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	Economics; Week 5

	CA State Standard: 12.2.8 


     In the last lesson we discussed the ideas of incentives, monetary versus non-monetary, private property and entrepreneurs as they all relate to the study of Economics.  Remember that Economics is the study of goods being produced, sold or traded and for what price.  It is now time to take those concepts, along with the other concepts that we have been working with and begin to get deeper into the heart of our studies.

     This section will deal with the entrepreneur in the context of what we call the market economy.   To understand “market economy” we need to first break down the term into understandable pieces.  “Market” simply means any place where buyers and sellers can come together.  This can be the grocery store – where buyers (the customers) go to a store to buy grapes, deodorant, bread, ice cream, toilet paper and such.  You may have heard your parents or grandparents say “I need to go to the market.”  They meant they were going to a grocery-type store.  The reason why it was referred to as “market” though is exactly what was just explained.  Say this in your head 5 times – “a market is any place where buyers and sellers come together.”  
     So who are the buyers again?  They are the customers, or the people who are going to spend money.  Who are the sellers?  The sellers are the people who own the grocery store that are going to sell you your deodorant.  

     But why do they want to sell you deodorant?  So that they can make a profit ($$$$$$) – or a monetary incentive!!!!!  And of course we know there is a very important non-monetary incentive for you to buy deodorant.  

     A market can be more than a grocery store though.  A market can exist on the Internet.  E-bay or amazon.com are great examples of on-line markets.  Again, a market is any place where buyers and sellers come together to exchange goods and services for money.  So when we add “economy” to “market” we get the following definition:  
     A Market Economy is a type of economic system where buyers and sellers come together and do business.  Based on the buying and selling of goods determines:  WHAT is made, HOW MUCH is made and WHAT PRICE things sell for.  For example, we say that there is a “market” for i-Pods because they are made, sold and people buy them.  If tomorrow everyone stopped listening to music, would i-Pods still be made and sold?  The answer is NO!!!!  If no one ever listened to music again, and the point of an i-Pod is to listen to music, then there would be no market for them.  What if no one ever decided to read a book again?  Would books continue to be sold?  NO!!!!  The reason why is because there would be no market for books.  Why does Taco Bell sell Chalupas and not dog-meat burgers?  The reason why is because in this country, there is no market for dog-meat burgers.  

      The United States is an example of a Market Economy.  The economy is run by buyers and sellers coming together to exchange goods (stuff and things) for money.  In some countries there are other types of economies, such as “command economies” where the government decides how much of something is made and how much it will cost.  NOT IN THE UNITED STATES.  In the United States, the economy is driven by people buying and selling things.  If no body wants to buy hot dogs made of dog-meat – then no body will make and sell them because there is no incentive.  BUT people will make new types of electronics, new types of video games, new styles of clothing, new types of shoes and new designs of skateboards.    We have a MARKET ECONOMY.

     Understanding the market economy will further explain to students why entrepreneurs exist.  Because in a market economy, things are bought and sold based on what people want – it provides the perfect place for an entrepreneur to exist.  Remember, that an entrepreneur is a person who looks for a creative business idea and then sets out to start a business.  The incentive for a person to do this is both monetary (for money) and non-monetary (not money).  The monetary incentives for an entrepreneur are to make money.  Based on his or her creative idea and business plan, an entrepreneur sets out to fill a niche in a market.  This can sometimes make people rich, but it can also be risky if you do not understand what you are getting yourself into. 

     Entrepreneurs think of new and creative ideas for things that they think people will want to buy.  Because we live in a market economy, entrepreneurs are encouraged to do this, and this helps America be one of the most innovative and inventive countries in the world.  The better the idea an entrepreneur may have, the more profit he or she can make from it!!!!  

     Every entrepreneur must ask him or herself:


a) What needs or the wants do potential customers have?

b) What are the opportunity costs for starting a new business?

c)  What are the opportunity costs for customers when they chose to buy my new product?  Will there be enough value in what I offer them to make a profit?  In other words – is there a MARKET for what I want to do???


d)  Are the incentives (monetary and non-monetary) good enough for me to take this risk?
      This may seem like a very simple idea – and some student may be thinking, “of course, this is so simple, I already knew it.”  That is GREAT!  That is another example of how Economics does not have to be scary or difficult.  Continue to do all of the lessons each week for this course.  As you can see, they all build upon one another.  Each idea adds another layer of difficulty and understanding.  

Activity / Assignment:

Explain and define the following terms IN YOUR OWN WORDS.  Do not cut and paste.

1.  Economics

2.  Goods

3.  Needs

4.  Wants

5.  Value

6.  Opportunity Costs
7.  Incentive

8.  Entrepreneur

9.  “market”

10.  Market Economy

11.  You will need to prepare a written explanation of the following questions in a 1 page (MINIMUM) response.  Your response must address each question and explain WHY each one is being asked in terms of an entrepreneur working in a market economy.  In other words, why is it important for any entrepreneur to ask these questions before setting out on a new business?

a) What needs or the wants do potential customers have?

b) What are the opportunity costs for starting a new business?

c)  What are the opportunity costs for customers when they chose to buy my new product?  Will there be enough value in what I offer them to make a profit?  In other words – is there a MARKET for what I want to do???


d)  Are the incentives (monetary and non-monetary) good enough for me to take this risk?
