Capitalism , Free Enterprise, or Market Economy

Capitalism: an economic system in which private citizens own and use the factors of production in order to seek a profit

Free Enterprise/Market Economy: another term used to describe the American economy. In a free enterprise economy, competition is allowed to flourish with minimum government interference.

Features of Capitalism

1. Private Ownership of Resources: we have the freedom to own and use, or dispose of, our own property as we choose as long as we do not interfere with the rights of others. This gives us the incentive to work, save, and invest because we can keep what we earn. 
2. Self Interest Motives (economic freedom): 

· Choice is a key element in a free enterprise system. Each person can choose the type of job they want to have and when and where they want to work.

· As consumers we have the right to choose the products that we will buy.

· Businesses have the right to choose the products that they will produce and sell.

· Individuals must accept the consequences of their decisions (i.e. if someone starts and business and fails, the government usually won’t help them out)


Profit: the amount of money left over after all the costs of 
production have been paid


Profit Motive: the driving force that encourages individuals and 
organizations to improve their material well-being 
3. Consumer Sovereignty: the idea that the consumer is the “king” or ruler of the market, the one who determines what products will be produced (businesses try to produce the products that people want most.)
4. Markets:  places where the prices of goods and services are determined as exchange takes place.
5. Competition: the struggle that goes on between buyers and sellers to get the best products at the lowers prices. This competition keeps the cost of production low and the quality of good higher than they would be otherwise. Buyers also compete to find the best products at the lowest prices. 

The Spread of Capitalism

· Two important concepts that laid the foundation for the market system that is the base of capitalism

1. the idea that people could work for economic gain

2. the idea that the government should have a very limited role in the economy
· Adam Smith: Scottish economist and philosopher who wrote The Wealth of Nations in 1776, which describes English life and trade and describes the basic principles of economics for the first time. 

1. Smith believed that all individuals seeking a profit end up benefiting society as a whole.

2. From the ideas of Smith and others, developed the idea of laissez-faire economics. (“to let alone”) According to laissez-faire, the government should not interfere in the market place. The government’s role is strictly limited to just a few actions that allow for free competition in the marketplace. He also believed that the invisible hand guides a nation’s resources to their most productive use.  Tools of the invisible hand include self-interest and competition. 
