
Section 1-3 

Understanding 
Economic Systems 



Economic Systems 

•  Economic System--the way a nation 
uses resources to produce goods and 
services 

•  Production--the creation of goods and 
services 

•  Resources--include the raw materials, 
labor, knowledge, and equipment used 
to produce goods and services 

•  Economics--the study of how economic 
systems work 



Economic Systems 

•  Traditional 
Economy 
– The ways to 

produce products 
are passed down 
from one 
generation to the 
next 

•  Command 
Economy 
– The government 

owns most 
resources and 
makes most 
economic 
decisions 



Economic Systems 

•  Market Economy 
•  People own the 

resources and run 
the businesses 
– Purpose is to earn 

a profit 

•  Mixed Economy 
•  A mixture of a 

market economy 
with some aspect 
of command 
economy 
– United States 



Supply and Demand 

• Scarcity--the situation in which 
consumers wants are always 
greater than the resources 
available to satisfy those wants 
– Society must decide what it will use 

scarce resources for 
– Your choices help determine what will 

be produced and at what price 



Demand 

• Demand--the quantities of a good 
or service that consumers are 
willing and able to buy at various 
prices during a given time period. 

• Law of Demand-consumers will 
demand more of a product at a 
lower price that at a higher price 



Demand Curve 

• Relationship between price and 
quantity demanded 

• Slopes downward from left to right 
• As Price goes up, demand goes 

down 



Supply 

• The quantities of a product that 
producers are willing and able to 
make available for sale at various 
prices over a given time period. 

• Law of Supply-producers are 
willing to offer more of a product 
for sale at a higher price than at a 
lower price 



Supply Curve 

• Relationship between price and 
quantity supplied 

• Slopes upward 
• As price goes up, producers will 

supply more 



Equilibrium 

• Supply and demand together 
determine how much a product will 
be produced and the equilibrium 
price 

• Equilibrium price is the price at 
which the quantity supplied equals 
quantity demanded 
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•  Surplus-- 
– Higher prices 

encourage 
producers to 
produce more. 

– Excess quantity 
supplied is surplus 

•  Shortage-- 
– Lower prices 

increase consumer 
demand 

– Suppliers do not 
produce enough 
for demand 
creating a 
shortage 



Section 1-4 

Consumer’s Role in 
the Economy 



Information for the 
Economy 

• Exchanges in a market economy 
provides information that helps the 
economic system work 
– Purchases tell stores what customers 

want 
– Stores tell manufacturers what to 

produce 
– Manufacturers tell producers what to 

produce 



Prices 

• Prices tell other retailers what to 
do 
– Raise/Lower the price 
– Convince consumers to pay higher 

price 
– Stop selling product 



Profit Motive 

• Companies must earn a profit to 
stay in business.  They earn a 
profit three ways. 
– Reduce Costs 
– Change Price 
– Increase Quantity sold (Sales) 



Consumer Economics 

• Consumer--anyone who buys or 
uses products 
– The act of using makes you a 

consumer more than the act of 
buying 

• Consumer Economics-the study of 
the role consumers play in an 
economic system 



Consumer Sovereignty 

• Consumers are in Charge 
• Consumer choices determine what 

goods and services are produced 



Efficiency and Profits 

• Companies must use resources 
efficiently 

• To be profitable, businesses must 
– Sell products consumers want 
– Sell product at a price consumers will 

pay 
– Take in more $ in sales than spend in 

costs  



Benefits of Competition 
• Competition is the contest among 

sellers to see who will win 
• Competition exists when several 

companies offer the same products 
for sale 

• Competition forces businesses to 
serve customers 

• Businesses work to serve 
customers 


