Lesson 1 The Three Key Economic Questions

Three Basic Economic Questions
A society must answer three basic economic questions. These questions are shown in the graphic organizer below. Societies answer these questions to decide how to use their scarce resources. The way a society answers them defines its economic system. An economic system is the method a society uses to produce and distribute goods and services.
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Reading Check Underline in the graphic the economic question that has to do with a society deciding that it should produce wool.
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Economic Goals of Society
In answering these questions, societies must consider their economic goals. Some goals, such as economic freedom or economic equity, are considered more important in some societies than in others. Other goals, like economic efficiency, are shared by most societies. Another important goal is growth and innovation. Innovation is the process of bringing new methods, products, or ideas into use. A nation’s economy must grow in order to improve its standard of living. A standard of living is level of prosperity.
Societies may develop different additional economic goals, such as protecting the environment. Societies can also have goals that conflict with one another. For example, if they provide a safety net, it may come at the cost of growth. A safety net is a set of government programs that protect people who face unfavorable economic conditions.
Several types of economic systems have developed as societies answer the basic economic questions according to their goals. The oldest and simplest economic system is the traditional economy. This type of economy relies on custom to make most economic decisions. People grow up doing what their parents did. There is little innovation or change.
Reading Check What are two examples of economic goals?
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✓ LESSON CHECK Identify the three basic economic questions and how these questions help societies.
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