military)
b. Court System (referee)

c. Establish Certain Public Works and Institutions (roads, bridges, education)**
II. Socialism in the Former Soviet Union

A. Command Economy Socialism

1. Government Was Involved in Almost Every Aspect of the Economy. Government Owns all the NonLabor Resources; It Decides What Will Be Produced and in What Quantities; It Sets Prices and Wages.

2. Gosplan was the agency the made economic “plans” for more than 200,000 Soviet enterprises.

B. The Case Against Central Planning

1. The Planners Cannot Take into Account as Much Relevant Information as the Decentralized Market Does

C. Setting Prices

1. Government Would Set Prices Too High (Creating Surpluses) or Too Low (Creating Shortages). This Created an Incentive for Black Markets to Emerge.

FINAL NOTE: When Countries Are Ranked as to How “Free” They Are, The Evidence Shows That The Countries That Are Ranked The “Freest” have the HIGHEST Standard of Living and Economic Growth.
DEFINITIONS 

CAPITALISM: Capitalism can be described as a free-market system of economics. Economic liberty is the cornerstone of the free-market system. Economic liberty entails freedom from unnecessary government intervention in the market place, legal protection of private property, and the freedom to buy and sell almost anything at any time. 

Free-market thought has its origin in several sources including Adam Smith. Classical economics later developed into various schools of economic thought. Three prominent schools include the Austrian school, the Chicago school, and the Virginia school (sometimes called the Public Choice school. The single defining characteristic unifying all three schools is a tireless defense of human liberty, particularly, economic liberty. Forceful admonitions against direct government involvement into the economy unites every free-market economist regardless of background and theoretical viewpoint. Free-market economists agree that, while the intentions of government may be honorable, intervention disrupts market processes by curtailing liberty and spontaneous development. Key thinkers include Adam Smith*, Ludwig von Mises, Friedrich Hayek, Milton Friedman, and James Buchanan 

COMMUNISM: Communism may be described as a social order that combines socialist economics with collective and totalitarian politics. Not all socialists are communists, but all communists are necessarily socialists.
MIXED ECONOMY: A mixed economy is one where elements of socialism  and capitalism are present. The dominating theme of a mixed economy is statism. Statism is manifested in the economic sector through excessive government regulation and intervention. Statists think that, if left to itself, the market will wreck lives, exploit individuals, and devastate families. Advocates of a mixed economy believe that government intervention in economic matters can successfully achieve desired results without leading to socialism. A mixed economy is purported to be a third way between the free market and socialist control of the means of production. The United States is an example of a mixed economy.

SOCIALISM: Socialism is an economic system in which all the means of production (i.e., land, machinery, and tools) are held in common. Radical forms of socialism seek to abolish private property entirely, but moderate forms permit individuals to own and use a limited amount of goods for private purposes. Under socialism the means of production are the property of the community. It is the community alone that determines how the means of production are employed. It goes without saying that in order to utilize this discretionary power the community must set up a special regulatory body for just that purpose. The government typically owns, administers, and controls the common means of production. Key thinkers include Karl Marx.
