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In preparing for the social studies component of the PRAXIS EXAMINATION, be sure to review 
the many social science disciplines of which economics is one. The following content review is for 
the economics component only and this discipline represents approximately 15% of the social studies 
exam.  

Students should review and reflect on the following content generalizations:  

• Land, Labor, Capital, and Entrepreneurship are productive resources and are combined is 
certain ways to produce goods and services consumers want to buy.  

• Productive resources are scarce and consumers’ wants are unlimited, therefore choices must 
be made regarding who can use them.  

• Producers buy productive resources from the resource market and they combine them in such 
a manner as to make the highest quality product (goods or services) for the lowest possible 
price. In a competitive market, this helps producers make the highest return on their 
investment.  

• Economics means managing a household and is often considered the science of choice.  
• Money is helpful to producers and consumers because it serves as a medium of exchange, 

storehouse of value, and standard of value.  
• In the United States, the system we use most often to make resource use and consumption 

decisions is called capitalism or the free market economy.  
• The market brings producers and consumers together to set a price and distribute goods and 

services.  
• Price helps buyers compare one possible purchase with another and it is necessary to 

determine what is given up when a decision to buy is made. The value of the next best 
possible purchase or choice is called its opportunity cost.  

• Equilibrium or market clearing price is determined by the interaction of supply and demand 
and it matches what people are willing to buy with what people are willing to sell at that 
price. This also means that there are no surpluses or shortages in that market.  

• Capitalism, often called the free market economy, requires competition, private property, 
freedom, rule of law, stable prices, and well understood incentives.  

• The market brings buyers and sellers together and sellers want to supply more at higher 
prices and buyers want to demand less at higher prices. There is a direct relationship between 
prices and the quantity supplied and an indirect relationship between prices and the quantity 
demanded.  

• The primary incentive for producers is profit and for consumers it is to lower their 
opportunity cost.  

• Financial institutions (banks, savings and loans, credit unions) help the economy by 
providing a place for people to save and a place for others to borrow. This service of 
matching savers with borrowers helps the economy grow.  
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• Gross Domestic Product (GDP) measures the output levels of an economy for a given period 
of time. This measure includes foreign producers within a country or economy. Gross 
national Product was a measurement statistic that was used for this purpose in the past, but it 
is now outdated.  

• When the overall price level in an economy rises it is called inflation. Note when a few prices 
change in an economy it is not inflation.  

• Another important measurement statistic for the health of an economy is how many people 
are unemployed. The unemployment rate measures the number of people 16 years or older 
(non-farm or military) that are actively looking for work and can't find a job.  

• In a depression or recession, the unemployment rate usually high and many people are unable 
to participate in the economy.  

• Fiscal Policies and Monetary Policies are often used by the Federal Government or Federal 
Reserve Bank respectively to help improve our economy's ability to meet its objectives of 
price stability, environmental quality, poverty reduction, full employment, and economic 
growth.  

• Taxes help pay for public goods and public services.  
• Externalities refer to situations where decisions made by certain people impact the lives of 

others. Pollution is a good example of an externality.  
• Voluntary Trade makes the people who are trading better off.  
• International trade most often allows for worldwide competition, resulting in a greater 

selection of products at more reasonable prices.  
• A trade deficit occurs when a country buys more from foreign countries than foreign 

countries buy from them.  


