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Chapter 4 – What is an Economy?

1. Economy –

The way a nation makes economic choices on how to use its resources to produce goods and services for its citizens

2. Resources –

All the things used in producing goods and services

3. Factors of Production –

The technical term economists use for resources

4. Land –

Everything on the Earth that is in its natural state

5. Labor –

All of the people who work in the economy

6. Capital –

The money needed to start and operate a business

7. Entrepreneurship –

The process of starting and managing your own business; the skills of people who are willing to risk their time and money to run a business

8. Infrastructure –

The physical development of a country including its roads, ports, sanitation facilities, and utilities

9. Scarcity –

The difference between wants and needs and available resources

10. Market Economy –

Economy in which there is no government involvement in economic decisions

11. Command Economy –

The government is responsible for answering the three basic economic questions

12. Capitalism –

An economic system characterized by private ownership of business and marketplace competition

13. Socialist –

Countries that try to reduce the differences between rich and poor

14. Communist –

Countries that have a totalitarian form of government, which runs everything

15. Privatization –

The process of selling government-owned businesses to private individuals

16. What is an economy?

It is the way a nation uses resources to produce and distribute goods and services

17. Name the factors of production necessary to create goods and services in an economy.

Labor, land, capital, and entrepreneurship

18. Explain how command and market economies answer the three basic economic questions.

Command – The government answers the three basic economic questions

Market – What and for whom is answered by the consumer; the how is answered by business

19. Why are all economies mixed?

Elements of both systems are in all economies

20. How do capitalist, socialist, and communist economies differ from each other?

Capitalist – individuals have great economic freedom

Socialist – fewer economic freedoms

Communist – almost no economic freedoms

21.  What is the business cycle?

Prosperity – period of economic growth and expansion.  Nationwide there is low unemployment, increase in the output of goods and services, and high consumer spending

Recession – a period of economic slowdown (opposite of prosperity)

Depression – a period of prolonged recession

Recovery – a period of renewed economic growth following a recession

