ECONOMICS DEFINED

Now, what is Economics? Economics looks at the study of how man allocates his scarce resources. Economics looks at how human beings co-ordinate their wants and desires, and to see how scarce resources can be allocated in order to satisfy these wants. 

Micro-Economics looks at the study of economic behaviour of households, firms and individuals and how the prices of goods and services are determined. 

Let me ask you this, why is it that I cannot go to the movies, take a cruise, work, live in a Chalet in Paris, go to the moon and sleep all at the same time? Well, that is because that is humanly impossible. I do not have the time to do all that at once. The amount of time, money and other resources available to me are scarce. Scarcity is the fundamental principle of economics as the resources available to us are limited in supply. There is not enough food, housing, clothing, cellular phones, men or women (as the case may be). Due to the fact that resources are limited I will have to make a choice as to what I will do with the resources available to me. There is no way that we can have all that we want, and therefore we choose what we may think is most important to us. What makes this world so unique is that we are all different peoples and what may be priority to you is not necessarily a priority to me. 

When I make a choice, we are actually giving up 'stuff' in order to get what it is that we have chosen. This act of giving up something in order to gain something else is called Opportunity Cost. This is defined as: The highest valued alternative that had to be sacrificed for the option that was chosen. All that had to be given up in order to get what I actually choose. When I choose to be a teacher, I was giving up the opportunity to stay home and sleep or watch television, going to the country daily, working for someone else, doing a tour of the world and many more options. Every day we make choices, that means that we are giving up something for what we have chosen. As you read this article, think of some of the things that you have given up in order to read. This concept of Opportunity Cost is important to individuals, firms and governments as well. We must assess our options and choose the one that best suits us. 

In order to represent the concepts of scarcity, choice and opportunity cost a Production Possibility Curve/Frontier is used. The curve measures the maximum combinations of output for products/goods that can be obtained utilising all available resources. The table below shows the possible grades that Jim will get for Economics and Geography utilising all his resources, that is time, money, energy, books and so on. 

He must give up a higher grade in one subject in order to get better grades in the other subject. 

The graph above shows a Production Possibility Frontier. 

The curve A-B represents the usage of all resources. This means that there is no wastage of resources. Any point on this curve means that given all the available resources only a certain number of capital goods and consumer goods can be produced. At point K only 40 Capital goods and 50 consumer goods can be produced. In order to produce capital goods we must give up consumer goods and in order to produce more consumer goods, capital goods must be given up. (Opportunity Cost, Choice and Scarcity) 

Capital goods are those goods that are used to make other goods, for example, machinery and equipment. Consumer goods, on the other hand, are those goods that are used by individuals for their private consumption. 

Any point below the curve or to the left of the curve means that some resources are being left idle ​ resources are not being fully utilised. Therefore all points below the curve are all feasible or attainable, but the resources are not being used to the best of their ability. 

Any point beyond or to the right of the curve is unattainable given the resources available. Therefore points outside the curve cannot be obtained at this point as the resources available cannot produce these outcomes. 

