Lesson Ten

Free Enterprise

LESSON IDEA
The American free enterprise economic system, while
admittedly imperfect, provides a greater abundance of
high-quality goods than does communism, socialism, fas-
cism, or other collectivist systems, including government-
run enterprises within our own country.

VISUAL AID
None recommended for this lesson.

States is usually called free enterprise.

Tonight, let’s
discuss what that
means, and how
free enterprise com-
pares with other
economic systems.
Let’s see if we can
determine why free
enterprise can only
flourish under free-
dom, and why it
surpasses such col-
lectivist  alterna-
tives as commu-
nism, socialism, and
fascism in providing
an abundance of
high-quality goods
and services.

“Free enterprise” is sometimes confused with
“private enterprise”; the two terms do not neces-
sarily mean the same thing. Piracy, for instance, is
a private enterprise, but it is not a free enterprise,
since its success depends on violating the property
rights of others. Likewise, the Mafia is a private
enterprise, but since it relies on murder, coercion,
and theft, it can hardly be considered a free enter-
prise.

All free enterprises are private enterprises, but
not all private enterprises are free enterprises.

Free enterprise entails men and women work-
ing voluntarily at whatever tasks they do. They

THE ECONOMIC SYSTEM of the United

must also be free to exchange the fruits of their
labor with each other. Under free enterprise, we
can choose to be an engineer, architect, doctor,
bricklayer, truck driver — the choice of profes-
sions is virtually unlimited. We can build a facto-
ry and make television sets, safety pins, comput-
ers, or model racers. We can decide where to buy
materials and how much to charge for the prod-
ucts we make or services we offer. In other words,
free enterprise means being free to make econom-
ic decisions, so long as we do not interfere with the
rights of others to do likewise.

Free enterprise
made it possible
for the United
= States to have
% more  material
= necessities and

comforts of life
than any other
nation in history.
Whereas commu-
nist countries had
to erect barriers
(such as the Berlin
Wall) to keep their
| people from leav-
ing, we had to pass

Every business, from lemonade st
from our free enterprise system!

nd to large company, benefits immigration laws
to limit the num-
ber of people com-
ing here from other countries, because so many de-
sired to do so.

Not everyone in our country favors free enter-
prise, however. Some even urge that it be replaced
by some type of socialistic system. It is important
to note, however, that many of those most actively
engaged in criticizing free enterprise depend on
its fruits to wage their assault. Their food, cloth-
ing, shelter, books, cars, telephones, television
sets, radios, musical instruments, microphones,
printing presses, computers, and many other
items are readily available only because the free
enterprise system has worked so well. In many of
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the socialist countries they admire, such items
would only be available, if at all, at prohibitive

prices.

S United States would have had to do to match
the economic status of the former Soviet

Union (which was later recast as Russia and sev-

eral other socialist countries that are still strug-

gling economically). It was discovered that we

would have had to:

OMEONE ONCE calculated what the

* Reduce our steel production by 60 percent.
¢ Reduce our output of electricity by 66 percent

nstead, focus
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* Reduce our petroleum production by 66 percent.

* Reduce our construction of hydroelectric plants
by 95 percent.

* Reduce our consumption of natural gas by 90
percent.

In addition, it would have been neéessary to
destroy:

Fourteen out of every 15 miles of pavement.
Two out of three miles of railroad track.
Eight out of ten ships.

Nineteen out of 20 cars and trucks.

Forty million T.V. sets.

Nine out of ten telephones.

Seven out of ten homes.

L

In all, it was determined that we could match
the Soviet system by reducing our standard of liv-
ing by 75 percent. And while we would have had
to send some 60 million of our citizens back to the
farm, they would not have produced enough to
feed the rest of the nation.

Despite such impressive evidence, some would
have us exchange a proven economic system that
has generated more abundance for more people
than any other in history, for a collectivist alter-
native that has floundered everywhere it has been
tried.

Some additional revealing comparisons can be
made between free enterprise and government
control here at home. Suppose that you were liv-
ing, say, about 150 years ago, and were faced with
solving the following problems:

1. How to carry the human voice instantly from

an American city to a foreign country;

How to transport over three hundred people

from New York to Los Angeles in less than five

hours;

. How to build and maintain roads adequate for
the vehicles that travel on them;

. How to convey the sight and sound of a football
game in California to homes throughout the
country and elsewhere in the world, while the
game is in progress.

2.

Which of the four tasks would have seemed eas-
iest to achieve in the mid-1800’s? [Give everyone
an opportunity to choose, and ask each to explain
their choice.]

Clearly, the third problem (building and main-
taining adequate roads) would have seemed easi-
est at the time, since many roads already existed



and had not been too difficult to either construct
or repair. Would our forebears even have dreamed
of television, telephones, or jet aircraft? Had
someone traveled back in time and described such
inventions to them, would they have believed it to
be possible?

Yet today, as we watch television, fly in jet
planes, and talk on the cell phones (to say nothing
of using computers to surf the Internet) without
giving such astonishing developments a second
thought, what is the condition of our roads? Road
maintenance is a persistent issue in local (and
sometimes national) elections, because those in
charge of keeping them repaired and in good con-
dition have yet to find an efficient and inexpen-
sive way to do so.

Why do you think that so many devices that
would have been considered fantastic only 150
years ago are now commonplace, while problems
that would have been deemed easy to solve then,
continue to plague us today? Can you see a major
differences between the telephone, television, and
airplanes, and our highways? [Encourage each
person to answer.]

One crucial factor is that the airplane, tele-

phone, and television were largely developed by
free enterprise, while road maintenance has
remained the responsibility of government.

A few years ago, someone was cleaning house
and found an electric bill which had been sent to a
customer in 1907. The total came to $7.00 for one
month’s service (14 kilowatt-hours of electricity).
The cost of the postcard was a penny.

During the intervening years, the cost of a post-
card has risen to 20 cents, while the price of elec-
tricity has declined from an average of 50 cents to
less than seven cents per kilowatt-hour. In other
words, while the postage rate has increased by
2000 percent, the cost of electricity is less than 14
percent of what it was in 1907!

Let’s assume that a home uses 20,000 kilowatt
hours of electrical power annually. At today’s
prices, the cost for one year would be about
$1,300. If the rates were the same as in 1907, how-
ever, the expense would be around $10,000. And if
the cost of electricity had kept pace with the price
of postcards, the annual electric bill for the home
would be a staggering $400,000!

This illustrates an important and unique char-
acteristic of free enterprise: As the quality and
variety of goods and services increase, their prices
tend to decrease. In contrast, services operated or
heavily controlled by government tend to increase
in price as they decline in quality (Medicare and
Medicaid are examples).

The first television sets were not only very
expensive, but often required repairs every few
months. Yet, as more people decided to go into the
business of manufacturing and selling television
sets to meet the growing demand, the quality of
the sets not only improved, but prices dropped to
the point that nearly every family could afford one
(and in many cases two or more). It has been the
same for many other products, from VCRs and
wristwatches to computers and ballpoint pens: As
quality has risen, prices have plummeted.

Another important characteristic of free enter-
prise is that, as a general rule, everyone involved
wins. When consumers and producers are free to
negotiate a price for goods or services, a sale is
made only when each party believes he will
receive more than he gives up.

Suppose, for instance, that a farmer has more
potatoes than he can use for himself and his fam-
ily, so desires to sell the excess. There is a potato

41



chip factory in town, whose manager needs pota-
toes. He contacts the farmer and they negotiate a
price. If they reach an agreement, and the sale is
made, it means that both are satisfied with the
terms. The money the farmer receives for his
potatoes will be worth more to him than the pota-
toes, or he won’t agree to sell. And the potatoes
will be worth more to the manager than the
money he pays for them, or he won’t agree to buy.
The deal depends on each side being satisfied.
This principle of “everyone a winner” holds
true all along the line, to the point where a cus-
tomer in a supermarket buys a bag of potato
chips. She wants the chips more than the money
she pays for them, and the owner of the super-
market wants her money more than he does the
bag of chips. There is a net gain for both, and each
is justified in saying “Thanks!” to the other.
H zard”? This is the term used to describe
the huge amount of paperwork with
which private businesses must cope to comply
with government regulations. A few years ago, one
agency of the federal government required 114
producers of natural gas to fill out a questionnaire
350 pages long! The questionnaire weighed ten
pounds, and was accompanied by a 65-page book-
let of instructions describing how to fill it out.

Shortly after it was created, the federal
Occupational Safety and Health Administration
(OSHA) mailed a 250-page set of rules and regu-
lations to millions of American businesses, and
during its first year of operation issued a stack of
rules, warnings, explanations, and other docu-
ments standing 17 feet high. Employers were
expected to know and understand this material,
lest they risk being fine and/or imprisoned for vio-
lating OSHA regulations.

In the 1970s, our economy was plagued with
shortages of such items as gasoline, meat, eggs,
and other energy and food commodities. To what
extent could the shortages have been caused or
aggravated by government interference with the
free enterprise system? [Explain how price con-
trols, such as those imposed by President Richard
Nixon in 1971, create shortages by discouraging
production.]

Our discussion of free enterprise would be
incomplete without noting that this efficient eco-

AVE YOU EVER heard of the “paper bliz-
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nomic mechanism cannot, by itself, guarantee
that a nation will survive or prosper. The free
market pays no heed to the morality or immorali-
ty of what it furnishes. If there is a demand for
Bibles, they will be supplied. If there is a demand
for pornographic trash, it, too, will be supplied. It
is therefore vital to remember that, if our nation is
to be strong and productive, our free enterprise
system must have the support of citizens with
high standards of personal morality and responsi-
bility.

A Concluding Thought

In the ideal free enterprise system, everyone vol-
untarily decides how (and if) they will provide
goods and services to others, and everyone decides
without coercion which of the available goods and
services they will (or will not) buy. Consumers and
sellers remain free to negotiate prices, free of gov-
ernment constraints.

That ideal may never be perfectly achieved in
this imperfect world, but we should constantly
strive to achieve it, and resist efforts to abandon
it.

Looking Ahead

In the next lesson, we will discover what happens
in a mythical kingdom when a power-hungry ruler
attempts to regulate and run the economy.



