FREE MARKET ECONOMY:  THE CONCEPT OF





Free-Market Economy


Economic system in which individuals, rather than government, make the majority of decisions regarding economic activities and transactions.





Capitalism:  private individuals and business firms carry on the production and exchange of goods and services through a complex network of prices and markets.





Individuals Are free


to make economic decisions concerning their employment.


how to use or accumulate capital.


what expenditures to make, and whether to use their resources now or to save them for later consumption.


The principles underlying free-market economies are based on laissez-faire (non-intervention by government) economics and can be traced to the 18th century British economist Adam Smith.





Adam Smith - Theorist


Individuals acting in their own economic self-interest will maximize the economic situation of society as a whole, as if guided by an "invisible hand."


In a free-market economy the government's function is limited to providing what are known as "public goods" and performing a regulatory role in certain situations.





What Are “Public Goods”?


include defense, law and order, and education.


have two characteristics:


consumption by one individual does not reduce the amount of the good left for others, and


the benefits that an individual receives does not depend on that person's contribution





The Lighthouse Exmple 


An individual's use of light provided by a lighthouse does not reduce the ability of others to use it.  In addition, the lighthouse owner cannot restrict individuals from using the light.


The latter illustrates the "free-rider“ phenomenon of public goods—both those who helped pay for the lighthouse and those who did not will enjoy the same amount of light.


The "free-rider" problem can be eliminated if governments collect taxes and then provide public goods.


