DRAFT—DO NOT CIRCULATE

Understanding the Economics Standards
for teachers in grades 6–8
Economics studies how people, acting as individuals or in groups, decide to use scarce resources to satisfy wants.  This fundamental economic concept of scarcity is at the core of the discipline.  There are never enough natural resources, human resources, or capital resources (man-made goods such as tools, equipment, machinery, factories) to produce everything society wants.  Therefore, choices must be made on what to produce, how to produce, and for whom to produce.  Choices must also be made at a personal level.  There never seems to be enough money or time to have or to do everything one wants.  

Economics is a way of thinking, a science of making choices.  Economists examine the decision-making processes of individuals, businesses, markets, governments, and economies as a whole.
An understanding of economic principles helps people to:
· Consider not only the short-term effects of a decision, but also its long-term effects and possible unintended consequences;
· See the connections between personal self-interest and societal goals in order to understand how individual and social choices are made in the context of an economy;
· Analyze how social goals, such as freedom, efficiency, and equity, impact public policies.
Because of increasing interdependence and globalization, everyone in the United States needs to be aware of the issues in the global economy, their role in that system, and be able to respond to changes so that they can effectively maintain or raise their standard of living.

Goal Statements for the Economics Standards:

· Students will learn to examine the relationship between costs and benefits, and the values associated with them.

· Students will understand economic principles, whole economies, and the interactions between different types of economies to comprehend the movement and exchange of information, capital, and products across the globe.

· Students will be able to assess the impact of market influences and governmental actions on the economy in which they live.

· Students will make personal economic choices and participate responsibly and effectively in social decision making as citizens in an increasingly competitive and interdependent global economy.

ECONOMICS STANDARD ONE:  Students will analyze the potential costs and benefits of personal economic choices in a market economy [Microeconomics].

Enduring Understandings

Students will understand that:

· Due to scarcity, individuals as producers and consumers, families, communities, and societies as a whole must make choices in their activities and consumption of goods and services.

· Goods, services, and resources in a market economy are allocated based on the choices of consumers and producers.

· Effective decision making requires comparing the additional costs of alternatives relative to the additional benefits received.

How societies survive physically with a limited set of resources is the foundation for the discipline of economics.  Because there are not enough resources to satisfy people’s wants, decisions have to be made regarding how resources are going to be used and distributed.  By learning to analyze how these decisions are made, students have greater knowledge that will allow them to use their own and society’s resources to achieve the efficient use of resources and the maximizing of benefits relative to costs.
When economists refer to cost/benefit analysis, they mean comparing what one gains and what one gives up when making a choice.  The term that describes this process is a tradeoff.
  What is given up is the opportunity cost.
  Gains and losses are not only monetary but also have psychological components based on what individuals and societies value.  Every person beginning early in life has to make decisions about how to spend time, income, and energy.  If one only has enough time to read or watch TV and chooses to watch TV, then the opportunity cost is reading.  When people choose one activity rather than another, the next best thing they could have done with these resources is called the opportunity cost.
On a societal level, productive resources available are land, labor, and capital.  Understanding that scarcity requires that choices be made and that for every choice there are costs means that people and society can be more deliberate about what to produce, how to produce, and for whom to produce.  An economy requires everyone in a society to engage in activities that involve the pulling together of productive resources, the organizing of work, the generating of income, and the allocating and distributing of goods and services.  In the United States’ mixed market economy,
 these questions are answered through the interaction of consumers, producers, and government.  Prices send signals and provide incentives that influence the decisions of both consumers and producers.
Economics Standard One 6-8a:  Students will analyze how changes in technology, costs, and demand interact in competitive markets to determine or change the price of goods and services.

Essential Question
· Why do prices change?

In a market economy, prices of goods and services
 along with quantities demanded and produced continually change.  Changes in supply and demand
 occur because of many factors.  Understanding the market forces and situations that cause supply and/or demand to change is essential to understanding how prices are determined.

Numerous factors cause supply to change: 

· Advances in technology
 lower production costs and increases supply.  For example, robots replacing workers on assembly lines will reduce a manufacturer’s labor costs, causing prices of goods and services to decrease.
· Change in the price and availability of productive resources
 (land, labor, and capital) caused by such unexpected events as drought, flood, war, and labor strikes.  An increase in costs results in a decrease in available supply.  Suppliers are willing and able to supply less at every price.  A decrease in productive resource costs results in an increase in supply.  Suppliers are willing and able to supply more at every price. 

· Taxes such as sales and excise taxes
 also affect supply.  An increase in taxes results in a decrease in supply, while subsidies
 will cause supply to increase.
· Another factor that affects supply is competition, the number of sellers in a market.
Changes in demand can be attributed to a number of factors.  For grades 6–8, these factors include:
· Tastes and fads;
· Income changes;
· Price and availability of substitute goods;
 and

· Price and availability of complementary goods.

An increase in the market equilibrium price
 of a good will cause an increase in the demand for its substitute.  A decrease in the market equilibrium price of a good will cause a decrease in the demand for its substitute.  For example, consider the substitute goods chicken and fish.  If the price of chicken increases and the price of fish stays the same, the demand for fish will increase.  If the price of chicken decreases and the price of fish stays the same, the demand for fish will decrease.
Complementary goods are ones that when you buy one you will most likely want to buy the other.  For example, when consumers purchase DVD players, they will buy DVDs.  If the price of the DVD players decline, there will be an increase in demand for DVDs.
Students can easily relate to this benchmark by discussion and evaluation of headlines in the news.  For example, a headline such as “Oil Prices Continue to Rise” can lead to discussion of the effect upon the automobile market (complementary good), the effect upon searching for new sources of oil (productive resources), the effect upon alternative fuels (substitute good), and the effect upon taxes collected from oil/gasoline sales (taxes).
By the end of 8th grade, students should be able to graph supply and demand curves from supply and demand schedules and predict how the curves will shift when any of the factors change and the impact that will have on equilibrium price and quantity exchanged in the market.  Students should be able to explain which factor caused the changes.

Below are the demand and supply schedules for baseballs.  As price increases, consumers and producers respond with opposite actions.  As price increases (decreases), quantity demanded decreases (increases).  This is called the Law of Demand and is an inverse relationship.  For producers, the reverse occurs.  As price increases (decreases), quantity supplied increases (decreases).  This is called the Law of Supply and is a direct relationship—both variables are moving in the same direction.
Supply and Demand Schedule for Baseballs

	Supply

(producers)
	Price
	Demand

(consumers)

	80
	$7.00
	0

	60
	$6.00
	5

	40
	$5.00
	10

	20
	$4.00
	20

	10
	$3.00
	40

	5
	$2.00
	60

	0
	$1.00
	80


At a price of $4.00, the quantities producers are willing and able to supply (20 baseballs) equals the same quantity of baseballs consumers are willing and able to buy (20 baseballs).  The equilibrium price is $4.00.  At prices above $4.00, there is a surplus and an over allocation of resources to the production of baseballs.  Below $4.00, there is a shortage which is an under allocation of resources.  Consumers wanted more.  This is also referred to as inefficient use of resources.

Using a schedule like the one above is appropriate for grades 4–5, but students in grades 6–8 should be able to apply an understanding of a graph that explains the supply and demand relationship (shown below).
Supply and Demand Curves for Baseballs
[image: image1.emf]
Here is a released item from the Social Studies DSTP that illustrates the assessment of this benchmark.  This item uses a foundation of understanding economic wants, economic choices, scarcity, limited resources, why prices change, and government intervention in markets in order to explain why the price of a hamburger made with the same ingredients would vary around the world. 
This chart shows the price in U.S. dollars (April 2003) of the same type of hamburger made by a fast food chain compared to the price in its international locations.

	Country/Market
	Price in

U.S. Dollars

	United States
	2.71

	Australia
	1.86

	Brazil
	1.48

	Canada
	2.21

	China
	1.20

	Egypt
	1.35

	European Union
	2.97

	Iceland
	5.79

	South Africa
	1.84

	Switzerland
	4.59

	Venezuela
	2.32


Why would the price of this hamburger vary around the world when each is made with the same ingredients?  Explain your answer.

This question requires that the student give a reason for the price differences and then to explain that reason.  The level of thinking demanded by this standard and question is analysis of change.  A student must first provide a response that gives a valid reason for the price variations worldwide for a hamburger from the same fast food chain prepared with the same ingredients.  Then the student must support that valid reason with an accurate and relevant explanation.  Because the level of thinking required by the standard is analysis, the explanation that the student gives is critical in providing evidence of analytical reasoning: can the student transfer an understanding of the elements that affect price to a new situation?  The item is open-ended which means that there is more than one way to answer this question correctly.
See the DSTP webpage for more items and sample, annotated student responses http://www.doe.k12.de.us/aab/social_studies/Social_Studies_item_samplers.shtml.
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Here is another released item from the Social Studies DSTP that illustrates the assessment of this benchmark.  In this item, the options are presented as different newspaper headlines that propose four scenarios in cherry production.  The students use their understanding of how changes in the market impact price in order to determine the correct response. 
The level of thinking demanded by this standard and question is analysis of change.  The correct option is D because the conditions presented in options A, B, and C would more likely lead to an increase in cherry prices.  Options A and B deal with a decrease in supply which causes an increase in prices.  Option C shows demand going up which would cause prices to increase.  The correct option D reflects an increase in supply which results in prices going down.
In order to answer the question, students require no prior study of the cherry industry or even any content related to agriculture.  A student with both a clear understanding of the relationship between supply and experience in analytical reasoning should be able to choose the correct option.
See the DSTP webpage for more items and sample, annotated student responses.  http://www.doe.k12.de.us/aab/social_studies/Social_Studies_item_samplers.shtml
ECONOMICS STANDARD TWO:  Students will examine the interaction of individuals, families, communities, businesses, and governments in a market economy [Macroeconomics].

Enduring Understandings

Students will understand that:
· A nation’s overall levels of income, employment, and prices are determined by the interaction of spending and production decisions made by all households, firms, government, and trading partners.
· Because of interdependence, decisions made by consumers, producers, and government impact a nation’s standard of living.

· Market economies are dependent on the creation and use of money, and a monetary system to facilitate exchange.

Unlike the study of individual markets, the total economy is the sum of all markets in a society.  Understanding involves the ability on the part of the students to analyze how changes in one market will impact others.  In a market economy, there are three major players in the economy: households, businesses, and government.  What the society produces generates income for households.  Households sell their productive resources (land, labor, capital, and entrepreneurship) to businesses in exchange for income (rent, wages, interest, and profit).  Household income is spent, taxed, or saved.  The money spent for private goods and services returns to businesses, while the taxes paid to the government fund public goods and services.  Savings is money households do not spend on goods and services.  Most households place this income with financial intermediaries such as banks and brokers.  These financial institutions transfer the savings through businesses borrowing from banks, the buying and selling of corporate stocks and bonds, the funding of mortgages, and the buying of insurance.  Businesses, from small to large, borrow to expand.  This requires buying more productive resources from households, which in turn creates more household income.  Additionally, goods and services are exported and imported by American households and businesses causing increases in consumption and production within the United States.  Economists measure these activities by calculating the gross domestic product and measure a nation’s standard of living by computing gross domestic product per capita.
Economics Standard Two 6-8a: Students will analyze the role of money and banking in the economy, and the ways in which government taxes and spending affect the functioning of market economies.
Essential Questions

· How do banks create interdependence?

· Why do governments tax their citizens?

· How should tax revenue be used?

Money
 in an economy facilitates trade and encourages specialization by reducing the costs of exchange.  The more an economy specializes, the more efficient it becomes.  With increased efficiency comes a higher standard of living and greater interdependence.

Banks, taxes,
 and spending by governments transfer income and financial resources from one entity to another.  These actions often promote economic growth and redistribute income.
Banks transfer money from savers to borrowers.  Households are willing to save their money because banks are willing to offer interest payments as an incentive.  Borrowers decide that the benefits of borrowing outweigh the costs.  The loans made by banks transfer savings to borrowers.  These transactions increase the money supply.  This in turn increases economic activity and promotes economic growth.
The goals of the Federal Reserve System
 are to promote economic growth, full employment, and price stability.  By controlling the money supply, the Federal Reserve encourages or discourages banks from making loans, which influences the level of economic activity.  How the Federal Reserve attains these goals is addressed in the next grade cluster.

Taxes transfer money from individuals and businesses to the government.  The government uses that revenue to provide public goods and services
 and support the purposes of government.  Taxes that are levied can alter what people buy and affect production decisions because of their impact on production costs.
Government spending transfers revenue to individuals and businesses and provides public goods and services.  Public goods and services provide benefits to more than one person at the same time, and their use cannot be restricted only to those people who have paid to use them.  Students should be able to analyze how tax dollars are used to pay for public goods such as national defense, education, and roads and explain why these services would be underprovided by the private sector without government intervention.
Governments sometimes use taxes to influence economic activity.  Government policy can address environmental concerns, define and protect property rights, and attempt to make markets more competitive.  Many government policies also redistribute income.  Social welfare programs, such as food stamps and Medicaid, are examples of this.  Circular flow models can help students to analyze the role of money, banking, taxes, and government spending in a market economy.
ECONOMICS STANDARD THREE:  Students will understand different types of economic systems and how they change [Economic Systems].

Enduring Understandings

Students will understand that:

· Because resources are scarce, societies must organize the production, distribution, and allocation of goods and services.

· The way societies make economic decisions depends on cultural values, availability and quality of resources, and the type and use of technology.

· Changing economic systems impact standards of living.

Different economic systems—traditional, command, market, and mixed market
—have evolved over time.  Each of these systems has costs and benefits for its citizens.  Students will be more empowered when they comprehend how interdependent the world has become and what their role in the economy is.
Underlying the choices and decisions for every economy are the goals of efficiency, equity, freedom, growth, security, and stability.
  Understanding how a society uses its limited resources to achieve these goals involves understanding that tradeoffs have to be made.  For example, in the United States, political debates about universal health care, social security, and environmental issues revolve around how people value the economic goals.  Economic analysis of these issues examines benefits received and costs incurred.  Economists utilize dollars and cents to quantify tradeoffs related to the use of productive resources.  However, some goals, such as freedom and equity, are not easily quantified; yet, have to be considered when making these decisions.  Therefore, elected representatives choose based on what they or their constituencies value.

Economics Standard Three 6-8a:  Students will demonstrate the ways in which the means of production, distribution, and exchange in different economic systems have a relationship to cultural values, resources, and technologies.

Essential Questions

· How does the type of economic system impact a society’s standard of living?

· How do cultural values influence economic decisions? 

There are essential differences in how different economic systems—traditional, command, market, and mixed market
—answer the basic economic questions.  How different economies produce, distribute, and exchange goods and services depends on how cultural values, resources, and technologies differ.  By building upon students’ knowledge of production, distribution, and exchange
 factors taught in grades 4–5, students will apply knowledge of different cultural values, resources, and technologies to those factors.
Cultural values, when applied to economic systems, include religious beliefs, governmental structures, and customs.  Religious beliefs can heavily influence the production, distribution, and exchange of goods and services.  For example, in an Amish economy, religion dictates how goods and services are produced.  Culture also includes government structures and the degree to which government influences the decisions about production, distribution, and exchange.  Because the American economic system is a mixed market system, there are instances of government intervention to protect property rights, ensure competition, promote equity in the distribution of goods and services, regulate businesses, provide public goods and services, and correct for externalities.  Like religion and government structures, customs will also determine how goods are produced, distributed, and exchanged.  Anyone that has ever ordered a favorite food while away from home and received a product that was not anything like what they expected has experienced how customs vary and influence the production of goods and services.
The amount and quality of resources (human, natural, and capital) varies among economic systems and influences production, distribution, and exchange of goods and services.  In areas where there are large numbers of workers, goods may be produced by hand rather than using more expensive capital goods for production.  Availability of natural resources will also influence the production of goods and services.  As an example, pencils made in the United States often use cedar wood; while those produced in China use tropical woods because of the difference in availability.  By using the resources that are most plentiful and accessible, economic systems can achieve efficiency and higher standards of living.

Technology is the methods and processes used to produce goods and services.  Changes in technology over time lead to increased productivity
 and a society’s increased ability to produce more goods and services.  This increase in output raises standard of living
 as measured by gross domestic product per capita.
  New technologies can have costs and benefits which can have future unintended consequences.  They also promote innovations leading to new ways of living.

Here is a released item from the Social Studies DSTP that illustrates assessment of this benchmark.

Work Hours Required to Produce 100 Bushels of Wheat
	Year
	Work Hours

	1800

1940

1970
	373

47

7


What would be the relationship between technology and the trend shown on the chart?  Explain your answer.

This test item focuses on technology and asks students to look at the information presented on the chart (the number of work hours required to produce 100 bushels of wheat) and to first give the relationship between technology and the production trend in the chart.  The student should then explain that relationship.  The item is open-ended, which means that there is more than one way to answer this question correctly.  However, the answer must reflect an understanding of the relationship that technology has to production within the context of the time and place of the information given in the item.  A deeper understanding of the standard would be explaining “how or why” this relationship works.  See the DSTP webpage for more items and sample, annotated student responses.  http://www.doe.k12.de.us/aab/social_studies/Social_Studies_item_samplers.shtml
ECONOMICS STANDARD FOUR:  Students will examine the patterns and results of international trade [International Trade].

Enduring Understandings

Students will understand that:

· Individuals and nations trade when all parties expect to gain.

· Nations with different economic systems often specialize and become interdependent as a result of international trade.

· Government actions that promote competition and free trade among people and nations increase the health of an economy and the welfare of nations.

As specialization and the division of labor have increased, individuals, communities, and nations have engaged in trade which increases the standard of living.  By specializing in what one can produce at the least cost and trading that with others, efficient use of resources can be attained and overall benefits increased.  Economists call this process comparative advantage.  Costs incurred by international trade include unemployment increases in the short run as labor resources are reallocated.  Benefits from that trade are lower prices and better quality to consumers whose purchasing power increases.  As a result of international trade, people on the planet have become more and more interdependent.  Economics as a discipline provides the lens for focusing on how best to use the world’s limited resources.

Economics Standard Four 6-8a: Students will examine how nations with different economic systems specialize and become interdependent through trade and how government policies allow either free or restricted trade.

Essential Questions

· Why should a country specialize and trade?  

· Why might government make rules for trade?

Through international trade, countries specialize and become interdependent.  Trade occurs for several reasons.  Sometimes the resources needed to produce a product are more abundant in one country than another.  Foreign producers might have a production advantage over domestic producers.  Once international trade takes place, governments often enact policies to restrict or allow free trade.  Either way, government policies will affect consumers and producers.

Specialization
 promotes increased production and efficiency.  Because of the quantity and quality of resources a nation has, a foreign producer might be able to specialize in the production of a good and service at a lower cost than domestic producers.  Consumers make the rational decision to purchase at the lower cost regardless of the product’s origin.  A consumer in one country and a producer in another participate in trade freely because each benefits.  These trading partners develop interdependence.  This trading arrangement allows each country to consume at higher levels which leads to an increase in standard of living.  However, employees in the higher cost industries will experience unemployment and have to seek other jobs.  If there is a disruption in the trading relationship due to a change in supply or demand, a country may lose access to goods and services for which they traded or markets for which they produced goods.
Government policies often restrict trade.  Several types of trade restrictions are commonly used:  tariffs, quotas, embargoes, subsidies, and product regulations.
· Tariff – A tax that is added to an imported good or service.  Tariffs reduce competition by increasing the cost of a good and increasing price.  Higher prices lead to an increase in profits for domestic producers in protected industries.  Protective tariffs do not face opposition very often because of the way the increased cost is spread among many consumers and because the benefit is more direct to the protected producers.   

· Quotas – Limits that are set on the quantity of a good that a country may import.  Quotas reduce the quantity supplied of the import and cause price increases.  The 1980s saw countries placing voluntary quota requirements on their exports.  Such is the case of Japanese automobiles.  The effect of Japan placing the quota on the good is the same as if the U.S. placed the quota—decreased supply and higher prices.  The difference is that Japan will benefit from the higher price received and still be able to sell all of its goods.

· Embargoes – An embargo is an executive order that forbids a country to trade with another country.  Embargoes are often placed by Presidential or Executive Order.  Penalties for violating the embargoes are high.  Embargoes can also be placed against a certain good or industry such as rough diamonds, narcotics, or weapons.  Cuba is a country where the U.S. has a longstanding embargo.

· Subsidies – Financial consideration to producers for the manufacturing, production, or exporting of goods.  Subsidies can take many forms, such as direct cash payments, credits against taxes, or loans at terms that do not reflect market conditions.  Subsidies will distort the market for the good being subsidized by lowering price, misallocating resources, and reducing competition.  U.S. industries that feel their share of the market has been harmed by subsidies may request countermeasures that increase and return the price of the import to market levels encountered prior to the subsidy.
· Product regulations or standards – Laws that define production, manufacturing, transportation, or packaging of goods.  In most cases, imported goods must meet the regulations and requirements of domestic goods.  For example, food that is imported to the U.S. must pass quality and grade standards set by the U.S. Department of Agriculture.  Food packaging requirements include:  name of the product, net quantity, manufacturer information, statement of ingredients, and nutritional information.  Other restrictions are set to protect human, animal, and plant health as well as the safety and pocketbooks of citizens.  Other examples would be seatbelt requirements or Underwriter Laboratories, Inc. (UL) certification of safety.

With all of these barriers, except subsidies, domestic consumers pay higher prices for imports.  Subsidies distort the market by misallocating resources.  Often these policies are used to protect domestic producers and their workers.  Because the price of imports is often higher, consumers are more likely to buy products made in their country.  These policies create less competition which ultimately leads to higher prices, fewer choices, and lower quality.  Economists generally believe that free trade benefits society as a whole.  Free trade agreements lower costs to consumers and force high cost producers out of the market, while domestic workers may lose jobs or suffer layoffs.  Students should be able to analyze how government policies affect them as consumers, workers, and producers.


































































� Tradeoff means giving up one thing to get something else.  


� Opportunity cost is the second best alternative given up when scarce resources are used to choose one action over another.  


� Mixed market is an economic system which answers the basic economic questions of what, how, and for whom to produce by individual decisions and some government involvement.


� Goods are tangible objects that satisfy economic wants.  Services are actions that satisfy people’s wants; work performed for others.


� Supply is the total amount of a good/service producers are willing and able to make at all prices at a specific point in time.  Quantity supplied is the total amount of a good/service producers are willing and able to make at one price at a specific point in time.


Demand is the total amount of a good that consumers are willing and able to buy at all prices at a specific point in time.  Quantity demanded is the total amount of a good that consumers are willing and able to buy at one price at a specific point in time.


� Technology is how work is done through processes, methods, and machines.


� Productive resources consist of anything used to make something else.  Productive resources fall into three categories: 


Land – natural resources used to produce something else such as fish being used to make fertilizer


Labor – human resources, human effort used to do work 


Capital – manmade things used to produce other things such as  tools, machines, equipment, factories


� Taxes are compulsory payments made to the government.  Sales taxes are compulsory payments to the government on purchases of goods and services.  Excise taxes are on specific goods such as gasoline, cigarettes, and alcohol.


� Subsidies are payments made to businesses by the government to offset costs of production.  The U.S. government provides subsidies to sugar producers and farmers who grow corn for ethanol.


� A substitute good is any good that can be used in place of another one such as margarine for butter, ham for beef, MP3 players for portable CD players.


� Complementary goods are any good or service bought together such as peanut butter and jelly, hot dogs and hot dog rolls, and DVDs and DVD players.


� The market equilibrium price is the price at which the number of goods producers are willing and able to supply equals the number of goods that consumers are willing and able to buy.  At this price, consumers and producers are satisfied. 


� Money is anything that facilitates exchange, serves as a unit of account, and stores value.


� Banks are institutions that move money from savers to borrowers.  Taxes are compulsory payments made to the government.


� Federal Reserve System is our nation’s central bank.  Composed of the 12 Federal Reserve Banks and the Board of Governors, The Fed serves three functions in the economy.  It establishes monetary policy, regulates and supervises banks, and operates the payments system. 


� A public good or service is one from which a person who did not pay for it cannot be excluded from its benefits and the government provides it because it yields benefits to society.  Examples include national defense, roads and highways, postal service, public education, national parks, and police and fire protection.


� In a traditional economy the basic economic questions of what, how, and for whom to produce are answered by custom—the same way they have always answered them, and no one has ownership of the productive resources.


In a command economy the basic economic questions of what, how, and for whom to produce are answered by government central planners and government has ownership of the productive resources.


In a market economy the basic economic questions of what, how, and for whom to produce are answered through the interaction of consumers and producers with price acting as the rationing device.  Resources are owned by individuals.


In a mixed market economy the basic economic questions of what, how, and for whom to produce are answered through individual decisions of consumers and producers with some government involvement.





� Efficiency – Refers to how well scarce productive resources are allocated to produce the goods and services people want and how well inputs are used in the production process to keep production costs as low as possible.


Equity – Fair distribution of resources, goods, and services.  The problem is that “fair” is differently defined by many individuals and groups.


Freedom – Owning, controlling, and making decisions about how to use one’s own resources.


Growth – Overall increase in the production of goods and services in an economy during a specific period of time (measured by gross domestic product adjusted for inflation).


Security – Knowing that one has a job and can support oneself and family (measured by the unemployment rate).


Stability – Overall general level of prices remains about the same (measured by the inflation rate).


� In a traditional economy, the basic economic questions of what, how, and for whom to produce are answered by custom—the same way they have always answered them, and no one has ownership of the productive resources.


In a command economy, the basic economic questions of what, how, and for whom to produce are answered by government central planners and government has ownership of the productive resources.


In a market economy, the basic economic questions of what, how, and for whom to produce are answered through the interaction of consumers and producers with price acting as the rationing device.  Resources are owned by individuals.


In a mixed market economy, the basic economic questions of what, how, and for whom to produce are answered through individual decisions of consumers and producers with some government involvement.


� Distribution refers to allocation of goods and services.  Once goods and services are produced, how is it decided where, or to whom, the goods and services will be directed?  Exchange refers to how goods and services are traded and paid for.


� Productivity is a measurement of output per worker. Productivity is measured by dividing output (goods and services) by inputs used to produce the output.  If a company has 5 workers (inputs) who produce 20 goods, worker productivity is 4.  Productivity can be increased through specialization and division of labor, by investment in human capital (education and training), and investment in capital goods (tools and equipment).


� Standard of living is a measure of the material well-being of a country’s citizens.  It is often measured as the gross domestic product per capita.


� Gross Domestic Product per capita is determined by dividing a country’s gross domestic product by its population.  Gross domestic product is defined as the total market value of all final goods and services produced in a country in a year.


� Specialization is a situation where a country produces a narrower range of goods and services than they consume.
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