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1. FOCUS

Student Objectives

*  Define economic system.

            * Identify and compare the basic characteristics of the different economic 

                   systems.

* Explain why all countries have an economic system.

        *  Describe and identify the three basic questions of economics.

National Content Standards in Economics

Content Standard 7

Students will understand that markets exist when buyers and sellers interact.  This interaction determines market prices and thereby allocates scarce goods and services.

Content Standard 9

Students will understand that competition among sellers lowers costs and prices, and encourages producers to produce more of what consumers are willing and able to buy.  Competition among buyers increases prices and allocates good and services to those people who are willing and able to pay the most for them.

Economic Concepts

Entrepreneur:  a person who takes a risk to operate a business in which they hope to make a profit.

Basic Questions of Economics nations must answer about goods and services. 

1. What to produce?

2. How to produce it?

3. Who will consume it?

Economic Systems:  a set of rules made by a country that governs the production and distribution of goods and services.

Free Enterprise: an economic system in which individuals, rather than the government, make the decisions about production and distribution of goods and services.  

Market Economy:  an economic system in which individual following their self-interest makes the decisions about production and distribution.

Traditional Economy: an economic system, which is based on what has been done in the past.

Command Economy:  an economic system in which the government usually decides what to produce, how to produce it, and who will consume it.

Mixed Economy:  an economic system in which is combination of the different economic systems.  

Background

Everyone has economic needs and wants.  People are consumers of goods or services.  Some people are sellers of goods and services.  People are economic decision-makers.  

Nations, like people, have to make choices.  The process by which a country fulfills needs and wants is known as the economic system.  Every country has developed an economic system.   An economic system is a set of rules that a country uses to decide what goods and services to produce, how to produce the goods and services, and who will consume the goods and services.

In the United States our economic system is often referred to as the market economy.  Individuals in a market economy make decisions about production and consumption of goods.  People are free to buy and sell whatever they like.

We sometimes refer to our economic system as the free enterprise system because the people have the freedom to make economic decision concerning production and distribution of goods and services.  Adam Smith, a professor in Scotland in the 1700’s, wrote the book, The Wealth of Nations.  According to Mr. Smith, free enterprise is a system that operates almost automatically to produce the greatest good for the greatest number.  Mr. Smith explained that people make decision based on self-interest.  Example:  A consumer shops for a new shirt.  The consumer finds two shirts that appear to be just alike. But one shirt cost $5 less than the other.  The consumer will buy the cheaper shirt because of self-interest to save money.

Free enterprise reflects the American ideals of democratic government, personal freedom, and respect for laws, and the dignity of the individual.  Entrepreneurs are usually more successful in a market system because they have these freedoms.

The command economy started when communism began in Russia in 1917 with Karl Marx’s idea that government leaders decide the answers to the three economic questions.  The government controls the three factors of production: land, labor, and capital resources.  The government decides what and how much of each item to make, where people will work, whether they use capital resources or do the work by hand, how much workers will be paid, and who will be able to buy goods and services.  Individuals have little choices in economic decisions.  Entrepreneurship is less important than in a market economy.  In some cases, entrepreneurship is against the law.  Only a few countries use the command economy today.

The third economic system is the traditional economy.  A traditional economy makes decisions based on what has been done in the past.  People produce the 

same goods and services that were produced in the past.  People in one village in Africa may produce baskets because people who live there have always made them.  They use the same methods as their ancestors used to make the baskets.  People in a traditional economy usually share equally in the goods and services provided.  

Most countries have a mixed economy today.   The United States is more a market system than any other kind of system.  However, our government does make some economic decisions and regulates some business activities.  Our mixed-market economy allows entrepreneurs the freedom to make most economic decisions.  Mr. Curt Jones, owner of Dippin’ Dots® Inc., had the freedom to decide to produce ice cream, how to produce the ice cream, and the market to sell it.  However, the government has a limited involvement in his business.  They have certain regulations that Mr. Jones has to follow.  The business has to be inspected by the health department.  Mr. Jones has to follow transportation regulations.


Another example of a mixed economy in the United States would be that government agencies tell the private owned electric and natural gas companies the maximum they can charge for their products.  The government provides income through social security or welfare to people who are not working.

.  . . . . . .  . . . . . . . . .
2. Prepare

Prepare lecture from Background notes.  (Teachers may want to make copies of 

the background story for the students to outline.)

Prepare a transparency of Double Dip Economic Concepts.

Make a copy of Activity 5 – 1, Double Dip – What Economic System?
Make copies of Activity 5 – 2 for the students. 

Make copies of Evaluation 5, Double Dip.

.  . . . . . .  . . . . . . . . .

3. Teach

Introduction

An economic system is a set of rules used by a society to determine the organization of production and consumption of goods and services.  Every economic system answers three basic economic questions.  What to produce?  How to produce it?  And who will consume it?  The way a society answers these questions determines the society’s economic system.

There are three types of economic systems.  They are market, tradition, and command.  A central planning group, usually the government, in a command economy, makes decisions about production and consumption.   In a traditional economy decisions are based on what had always been done in that society.  The market economy is an economic system in which the people make the decisions concerning production and consumption.  Most societies have a mixture of these three economic systems today.

Activities

1. Lecture to the students over the information found in Background of this lesson.  Require the students to take notes.  (Or, make copies of the Background in this lesson for the students and require the students to make an outline.  Discuss the story.)

2. Discuss the advantages and disadvantages of each economic system.

3. Distribute the cards, Activity 5 – 1, Double Dip to eight students.  The other students will be required to tell which type of economic system the student is describing.

4. Distribute Activity 5 – 2, Double Dip worksheet.  

5. After students have completed the worksheet, discuss the answers.

.  . . . . . .  . . . . . . . . .

4.  WRAP IT UP
1.  Discuss the Double Dip Economic Concepts.  Ask the students to give 

       an example of each concept.

2. Give Evaluation 5, Double Dip.

.  . . . . . .  . . . . . . . . .
5.  CONNECTIONS


Social Studies:



Research and report on the economic beliefs of Adam Smith.


Research and report on the economic beliefs of Karl Marx.

Research a country that was formerly a republic of the Soviet Union and write a summary about the difficulties the society had making a transition from a command economy to a market economy.

Research OSHA, Occupational Health and Safety Administration.  Invite a business owner in to describe how OSHA affects the business.  Request the students to debate the pros and cons of OSHA involvement in the business world.

Activity 5 – 1

Double Dip – What Economic System?

Directions:  Ask students to read the information on the card(s).  The other students are to guess the economic system that is being described.  Tell the students to use only the information given on the card to decide which economic system is being described.

My name is Heraldo Esterez.  I have lived in Cuba all my life.  I wanted to become a teacher.  However , I work for a large sugar producer that is owned by the government.  The government decides when I work, where I work, and how much money I receive.  What economic system am I describing?






Answer:  Command Economy

My name is Curt Jones and I have always had a passion for delicious ice cream.  I discovered a way to freeze ice cream into small dots.  I patented the process for making the ice cream and built a plant to make enough ice cream to sell it internationally.  Which economic system am I describing? 






Answer:  Market Economy

My name is Mr. Jones and I have always had a passion for delicious ice cream.  I discovered a way to make ice cream that formed tiny dots.  I patented the process for making the ice cream and built a plant to make enough ice cream to sell internationally.  I decided to build Kiosks, carts to store and sell ice cream, to dealers nationally and internationally.  The Kentucky Health Department told me that each Kiosk that stays in Kentucky must have three sinks.  The Health Department in California requires that all the Kiosks have four sinks in them.  Which economic system am I describing?





Answer:  Mixed Economy







(Market and Command Economies) 

I am a basket maker in India.  The people in my village make beautiful baskets.  My grandmother and my mother made baskets.  What type of economic system am I describing?

             Answer:  Traditional Economy  

My name is Whitney Smith.  I own a toy factory.  My employees use many sharp instruments to make the toys.  A federal agency called O.S.H.A. (Occupational Health and Safety Administration) visits my factory often to make sure my employees have the safe equipment to use.  Which economic system am I describing?

                                              Answer:  Mixed Economy

                                             (Market and Command Economies)

My name is Derek Jones.  I am an engineer.  My father and grandfather are engineers also.  Which economic system am I describing?






Answer:  Traditional Economy

My name is Madison Brown.  I worked for an ice cream company for many years.  I am now 65 years old and have health problems that prevent me from working.  I receive a Social Security check each month to help pay my expenses.  What economic system am I describing?





Answer:  Mixed Economy

My name is Morgan Taylor.  I went shopping for a new pair of jeans.  I refused to buy the jeans because they were too expensive.  Which economic system am I describing?





Answer:  Market Economy

Activity 5 – 2

Double Dip

Below is a list of examples of economic activity.  Decide whether it represents a market,

tradition, command or mixed economic system.  Write the number of the example in

the correct column.  Have reasons to support your answer.

1. Joe became a plumber because his father and grandfather were plumbers.

2. Madison believes that her community needs another restaurant, so she decides to open a new restaurant.

3. The Cuba Planning Commission decides how many pounds of sugar that should be 

produced in Cuba.

4. Cuban doctors are employees of the state, any fee they charge for home treatment is 

regulated by the state.

5. Cuban doctors may treat patients at home for a fee.

6. To increase her income, Susan makes pillows and sells them at a local flea market.

7. Mr. Smith is retired and collects Social Security.

8. Morgan bought a new pair of jeans because her old ones were torn.

9. Whitney bought annual tickets to the theater.  She buys tickets every year.

10. Curt Jones decided to produce Dippin’ Dots® Ice Cream.  The Kentucky Department of Health has regulations concerning the clothing the workers wear.

11. Sandra and her family live in housing that the federal government provides.

12.  Mr. Derek Johnson owns a shirt factory.  O. S. H. A. (Occupational Health and Safety Administration) checks to make sure the employees work in a safe environment.
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Evaluation 5

Double Dip

I. Write a T beside each statement that describes a traditional economy.  Write a C beside each statement that describes a command economy.  Write M beside each statement that describes a market economy.

_____ 1.  Economic decisions are based on customs from the past.

_____ 2.  Individuals are encouraged to develop new ideas and businesses.

_____ 3.  Large numbers of people are involved in decision-making.

_____ 4.  Economic decisions are made by central planners, like the 

                                  government.

_____ 5.  Buyers and sellers make economic decisions.

_____ 6.  Land, tools, and factories are privately owned.

_____ 7.  Individuals have little choice about the work they do.

_____ 8.  Individuals may choose what kind of work they do.

_____ 9.  Workers can bargain for higher wages.

_____10.  Consumers may buy or not buy products and services.

II. A. Describe each of the economic systems and give an example of each.

B. Describe one advantage and one disadvantage of each economic system.

1.  Traditional Economy

2. Command Economy 

3. Market Economy 

4.   Mixed Economies

III. What are the three basic economic questions that must be answered by a society?  The way the questions are answered determines the nation’s type of economic system.

Key - Evaluation 5

Double Dip

I. Write a T beside each statement that describes a traditional economy.  Write a C beside each statement that describes a command economy.  Write M beside each statement that describes a market economy.

__T__  1.  Economic decisions are based on customs from the past.

__M__2.  Individuals are encouraged to develop new ideas and businesses.

__M_  3.  Large numbers of people are involved in decision-making.

__C__ 4.  Economic decisions are made by central planners, like the 

                                  govenment.

__M__ 5.  Buyers and sellers make economic decisions.

__M_   6.  Land, tools, and factories are privately owned.

__C___7.  Individuals have little choice about the work they do.

__M__ 8.  Individuals may choose what kind of work they do.

__M__ 9.  Workers can bargain for higher wages.

__M__10.  Consumers may buy or not buy products and services.

II. A. Describe each of the economic systems and give an example of each

B. Describe one advantage and one disadvantage of each economic system.

1. Traditional Economy

An economic system, which is based on what has been done in the past.  Ex. A family makes baskets in India because their ancestors made baskets.  (Advantages and disadvantages will vary.)

1. Command Economy 

An economic system is which a small group of people (usually government) decides what to produce, how to produce it, and who will consume it.  The sugar industry in Cuba would be an example.

2. Market Economy 

Economic systems in which individuals, rather than the government, makes the decisions bout production and distribution of goods and services.  Example:  Ms. White makes brooms to sell at flea markets.

4.   Mixed Economies

Economic system, which is a combination of the different economic systems.  Example:  Mr. Adams is a retired plumber who receives a monthly social security payment.

III.    What are the three basic economic questions that must be answered by a            society?  The way the questions are answered determines the nation’s type of economic system.  What to produce?  How to produce it?  Who will consume it?

Double Dip

Economic concepts

Entrepreneur:  a person who takes a risk to operate a business in which   they hope to make a profit.  

Basic Questions of Economics in which nations must answer about goods and services. 

1. What to produce?

2. How to produce it?

3. Who will produce it?

Economic Systems:  a set of rules made by a country that governs the production and distribution of goods and services.

Free Enterprise:  an economic system in which individuals, rather than the government, make the decisions about production and distribution of goods and services.

Market Economy:  an economic system in which individuals following their self-interest makes the decisions about productions and distributions.

Traditional Economy:  an economic system that is based on what has been done in the past.

Command Economy:  an economic system in which the government usually decides what to produce, how to produce it, and who will consume it.

Mixed Economy:  an economic system that is a combination of the different economic systems.
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