Economic Systems

Chapter 2 Sec. 1
Economic System

· Method used by a society to produce and distribute goods and services

Which system does a society use?

· Depends on: goals and values of society (Sounds like “Guns or Butter”)

· Society must answer the following questions:

1. What goods and services should be produced?  “Guns or Butter”

· Needs v. Wants

· How are resources divided?

· Ed., military, public health, consumer goods

2. How should these goods and services be produced?
· Resources available? 
· What combination of FoP to use to address society’s goals?

· Allocation of resources

· Corn v. beans

3. Who consumes these goods and services?
· Determined by the distribution of income

· Factor payments – income people receive for supplying factors of production

· Determined by economic system 

· Distribution based on social values and goals

Economic Goals and Societal Values

Societies must prioritize goals, but goals come with trade-offs

· Efficiency

· Maximize resources to cut waste, make profit, & deliver goods

· DVD v. VHS

· Freedom 

· Choices

· Patriotism – love of one’s country

· IF we don’t believe in the system, we won’t protect it.
· Inspires one to follow laws 

· Choice allows freedom to become entrepreneur
· Security & Predictability

· Expect goods and services to be available

· Service available for everyone – poor, old, unemployed

· Safety net – gov. programs that protect people experiencing bad times

· Social Security

· Equity (Equality)

· Who gets what?

· How much each profession gets paid?  All the same?

· Growth & Innovation

· Standard of Living – level of economic prosperity

· Growth provides jobs and income (if population grows)

· Technological Innovation leads to efficiency of production and new goods and services

· Ex. telephone and Internet (creates jobs, services, and markets)

Economies & Values

1. Traditional
· Based on customs and rituals

· Little innovation

· Work divided by gender

· Small communities

· Low standard of living

2. Market (free-market, capitalism)

· Based on exchange or trade

· Choices made by individuals

· Supply and demand

3. Command (centrally planned/controlled)

· Government Controls everything

· Gov. Answers three economic questions

4. Mixed
· Market based with limited gov. involvement

