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Preface to the Fifth Edition
On behalf of the Board of Directors, faculty and staff of the Colorado Council for 
Economic Education (CCEE), we are pleased to present this fifth edition of Free 
Enterprise: Our Heritage, Our Wealth. As U.S. citizens all of us are beneficiaries of 
an economic system that is dynamic and vibrant but which from time to time suffers 
setbacks (see Chapter 7, “Economic Crisis and Promise”).   Notwithstanding these 
setbacks, our free enterprise economy has generated historically unprecedented 
per-capita income which is nearly four times the amount necessary to be classified 
by the World Bank as a “high-income” country (see Table 1, p.2).

Although our free enterprise system has been very successful in creating a 
comparatively high standard of living, the fundamental economic principles on which 
it is based are not well understood by most Americans.  As with the past editions, 
this fifth edition is our effort to help is some small way to remedy this situation by 
providing a succinct, engaging, and readable explanation of how a market economy 
actually works.  In the words of Roger W. Ferguson, Jr., former Vice Chairman, 
Board of Governors of the Federal Reserve System, “By the time I graduated from 
junior high school, I had read the Constitution; not until much later did I study 
how prices are set in a market economy.”  In today’s fast-paced, ever-changing, global 
economy we believe that students need to have a solid understanding of the economic 
principles that govern how free markets work before they leave high school.

CCEE acknowledges and thanks A. Paul Ballantyne, Ph.D., Professor Emeritus, 
Department of Economics, University of Colorado at Colorado Springs (UCCS), 
for his leadership in creating Free Enterprise and for his thirty-five years of service to 
the cause of economic education. New perspectives and insights, as well as updated 
economic statistics for the fifth and earlier editions, have been provided by John 
Brock, Director of the UCCS Center for Economic Education and by Professor Dale 
DeBoer, Chair of the UCCS Department of Economics.  This edition features a new 
and very useful explanation of the recent economic and financial crisis in Chapter 7, 
“Economic Crisis and Promise”, primarily authored by Professor DeBoer.  We extend 
our gratitude to CCEE Board member Jerry Bruni, and to the Bruni Foundation of 
Colorado Springs, for making possible the publication of this fifth edition.

Robert L. Clinton, President
Colorado Council for Economic Education
June, 2012
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Introduction to the First Edition
Our economic system is like the air. We aren’t always conscious of it, but it touches 
virtually every aspect of our lives. Every day billions of economic decisions are 
coordinated in a system of voluntary exchange that provides us with an abundance 
of goods and services, creates jobs which provide us with the means to support 
ourselves and our families, and sustains a measure of prosperity and freedom 
unparalleled in human history.

The events of the twentieth century provided empirical evidence that “capitalism 
has been as unmistakable a success as socialism has been a failure” as ex-socialist 
economist Robert Heilbroner recently stated. It is abundantly clear that systems 
matter – economic systems as well as political systems.

The original communists believed that poverty, income inequality, oppression, 
and man’s inhumanity to man were caused by a free enterprise economy. To save 
the world, they outlawed market forces. As a result, millions of people starved, 
priceless natural resources were squandered, the environment was ruined, sectarian 
violence was exacerbated, and squalid living conditions became the norm at a time 
when millions of people living in free enterprise economies were leaving this kind 
of grinding poverty behind.

The lesson is obvious. Those who lack a basic understanding of the operation of a 
free enterprise economy often, with the best of intentions, promote policies that 
inhibit market operations and do more harm than good. People living in free 
enterprise economies unquestionably have more liberty, a better quality of life, 
more wealth, more concern for the environment, and a higher level of charitable 
giving than people living under any other form of economic organization.

Ironically, teaching young Americans about our economic system has never 
received the attention in the curriculum of our schools commensurate with the 
importance of economic understanding. National polls indicate that most American 
students neither understand how a market economy functions nor grasp the most 
fundamental economic concepts underlying all economic systems. 

Our students must understand not just the role of our economic system in allowing 
the standard of living they enjoy, but also its role in preserving their freedom. The 
institutions of a free society and those of a free economy are inextricably linked.
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If we value our freedom, it is our obligation to teach each new generation about the 
ideas underlying our economic system and our political system, and the relationship 
between the two. As Dr. Dwight Lee,  O’Neil Chair of Global Markets & Freedom, 
Cox School of Business, Southern Methodist University says, “The most precious 
thing provided by a market economy is not the abundance of material wealth, but 
freedom. Those of us who have had the good fortune to spend our lives in economies 
based on markets have difficulty appreciating our freedom for the same reason 
it is always difficult to appreciate advantages one has never had to do without. 
Few people who benefit from markets and freedom recognize how precious their 
freedom is, and fewer still are aware of how crucially their freedom depends upon 
the institutions of the marketplace.”

Anyone truly interested in preserving liberty, improving the lot of the disadvantaged, 
or promoting the wise use of natural resources must have a basic understanding of 
the principles underlying a free enterprise economy.  Free Enterprise: Our Heritage, 
Our Wealth provides a lively and easily understood introduction to those principles 
and will amply reward the efforts of those concerned enough to read it.

LaKay J. Schmidt, President 1976-1994
Colorado Council for Economic Education
July 4, 1992
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Chapter 1: 

You’re rich!

how much income does your family earn each year?  Whatever it is, divide 
it by six. If your income were $12,000 a year, dividing it by six would 

cut it to $2,000. If your income were $24,000 a year, it would be $4,000. If 
it were $96,000, it would be $16,000. Now imagine getting by on that lower 
income – an income just one-sixth as great as you now enjoy. One-sixth! Could 
you do it?  Could you survive on such an income?

People in countries rated as “middle-income” economies by the World 
Bank do – their incomes average roughly 
one-sixth the level in the United States (See 
Table 1).  Since the figures are adjusted for 
price differences in different countries, average 
incomes per person in the United States pack 
roughly six times the purchasing power of 
incomes in the middle-income countries such 
as Ecuador, the Philippines, or Thailand.

Now consider incomes in the United States compared to those in countries 
rated as having “low” incomes such as Mali or Liberia.  Their incomes (after 
adjusting for cost-of-living differences) average less than one-thirtieth of the U.S. 
figure.  Surviving on an income like that requires that having previously divided 
your income by six, you now take less than one-quarter of that!

Feeling rich?  You should be.  If you live in the United States, your income 
is several times greater than that received by more than three-fourths of the 
approximately seven billion people in the world.  What about the “high-income” 
countries like Japan, Britain, Germany, and Mexico?  Of the large industrialized 
countries, the U.S. is the wealthiest country in the world! According to the World 
Bank, income per person in the world’s other large industrialized countries 
averages approximately four-fifths the U.S. level.

...incomes per person in the 
United States pack roughly 
six times the purchasing 
power of incomes in the 
middle-income countries...
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Here is another way of gauging living standards – think about the highest 
wage you have ever earned.  Was it as much as two dollars per hour?  If it was, 
you were among the highest paid workers on Earth.  If you worked 40 hours 
per week earning $2 per hour you would make an income greater than that 
received by most of the world’s population. 

All these calculations illustrate a simple point: we’re rich – you’re rich.  Even 
the poorest people in the United States receive incomes many times greater 
than the average incomes of most of the people on Earth.

What accounts for this great prosperity?  Why are incomes in one country 
high and in another country low?  Why is it that people in the United States 
have an annual gross national income per person of $45,640 while the people 
of Liberia, the poorest country on Earth, have an annual income per person of 
$290?  In this booklet we will examine the sources of our nation’s great wealth 
and see how our economic system works to make us so prosperous. 

Table 1:

INTERNATIONAL INCOME THRESHOLDS AND  
DATA FROM SELECT COUNTRIES

Low-Income Countries  Per capita income less than $995
Middle-Income Countries  Per capita income between $996 

 and $12,195
High-Income Countries  Per capita income greater than $12,196
Country  Per Capita Income (2009)

United States  $45,640
Germany $36,850
United Kingdom $35,860
Japan  $33,440
Mexico  $14,020
Ecuador $8,100
Thailand  $7,640
Philippines  $3,540
Mali  $1,190
Liberia  $290

Income numbers are adjusted 
for differences in cost-of-living. 
Therefore, $290 in Liberia is 
comparable to $290 in the United 
States.

Source: World Bank. World 
Development Report, 2011.
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Chapter 2: 

The wealTh of 
NaTioNs

in 1776, the same year our nation declared its independence from England, 
a Scottish economist, Adam Smith, wrote a book that sought to answer the 

kinds of questions asked in the previous chapter.  In fact, he called his book An 
Inquiry into the Nature and Causes of the Wealth of Nations.  Smith examined 
the factors that cause one nation to be rich, another to be poor.

Smith equated wealth with income.  
Today, we think of wealth in terms of the 
ability to generate income.  A nation that can 
generate high levels of income is wealthy; one 
that is capable only of low levels of income is 
poor.  What is it that allows a nation to create a high level of income?  What is 
it that makes a nation wealthy?

Money?
Does more money make a nation wealthy?  Many of the people who lived 

in Smith’s day thought so.  And it is not so preposterous a notion.  The great 
novelist F. Scott Fitzgerald is said to have remarked to his fellow writer Ernest 
Hemingway, “You know, Ernest, the rich are different from us.” To which 
Hemingway replied, “Yes, I know.  They have more money than we do.”

But what is true for one person is not always true for a whole nation.  
Suppose the total amount of money in the United States were to double instantly.  
Suddenly, everyone would have twice as much money in his or her wallet, twice as 
much money in the bank, twice as much money squirreled away in the ashtray of 
the car – twice as much everywhere.  Would we be richer?  If you think about it 
for a moment, you will see that the answer is “no.” We would still have the same 
number of cars, the same number of houses, the same amount of food, the same 

Today, we think of wealth in 
terms of ability to generate 
income.



4

COLORADO COUNCIL FOR ECONOMIC EDUCATION

1See A. H. de Oliveria Marquez, History of Portugal, 1976, for a discussion of this problem.

number of schools.  The fact that everyone had twice as much money would not 
change the amount of goods and services available.  What would happen is that 
the prices of these goods and services would go up, but we would not be any richer.  
We would not have created wealth by doubling the amount of money available.

In considering whether more money makes a country wealthy, Adam 
Smith had the benefit of having observed the follies of the great colonial 

powers in trying to get rich.  Countries such as 
Portugal and Spain invested enormous effort 
in acquiring gold from the New World based 
on the mistaken belief that having more money 
would make them rich.  But as they obtained 

more gold and minted it into coins – their form of money – they succeeded 
mainly in causing prices to go up.  Portugal was one of the most successful 
looters of New World gold; it managed to force its prices up by 200 percent 
during the 16th century.1

More money makes for higher prices.  It does not create wealth.  If it did, ending 
poverty would be simple – print more money.  Life in the real world is not so simple. 

Natural Resources?
Another possible source of wealth is a nation’s stock of natural resources.  

Surely the availability of such factors as fertile land, a good climate, mineral 
deposits, timber and ocean resources make a nation wealthy.  This possibility 
is more realistic than using monetary growth as the sole source of wealth.  But 
it too falls short as an explanation of wealth creation.

Consider Japan and India.  Japan is a very successful country; one that 60 
years ago many people expected would play an increasingly dominant role in the 
world economy – as indeed it has.  Yet Japan has very few natural resources.  It 
must import virtually every raw material it uses from other, generally poorer, 
countries that do have natural resources available.  On the other hand, India is 
blessed with great natural wealth.  It has roughly four times as much arable land 
per person as Japan.  Yet India is poor while Japan is rich.  Income per person 
in Japan is $33,440, more than 10 times as great as per capita income in India.

More money makes for  
higher prices.  It does not 
create wealth.
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For another example, compare incomes in North America with those in 
South America.  South America possesses abundant natural resources.  In 
Adam Smith’s day South America was considered by many to have the greater 
prospect for economic development.  But Smith put his bet on the prospects of 
North America, particularly for what would become the United States.  While 
they can be advantageous, natural resources are no guarantee of wealth.

People?
What about a nation’s people?  It would be nice to be able to pat ourselves 

on the back and say that our great wealth is a result of our own cleverness or 
skill.  It would be nice to say that there is just something about us that sets us 
apart from the great majority of the world’s people – people who must live in 
conditions of desperate poverty.  But if it is people who account for the wealth, 
how are we to account for cases in which the same people generate very unequal 
wealth?

Consider Korea.  After World War II, Korea was split into two parts: 
the Democratic People’s Republic of Korea (North Korea) and the Republic 
of Korea (South Korea).  Prior to the split, Korea had been a unified nation.  
During the first half of the 20th century the Japanese cruelly exploited Korea.  
Its productive base was further decimated by 
the internal conflict of the Korean War.  The 
outcome of this conflict was a north-south 
partition of the country.  The southern half got 
the short end of the resource stick – Korea’s 
natural wealth is located primarily in the north.  But the people – north and 
south – were the same.  Yet today, South Korea is rich with a per capita income 
of $27,240, while North Korea is poor with a per capita income of $1,800.2    
How could the same people produce such a markedly different outcome?

Hong Kong offers another striking example.  This tiny speck on the edge 
of China is inhabited mainly by ethnic Han Chinese – the same people who 
live across the border in the People’s Republic of China.  Hong Kong has no 
natural resources, except for a good harbor.  It was little more than a refugee 

2Data from the World Bank, World Development Report, 2011, except for North Korea from CIA 
World Factbook Profile.

How could the same people 
produce such a markedly 
different outcome?
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camp as recently as 1950.  But by 2011, Hong Kong ranked among the world’s 
highest income countries with per capita income of  $44,450 per year – more 
than 6 times that of the People’s Republic of China’s $6,890.

If money, natural resources, and special characteristics of people do not 
explain a nation’s wealth – its ability to produce income – what does?  To answer 
this question, we must examine how it is that income is created.  Waving a 
magic wand cannot create income in a nation.  It can only be created through 
the production of goods and services.  By producing something, we earn income.  
Take away the production and you take away the income.

Of course, we could create income for some people by simply taking away 
income from someone else.  But that would merely redistribute the existing 
income; it would not create more income for the nation as a whole. 

A nation must have people and access to resources to produce goods and 
services.  But it is only when these resources 
are used for production that income is created.  
If a nation fails to make good use of its natural 
resources and people, it will be poor.  If it 
makes effective use of these factors, it will 

be rich.  The source of a nation’s wealth lies in its ability to use its resources 
productively.  How does a nation accomplish this task?

The source of a nation’s 
wealth lies in its ability to use 
its resources productively.


