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To successfully master the Economics standard, you need to be able to: 

A.  Compare how different economic systems answer the fundamental economic questions of what goods and 

services to produce, how to produce them, and who will consume them.  

An economic system is the way by which a country or society answers the three basic economic questions (what to 

produce, how to produce, and who will consume).  

Traditional economies are those in which the basic economic 

decisions are made on the basis of tradition – how economic 

decisions have been made in the past.   

Some countries have the government make all the important 

decisions on what, how, and for whom they produce goods and 

services.  They are called command economies because the 

government orders or commands how the economy will work.  

Countries with market economies are those where the three basic economic questions are answered in the 

marketplace by producers and consumers.  

In reality, no nation has either a pure command economy or a pure market economy.  All nations today have some 

blend of the two and are really mixed economies. The United States is very much a market economy, but there are 

parts of our economy that are "command."  Public schools, public transportation, the post office, police forces, and the 

road system are all either owned or controlled by the government.   

 

B. Explain how the U.S. government provides public services, redistributes income, regulates economic activity, and 

promotes economic growth and stability.  

The government’s role in the economy has increased dramatically in the 20th century, largely as a result of the Great 

Depression and World War II. Many of the economic regulations and laws that we are familiar with today originated in 

the New Deal.  The federal government has four major roles in the economy of the United States: regulating economic 

activity, providing public services, redistributing income, promoting economic growth and stability. 

The Federal Reserve System was established in 1913 to help control the nation’s money supply.  This agency of the 

federal government controls the ability of banks to lend money.  The Federal Reserve lends money to banks at its own 

interest (discount) rate.  It also sets the reserve requirement—the percentage of deposits that banks can lend and the 

percentage they must keep in reserve (in their vaults).   In a depression, the Federal Reserve tries to stimulate the 

economy by lowering the discount rate and reserve requirement.   With lower interest rates, consumers and businesses 

can afford to borrow more money and make more purchases.  When the economy is expanding too rapidly and prices 

are rising (inflation), the Federal Reserve will raise the discount rate and reserve requirement.  This reduces the 

nation’s money supply and slows down the economy.  Consumers and businesses cannot afford to borrow as much, 

and therefore they spend less.   

Log on to www.ohiotestprep.com for video tutorials, 

interactive review games, and practice assessments. 
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