2-1, Answering the Three Economic Questions
	Economic system
	The method used by a society to produce and distribute goods and services.


	I. Three Key Economic Questions
	Every society must answer these questions:
1) What goods and services should be produced?

2) How should they be produced?

3) Who consumes these goods and services?



	What goods or services should be produced?
	How much resources should we devote to national defense? Education? Public health?


	How should they be produced?
	Should we have coal/oil/nuclear power?  Should teachers have 20 kids in a room or 50?


	Who consumes the goods and services?
	How will society distribute income?  Who will drive the Lexus?  Who will take the bus?


	Factor payments
	The income people receive for supplying land, labor, capital, or entrepreneurship (factor of production)
Examples: landowners get rent, workers get wages, lenders get interest, etc.

	II. Economic Goals and Societal Values
	Societies try to make sure they’re efficient by producing stuff people will use.  CDs, not records.


	Patriotism
	Love of one’s country.

	Safety net
	A set of government programs that protect people experiencing bad times (injury, layoffs, disasters, etc.)

	Economic equity
	How fair should things be?  Should nurses make as much as lawyers?


	Standard of living
	Level of economic prosperity


	Economies and Values
	

	Traditional economy
	Relies on habit or custom.  Little innovation.  Similar to family system.  Boys follow dad’s footsteps, girls follow mom.
Hunting, farming.  Low standard of living.

	Market economy
	Decisions made my individuals based on exchange, trade. (aka free markets, capitalism)


	Centrally planned economy
	(aka command economy)  Government decides everything.

	Mixed economy
	Market-based economy where government plays a limited role.

	
	

	
	

	
	

	
	

	
	

	
	

	
	


