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Chapter 3 Study Questions

Section 1 Benefits of Free Enterprise

1. Explain the importance of the following terms in the U.S. free enterprise system: (a) profit motive, (b) private property rights and (c) competition.

2. What Constitutional guarantees underlie the American Free Enterprise system? Does this still make it a free market? Explain.
3. Explain the relationship between the role of the consumer and the role of the government in the American Free Enterprise system.
Section 2 Promoting Growth and Stability

1. Define and explain the difference between Microeconomics and Macroeconomics. Give examples for each.

2. How does gross domestic product (GDP) provide a means to analyze economic growth?
3. Describe how the government attempts to stabilize the US economy.

4. How do patents and copyrights promote innovation?

Section 3 Providing Public Goods

1. Explain, in your own words, what a free rider is and create your own example to demonstrate it.

2. What are negative and positive externalities? How does the public sector produce these? How might the private sector produce these as well. 
3. Describe why “most public goods generate positive externalities”.

Section 4 Providing a Safety Net

1. What is the poverty threshold? What is the current poverty threshold for a family of two, three, four, five and six? (According to the 2012 US Census Buearu) 

GO HERE: http://www.census.gov/hhes/www/poverty/data/threshld/
2. Why does poverty exist in a free market economy?

3. Describe how the Government redistributes wealth to those in need. Give Examples. Be sure to include both cash transfers and in-kind benefits in your answer.
