Understanding the Basics of Our Economic System

What Economics Is About

Scarcity

Every society is endowed with resources which are used to produce the goods and
services that enable it to survive and prosper. These resources, called productive
resources, can be classified into three groups: natural resources,

human resources, and capital resources. Natural resources
(often called land) refer to resources such as
minerals, water, trees, and land itself.

Raw materials used in production come
from natural resources. Human resources
(labor) describe the human work effort,
both physical and mental, expended in
production. Capital resources are the
man-made physical resources (such as
buildings, tools, machines, and
equipment) used in production.

The study of economics explains how
productive resources are used to provide th
goods and services that satisfy human
wants.! Because productive resources
are limited, the goods and services that
can be produced from them are also limited.
In contrast, the goods and services

wanted by individuals and societies are
virtually unlimited.

This tension between unlimited wants and the limited productive resources available
for satisfying these wants is what economists refer to as scarcity. Thus, stereos,
hot dogs, education, lawn mowers, T.V. repair services, and bubble gum are all
considered scarce because many individuals desire these things, but their
availability is limited. Scarce goods and services command a price in the
marketplace. The price indicates how scarce a good is relative to other goods.

1. In many elementary school textbooks, a distinction is made between wants and needs. However,
economists (to the chagrin of many teachers) typically lump the terms together under the general category of
“wants.”




What Economics Is About

A good with a high price is relatively more scarce than a good with a lower price.

It is quite difficult to think of things that are not scarce. Some examples might
include sand in a desert, salt water at the beach, or the air you are breathing at this
moment. But even air is scarce to the scuba diver or astronaut; and certainly clean
air is scarce for the inhabitants of urban areas. It is safe to conclude that in
economics, most things in this world are considered scarce. That is, they are

not freely available to individuals in unlimited quantities.?

Scarcity is sometimes confusing to students because it does not correspond exactly
to the common usage of the word. Are hot dogs and candy really scarce? They

are readily available to most students, who would more likely apply the term to
diamonds or gold. A teacher can address this common misunderstanding by
offering a free piece of candy to the class. It is a safe bet that more than one
student will want it, and the point is proved: in economics, if individuals want

more of an item than is freely available, then that item is considered scarce and

will command a price in the marketplace.

The Basic Economic Problem

The existence of scarcity creates the basic economic problem faced by every
society, rich or poor: how to make the best use of limited productive resources to
satisfy human wants.

To solve this basic problem, every society must answer these three basic questions:

1. What goods and services will
be produced?

2. How will goods and services
be produced?

3. Who will consume the goods
and services?

2. It should be noted that in certain situations, the desire for particular goods and services by particular
individuals can be satisfied. For example, at some point a teacher will not want more (and may even want
fewer!) desks in her classroom. However, in an economic sense, desks are a scarce good — they are not
freely available in unlimited quantities to anyone who wants them.






