The Fundamental Economic Problem 
THIS WEEK'S lesson will form an introduction to the topic of "Economic Systems". We will begin by defining ECONOMICS. 

WHAT IS ECONOMICS? 

Economics is a social science which looks at the allocation of scarce resources amongst alternative and competing wants, with the objective of gaining maximum satisfaction of these wants. 

SCARCITY 

Notice that the definition of Economics mentions "scarce resources". Scarcity is the basic or fundamental economic problem. It refers to things being limited in supply relative to or in comparison to desires and demands. Everything is scarce or limited in supply, even though some items may appear to be in abundance. The problem of scarcity arises because, while our desires and demands for goods and services are UNLIMITED, the resources for producing these are scarce or LIMITED in supply, hence, the goods and services are themselves limited in supply. People do not and cannot have enough productive resources (land, labour, capital and entrepreneurship), income nor time to satisfy all their desires. For example, besides the question of whether you need or want a VCR, there is the issue of whether there will be enough VCRs to allow every person to own one. Also, not everyone would have enough money to buy a VCR. As a student, you probably have a small amount of money to spend. Your money is therefore a scarce resource. All countries face the problem of scarcity, whether they are developed, developing or under developed. However, the extent of the scarcity faced by various countries will differ according to the amount of resources that the country has. Within each country, scarcity faces businesses, individuals and governments. 

CHOICE 

Scarcity forces people to make choices about how best to allocate or distribute their scarce resources. When we choose, we select some alternatives and leave out other competing alternatives. As students, you make several choices each day. These choices involve how best to spend your pocket money and how best to utilise your time. Businesses and governments also make choices because of scarcity. The choices they make enable them to maximise profits and social welfare respectively. 

OPPORTUNITY COST 

Choice inevitably leads to opportunity cost. This refers to the next best alternative to the choice that was made. It is the true or real cost in the sense of the best alternative given up or sacrificed when a choice is made. Please note that the opportunity cost is only the NEXT BEST ALTERNATIVE to the choice, not all the foregone alternatives. For example, scarcity of time might require that you make a choice between going to school, going to the beach and staying at home. If you choose to go to school and staying at home is your next best alternative, then the leisure that you could have experienced if you stayed at home, becomes your opportunity cost. Also, on a daily basis you have to make choices as to what to buy with your limited lunch money. If the choice is between a bun and cheese, a patty and a sandwich and you choose the patty, leaving the sandwich as your next best alternative, then the sandwich is the true cost or opportunity cost of the choice you made. 

As they attempt to address the economic problem of scarcity, societies must answer three basic economic questions: What to produce, how to produce and for whom to produce? The answer to these questions differ according to the type of economic system under consideration. Next week's lesson will look at how the three main types of economic systems addresses the issues. In addition, other characteristics of these systems will be discussed along with the advantage and disadvantages of each economic system. 

