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Unit 1

What Is Economics?

1. Basic Economic Problem

1) Unlimited Wants in the Face of Limited Resources and
Limited Capacity to Produce \

Humans have many different types of wants and needs.
For example, Julia is 20 and has just started working in a
company. She is paid monthly and after she has paid the tax
and other allowances, Julia is left with about $400 per
month. She is very fond of fashionable clothes and likes to
go out at weekends with her friends. She also wishes to save
up for a tour in China on holidays, and she is interested in
further study. Unfortunately, the $400 left per month is not
sufficient for all these things. Julia has to make a choice. If
she wants to buy more fashionable clothes, she may not be
able to save up for her holiday. If she wants to enter a local
commercial college for further training, she may not be able
to go out each weekend with her friends.

Julia’s problem is like so many other people’s problem.
She has a limited amount of money, but her wants are
unlimited. Julia, therefore, has to make a choice about how
to spend her money, i.e. she needs to allocate her limited
resources to provide for her various wants.

1
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The above example provides us with a definition of the
subject of economics. Economics is a logical and analytical
approach to economic problems and issues. More specifical-
ly, economics is a social science which studies human behav-
iour as a relation between ends and scarce means which have
alternative uses. We can apply this definition to all sorts of
activities. Take, for example, a company making furniture.
It will have limited resources and will need to make choices.
Should it employ more workers or buy more machines to
make furniture? Should it buy a lorry to deliver the goods or
should it use the services of other companies? Should it
spend money providing a canteen for its employees or should
the manager have a new office? Just like an individual, a
businessman will need to make a choice because his resources
are limited but his demands are many.

Humans have many different types of wants and needs.
Economics looks only at man’s material wants and needs.
These are satisfied by consuming commodities—either goods
(physical items such as food) or services (non-physical items
such as heating).

There are two types of commodities: free goods and
economic goods. A free good, such as air and water in the
Pacific Ocean , is available to everyone at price of zero.
Goods of this kind are not scarce because they are plentiful
in relation to demands and are not brought about through
the use of scarce resources (factors of production) They are,
therefore, outside of the concern of the economists. Most
goods and services are brought forth via scarce resources in
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order to meet a demand, and they are economic goods. An
economic good is a commodity in limited supply. Free goods
can become economic goods if scarce resources are used to
move them or to alter their condition so that they can be
more useful. The air in an air-conditioned office, the water
from the Pacific Ocean that has been desalted, and the sand
in a sand box are all economic goods. Goods can be free in
one geographic location but scarce in another. For example,
water to grow crops is free along big rivers but scarce in
deserts.

Human wants and needs are virtually unlimited, because
goods eventually wear out and need to be replaced, new or
improved products become available, and people get fed up
with what they already own.

Unfortunately, on the other side, people find themselves
in a situation of scarcity. Commodities (goods and services)
are produced by using resources. There is only a limited
amount of resources available to produce the goods and
services we want. In all societies, people want more than they
are capable of producing. Technical and scientific progress
has led to enormous increases in output per head, but peo-
ple's appetites for material satisfactions have also increased
and more than Kept pace with the growth in productivity.
Thus people are forced to make choices.

Society has to decide which commodities to make. For
example, do we build hospitals or make automobiles? And we
have to decide how to make these commodities. Do we
employ workers or use robots? Who is going to use the goods



