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Eva Johnston teaches AP Government and
Economics at Marquette High School. She
has a BS in political science and speech,
and a MFA in Education. She has coached
the Fed Challenge 8th District
Championship Team. She was teacher of
the year at Marquette High School for
2 0 0 2 - 2 0 0 3 .

O v e rv i e w

WH ATEVER HAPPENED TO   
l a i s s e z - f a i re, the notion that the gov-
e rnment should not interf e re in the

economy? This lesson will explain how the U.S.
g o v e rnment has gone from not interfering in
the economy to playing a supporting role to
sustain the free enterprise system today. We
will look at three areas in which the govern-
ment has increased its involvement in the
economy; we also will consider the reasons for
these shifts. Today the government pro v i d e s
public goods, promotes fair competition, and
maintains a stable economy.

In this lesson, students learn that govern m e n t
has an important role in perpetuating a thriving
market economy. In addition, for the govern-
ment to function at its best, the students must
l e a rn to appreciate important roles of govern-
ment that serve to benefit our economic sys-
t e m .
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Day 1 Discussion Questions and Possible
A n s w e r s

1. How has the marketplace changed in re s p e c t
to communication since the early days of the
postal service, post roads, and the Pony
E x p ress? (In the market today there is a gre a t
deal of competition among various providers of
communication products and services.
I n f o rmation is delivered via telephones, faxes,
and e-mail, for example. Competition of this
sort has been fostered by governmental eff o r t s
to break up monopolies, as in the action taken
in the Bell telephone case. Private enterprise
today competes with government services such
as the post office. Millions of letters and pack-
ages are now delivered daily by Fed Ex and
U P S .)

2. How do private goods differ from public
goods? What diff e rences do you see between
public and private schools or public and pri-
vate roads? Why are public goods not naturally
c reated in the market place? (Private goods are
d i ff e rent from public goods because only the
person that owns the private goods can con-
sume them. Everyone can consume public
goods, and one person’s consumption does not
diminish the consumption of others. Private
schools can be selective on who can attend;
public schools must within certain guidelines
( residency, age) accept all. Private schools can
include religious curricula if they desire; public
schools cannot. Private roads and drives are
generally accessible only to those who built
them; public roads are accessible to everyone,
although some re q u i re toll payments. It is not
the natural tendency for individuals to want to
pay for things for others to use. People some-
times fail to take ownership for public goods or
responsibility in caring for them —not picking
up trash in public places or taking care of pub-
lic re s t rooms, for example.)

3. Think of items you buy or use. How has
competition (or the lack thereof) influenced the
price, variety, and service related to the item?
(Possibilities here include video game equip-

O b j e c t i v e s
✏ Students formulate explanations for why

l a i s s e z - f a i re worked well during the early
years in the United States and why the
views of the American public began to
c h a n g e .

✏ Students review what public goods and
s e rvices are and why the market econo-
my by itself may not provide for them.

✏ Students discuss the fundamental char-
acteristics of a market economy and the
critical role of competition.

✏ Students evaluate the changing role of
the government in the economy—looking
p a rticularly at public goods and serv i c e s
and at maintaining competition and sta-
bility in the monetary system in light of
competing wants, needs, and limited
re s o u rc e s .

Time Requir e d
✔ Two class periods

M a t e r i a l s
✒ TR A N S PA R E N C Y 1 The Gove rn m e n t ’s Role in

the Economy Has Expanded

✒ HA N D O U T 1 The Gove rnment Connection 
in the Economy

Teaching Activities
Day 1

Use the first class period to introduce the mate-
rial in the supplemental lecture notes. You may
s h a re the material in overhead transparency or
smart board form during the first portion of the
class period. Use the second portion of the
class period for discussion of the questions
shown at the right.
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ment-PS2, gamecube, xbox; the price of CDs,
DVDs and DVD players; cell phones—plans
and features; computers—the trend of falling
prices and improved memory capacity.)

Day 2

On the second day, use HA N D O U T 1, T h e
G ove rnment Connection in the Economy, to
assess the students’ understanding of the con-
cepts presented. Depending on your teaching
style, the students may work independently or
with partners.

Conclude with a class discussion about why the
role of government has changed and what is
necessary to ensure a viable market economy

in the 21st century. Use the Day 2 Discussion
Questions below. Deal with expectations
regarding the government and end with
TA N S TAAFL: “There Ain’t No Such Thing as a
F ree Lunch.” 

Day 2  Discussion Questions and Possible
A n s w e r s

1. How has the Federal Reserve Bank helped
to maintain economic stability? (The Fed con-
t rols the money supply and has for the past two
decades kept inflation in check. Bank examin-
ers work with banks to make sure they are
making safe loans. The Fed has provided liq-
uidity in times of economic and national
c r i s i s .)

2. Think of a time in U.S. history when the
g o v e rnment got involved in the economy in a
new way. (Late in the 19th century and early
in the 20th century—during the presidencies of
T h e o d o re Roosevelt and William Howard Ta f t ;
also during the Great Depre s s i o n .)

3. What caused Congress to act? (The news
media called attention to problems, and the
general public pushed for change.)

4. Whose job is it to see that the government is
not overstepping its bounds and hampering the
economy rather than helping it? (Those who are
not being allowed to participate in the market,
i.e. competitors, voters, public opinion.)

5. No one likes paying taxes. How can the
g o v e rnment provide goods and services with-
out hampering economic growth? (By re c o g n i z-
ing that every dollar used by government is a
dollar not available for use by consumers or
business, the basis of opportunity cost.)

C o n c l u s i o n

People are quick to recognize the importance
and value of government in their everyday
lives. We drive to schools that are primarily
p rovided by government on roads provided by
g o v e rnment. In today’s free market economy,
we rely on the government to allow market

Answer Key to 
G o v e r nment Connection Guide

1 . C o m m a n d

2. L a i s s e z - f a i re

3. f e d e r a l

4. n a t i o n a l

5. l o c a l

6. Public goods

7. C o m p e t i t i o n

8. Market or free enterprise

9. S h e rman Antitrust Act

1 0 . t rusts or monopolies

1 1 . e n f o rc e

1 2 . William Howard Ta f t

1 3 . run, bank run, or panic

1 4 . Federal Reserve Act of 1913 or Congre s s

1 5 . FDIC or Federal Depositors Insurance 

C o r p o r a t i o n

1 6 . re f e re e

17.-19. population growth, increased 

re g u l a t i o n / a n t i t rust laws, Great Depre s s i o n

20. There Ain’t No Such Thing as a Free Lunch 

( o r, someone somewhere has to pay)
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f o rces to provide quality goods and services to
American consumers at low prices. While fre e
trade and free enterprise make us better off ,
g o v e rnment helps too by playing an important
supporting role. But we should always keep in
mind “There Ain’t No Such Thing as a Fre e
Lunch.” Every decision has a cost.

Supplemental Lecture Notes

L a i s s e z - f a i re was not written in the U.S.
Constitution, and yet that view (the view that
g o v e rnment should not interf e re in the work-
ings of the market) prevailed in the early days
of our republic. The U.S. Constitution does not
endorse or embody any particular economic
system. Sometimes what is NOT in a document
is important. 

H o w e v e r, four features of the Constitution
a ffect the economy. First is the federal system
established by our Constitution, in which
power and responsibility are shared among the
national, state, and local governments. Second,
our Constitution is a skeletal framework, which
allows for change. Third, the Constitution does
not authorize the government to contro l
re s o u rces or the means of production as in a
command economy. Lastly, the Constitution
p rovides for the protection of private pro p e r t y ,
the enforcement of contracts, and the
allowances for patents and copyrights—all
basic constitutional elements—creating the rule
of law within which the economy operates.

The Constitution sets the stage for pro v i d i n g
some public goods and services. For example
in Article I, section 8, clause 7, Congress is
authorized to establish post offices and post
roads. Having a means of communication
between locations is desirable. No one in the
market place initially saw it as a pro f i t a b l e
endeavor; there f o re, it fell to the government to
p rovide the first postal service. States pro v i d e
roads, police protection, and parks. Local gov-
e rnments got into the goods and services act

early on—providing public schools, police and
f i re protection, and lending libraries, for exam-
p l e .

The government did not turn re f e ree and pro-
mote fair competition as opposed to trusts until
it had major prodding from the public. Ti t a n s
of industry amassed great wealth and power.
John D. Rockefeller, founder of the Standard
Oil Company, was able to achieve a horizontal
monopoly in the oil refining business for a
while. Andrew Carnegie developed a vertical
monopoly in steel manufacturing. A few com-
panies were getting a corner on the market and
thwarting competition. Service was bad, prices
w e re high, and consumers were angry.
C o n g ress responded by passing the Sherm a n
Antitrust Act. That did not really change the
way some companies were doing business,
h o w e v e r, because the act was not enforc e d .
Not until the presidency of Teddy Roosevelt
did any president actively try to enforc e
antitrust legislation. President William Howard
Taft, who took over after Theodore Roosevelt,
b roke up more trusts than any other pre s i d e n t .
Competition must exist in the market place in
order for a free market economy to work best. 

Confidence and stability in the money supply
a re essential for a vibrant economy. The
national government helped provide both with
the passage of two key pieces of legislation.
The Federal Reserve Act of 1913 created the
banker’s banks. Member banks could borro w
f rom the Fed if necessary; they agreed to keep
a re q u i red amount on reserve with the Fed;
and the Fed supervised them. Another impor-
tant piece of legislation created the Federal
Depositor’s Insurance Corporation in 1933.
Banks make money by lending it, not by hav-
ing it sit in vaults. Panics and bank runs caused
banks to fail and hurt confidence in banking
i n s t i t u t i o n s .

Why has there been growth in govern m e n t ?
Our nation has expanded dramatically in size
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and population since 1787. The need for
schools, roads, parks, and other services has
expanded. More regulation re q u i res monitoring
and enforcement. Someone must pay the re f e re e
and make sure his/her whistle works. The shift
in expectations has been substantial. The gov-
e rnment is expected to be a fair and impartial
re f e ree to insure competition. The expectation
that the national government could and would
i n t e rcede during times of economic crisis was
established during the Great Depression. The
American public seemingly expects more and
m o re from its government. We always must
keep in mind when asking for more from gov-
e rnment – TA N S TAAFL: There Ain’t No Such
Thing As A Free Lunch.

Economic Concepts

C o m m a n d An economic system character-

ized by centralized planning and govern m e n t

c o n t rol of the factors of pro d u c t i o n .

C o m p e t i t i o n A market situation where many

sellers of goods and services are vying for

the consumer’s dollars.

G ross Domestic P ro d u c t GDP is the market

value of all final goods and services pro-

duced within a country in a given period of

t i m e .

I n f l a t i o n A general rise in prices that occurs

when the money supply rises at a rate gre a t e r

that the production of goods and serv i c e s .

L a i s s e z - f a i r e An economic system character-

ized by little if any government interf e re n c e .

M o n o p o ly A market situation where there is

only one firm producing a good or pro v i d i n g

a service that has no close substitutes.

O p p o rtunity cost The next best opport u n i t y

given up when choosing between altern a-

t i v e s .

P r i vate good A good that is produced for

consumption by only those who are willing

and able to pay.

P u blic good A good that is available for

e v e ryone to consume. One person’s con-

sumption does not diminish the consumption

of others. Public goods are sometimes pro-

vided by the govern m e n t .

TA N S TA A F L T h e re Ain’t No Such Thing As A

F ree Lunch. Everything has a cost.
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I. The U.S. Constitution does not endorse any economic system.

a . It creates a federal system in which power and responsibility are shared 

among the national, state and local govern m e n t s .

b . The U.S. Constitution is flexible.

c . The Constitution does not provide for a command economy.

d . The Constitution does provide for conditions needed by market economies.

II. The Creation of Public Goods and Serv i c e s .

a . National: post offices and post ro a d s

b . State: roads, police, and parks

c . Local: schools, fire and police protection, garbage pick up

III. The government promotes fair competition: Why and how?

W h y ?

a. Produce what the market (consumers) demands

b. Promote efficient use of scarce re s o u rc e s

c. Provide consumers with more choice and better prices

H o w ?

a. Anti-trust legislation Sherman Antitrust Act 1890; Clayton Antitrust Act 1914

b. Enforcement: Presidents Theodore Roosevelt and William. H. Ta f t

I V. The government acts to maintain a stable economy.

a. Federal Reserve Act of 1913

b. FDIC 1933

V. Why has there been growth in the govern m e n t ?

a. Population gro w t h

b. Antitrust laws enforc e m e n t

c. Great Depre s s i o n

VI. TA N S TA A F L
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HA N D O U T 1
The Government Connection in the Economy

1. _______________________________ is the type of economic system where the gov-

e rnment controls the re s o u rces and the means of pro d u c t i o n .

2. _______________________________ was the approach taken by the government of

the United States in the early days, which meant that it left the economy alone.

The system of government in the United States is 3. ______________________________,

which means that power and responsibility are shared among the

4._______________________________, state, and 5. _______________________________

g o v e rnments. 

6. _______________________________ benefit everyone in a society and are sometimes

p rovided by the government. 

7. _______________________________ is the rivalry among producers of goods and 

s e rv i c es—all seeking to gain customers. 

8. _______________________________ or _______________________________ is an eco-

nomic system where buyers and sellers are free to offer goods and services to con-

sumers. 

9. _______________________________ was the first act passed by Congress to break up

unfair competition also known as 10. _______________________________. 

Teddy Roosevelt is known as a “trust buster” because he was the first president to 

11. _______________________________ the antitrust legislation. 12. Pre s i d e n t

_______________________________ actually broke up the most tru s t s .

When people race to the bank and withdraw all of their money, it is known as a 

13. _______________________________. The 14. _______________________________of

1913 created the banker’s banks. 

The 15. _______________________________ insures people’s deposits up to $100,000

t o d a y. 

The government acts as a 16. _______________________________when it intervenes to

p romote competition in the market place. 17. _______________________________,

18._______________________________ and 

19. _______________________________ are all reasons the government has become

m o re involved in the nation’s economy. TA N S TAAFL means

2 0 . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ .
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AP ECONOMICS CONFERENCE 2004
“Strategies to Improve Instr u c t i o n ”

PA RT N E R S H I P  . . . . . . . . . . . . . . . . . .E . Angus Powell Endow m e n t

The Fe d e ral Reserve Bank of Rich m o n d

D AT E S  . . . . . . . . . . . . . . . . . . . . . . . .October 3-5, 2004 

BANQUET LOCAT I O N  . . . . . . . . . . . .Omni Richmond Hotel

PROGRAM LOCAT I O N  . . . . . . . . . . . .Fe d e ral Reserve Bank of Rich m o n d

R i ch m o n d ,Vi rgi n i a

O U T S TANDING 
KEYNOTE SPEAKERS  . . . . . . . . . . . .D r. Ben S. B e rn a n ke , Federal Reserve Govern o r

Ve rnon L. S m i t h , Nobel Prize Wi n n e r

M a rvin Goodfri e n d , Federal Reserve 

Bank of Richmond

N a t i o n a l ly recognized Leaders in the field of 

economic education will present at bre a kout 

s e s s i o n s .

Distinguished AP Economics Instru c t o rs will 

discuss how to improve perfo rmance on 

AP ex a m s .

R E G I S T R A TION FEE  . . . . . . . . . . . . .$50 

For more information, contact Rebecca S. Shepher d ,
E xe c u t i ve Dire c t o r, E. Angus Powell Endowment

at 804.741.2806; e-mail p o w e l l e n d o w m e n t @ c o l l e g i a t e - v a . o rg;

or visit our Web site at h t t p : / / w w w . p o w e l l e n d o w m e n t . o rg .

Upcoming



Now Available
Back issues of Econ-Exchange
practical classroom activities for today’s K-12 teachers

To order back issues of Econ-Exchange at no charge, complete and re t u rn this
f o rm to the Powell Endowment.

Spring 2004 Economics in Go vernment

Fall 2003 Economics in U.S.Histor y

Spring 2003 Economics and Histor y

Fall 2002 Economics and U.S.Histor y

Spring 2002 Economics and Monetary Polic y

Fall 2001 Economics and Banking

Spring 2001 Government and Economics

Winter 2001 Information Technology and Economics (print copies no longer 
available, check our website for the online version)
Spring 2000 Economics and International Trade

Fall 1999 E n t r ep re n e u r ship and Economics

Spring 1999 Economics and Geogr a p hy

Fall 1998 Economics and the En v i ro n m e n t

S p ring 1998 Economics and Business

Fall 1997 The Importance of Improving Economic Education

S p ring 1997 The Economic Way of T h i n k i n g

Yes, please add me to the E c o n - E x c h a n g emailing list.

Indicate quantity you would like to re c e i v e .

Name __________________________________________________   

School _________________________________________________

Mailing Address: Street ___________________________________

City/State/Zip ___________________________________________

Phone ______________________  E-mail ___________________

For more information contact Rebecca S. Shepherd, Executive 
D i re c t o r, E. Angus Powell Endowment.

E . Angus Powell Endow m e n t
Mail: Collegiate School, N. Mooreland Rd., Richmond, VA 23229
Phone: (804) 741-2806
Fax:  (804) 740-6701 (Please use black ink if faxing inform a t i o n . )
E - m a i l : p o w e l l @ c o l l e g i a t e - v a . o rg

Order Form

(Please print clearly.)

❑

Please indicate quantity.

Please visit our Web sites for many additional classroom lessons, activities, and re s o u rc e s .
w w w. p owe l l e n d ow m e n t . o rg 




