
Unit 1: Introduction to Economics 

This unit emphasizes a basic understanding of economics, which will enable us to 
make informed decisions about our nation’s economy and our own role as earners 
and consumers. 

Unit Focus 

• the role economics plays in our everyday lives 
• the difference between a want and a need 
• how scarcity forces us to make choices 
• four basic economic questions all societies must answer 
• difference between goods and services 
• difference between consumer and capital goods 
• meaning of opportunity cost, supply, demand, entrepreneur, real 

property, intangible property, personal property, economic rent, 
natural, human, and capital resources 
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Introduction 

Economics may strike us as a big, important, and 
hard-to-define concept. In our day-to-day lives, all three of 
these reactions are true. Whether we realize it or not, we are 
surrounded by economic forces. Check your local newspaper 
and chances are that much of the front and following pages 
contain articles about economic growth or economic decline. 
Articles may also be about inflation, taxation, or effect of 
prices on the supply of items. There may be debate in your 
community about how to lower the unemployment rate and 
help all your neighbors find good jobs. Perhaps your family 
has discussed how the government should respond to various 
economic problems such as our national health-care crisis. 

Economics is a powerful concept. Just consider the way it affects nearly all of us. 
Economics will influence who has jobs, what their rate of pay is, and how much is 
charged for goods such as that car we may want or those clothes in the mall that have 
caught our eye. 

Economics is hard to define, partly because it is so all encompassing. Even the many 
pages in this book can do little more than introduce the basic principles of economics. 
Although the history of economics is thousands of years old and a full explanation of 
economics would be literally impossible to provide in one book, two books, or even 
three books, the book you’re holding in your hands is designed to provide a basic 
understanding of economics that will help anyone better understand this field that 
affects most of us so often. 

Let’s begin with a basic definition. Economics is the study of the 
way people choose to use their limited resources. Resources such as 
land, labor, capital, and entrepreneurship do not exist in 
endless supply. 

Economics developed to solve what appears to 
be a rather simple problem: There is a gap 
between what people and societies need and 
want and what they can afford. The classical 
way of stating 

Needs are necessities or 
things necessary for living. 
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this problem is that people have unlimited needs 
and wants, but there are only limited resources 
to fulfill those needs and wants. Needs are 
necessities or things necessary for living—food, 
clothing, shelter, and medical care. Wants are 
things people would like to have if they had the 
resources to buy them. There is only so much land 
on which to grow crops or so much oil to be 
pumped from the earth. There is only so much 
skilled labor to develop high-tech equipment such 
as computers or aircraft. Economics studies the way 
people in the past have chosen to use their limited 

resources. It also studies our present limited resources and the best ways we can use 
them. In short, economics is the study of how people, nations, and the world make 
choices to satisfy their wants and desires with their limited resources. 

All studies of economic systems have discovered that the gap between our wants and 
our resources can only be managed. The gap can never be eliminated. Obviously, some 
people, corporations, and nations do it better; some do it worse. 

As consumers—people who use their resources to obtain goods and services—we 
constantly make economic decisions. There is probably not a day in most of our lives 
when we don’t make a choice of how to use our personal and limited resources. The 
more we know about economics, the better informed, the more responsible, and the 
wiser consumers we will be now and in the future. 

Why Study Economics? 

Soon you will be out of school and become a full-fledged participant in the economic 
system of the United States. The State of Florida made economics a required course in 
order to increase your economic understanding and help you become a more informed 
citizen. If this course helps you understand articles in the newspaper on economics and 
use the information to make informed decisions, then this course will have succeeded 
in one of its aims. 

Wants are things people would like 
to have but do not need in order to 
survive. 
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Another important reason to study economics is that the more you know about your 
role in the economic system of the United States, the better you will be able to prepare 
yourself for the career and lifestyle you want to achieve. Economics is happening all 
around you. What you learn today, you can apply tomorrow. The more you know how 
economics affects your life, the better you will be able to direct your own economic 
affairs. The more education in economics you have, the better the chance is that you 
will be able to use and control your money, and understand how shifts in the economy 
will affect your life as a worker and a consumer. 

The Basic Economic Problem: Scarcity and Meeting People’s Needs 

Countries attempt to find solutions to the most human of problems: how to feed, 
clothe, house, and in general provide for the common good of their populations. Even 
though rich and powerful countries provide high standards of living for most of their 
populations, they still have poverty, homelessness, and undereducated people in their 
population. The poorest nations have a few rich people and little in the way of goods 
and services to provide for the poor. All countries, rich or poor, use the principles of 
economics to search for the solutions to these most common yet difficult problems. 

For a nation’s economy to survive, it must meet its people’s basic needs for food, 
shelter, and clothing. But economies are used not only to meet people’s basic needs but 
also to meet people’s wants. Wants are things that people would like to have but do not 
need in order to survive. Wants are unlimited—people always want more goods and 
services to make their lives better. 

The basic economic problem of all societies is known as scarcity. All economic 
resources have one characteristic in common: they are scarce. Only a certain 
amount of resources are available to produce things that people want or need. In 
short, there is only so much of everything to go around. Consequently, the basic 
economic problem is how to meet the 

The more you know how 
economics affects your life, 
the better you will be able to 
direct your own economic 
affairs. 
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unlimited demands of the people with 
limited resources. Oil companies produce 
millions of gallons of gasoline to fuel our cars. 
This oil, however, does not come from a 
bottomless hole in the ground. Eventually— 
sooner rather than later—the old sources of 
oil will be used and new sources will be harder 
and harder to find. Then our continuous want 
for oil will no longer be satisfied, and we’ll 
begin searching for new ways to satisfy this 
want. 

Although wants, needs, and demands are the basic terms of economics, you must 
continue your studies to include history, geography, and government to fully 
understand the role played by economics in creating a human drama of rich and poor, 
the elite and the masses, the haves and the have nots. 

In summation, scarcity exists everywhere. Individuals, businesses, and governments 
must make wise decisions based on the efficient use of their limited resources. It is 
important to understand that personal, political, and economic rights all must 
reinforce each other to help us make the most informed and wisest choice. Choices are 
very important. The wiser the choice, the better able we are as nations to meet the goal 
of growing, sustaining, and increasing development. 

Four Questions: What to Produce? How to Produce? For 
Whom to Produce? Are We Efficient? 

Since scarcity exists everywhere, all economic systems must answer these four 
questions. 

• What goods and services will be produced? 
• What methods will be used to produce those goods and services? 
• For whom will those goods and services be produced? 
• Are we efficient? 

Since our continuous want for oil 
cannot be satis�ed when our old 
sources are used up, we’ll begin 
searching for new ways to satisfy 
this want. 
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In the United States economy, deciding what goods and services will be produced is a 
complex process. Take the example of a big record company. First its board of directors 
meets at corporate headquarters. They may discuss whether they will continue 
producing recorded music or go into another business, such as making movies. Their 
decision will be largely based on whether there are consumers who can afford to buy 
and will buy recorded music. If they decide to make recorded music, the company must 
pay close attention to which kinds of music and musicians consumers will be willing to 
pay money for and whether consumers are more likely to buy 

tapes or CDs or perhaps a newer technological way of 
listening to recorded music. As you can see from this 
discussion, the questions of “What to produce?” and “For 
whom to produce?” are really the same question. One 
cannot be answered without considering and answering the 
other. 

Once these two questions have been answered, the record company’s board of 
directors will decide the most cost-efficient method of manufacturing recorded 
music. 

In some instances, this entire process will be quite 
simple. If, for example, the government or a corporation 
needs a specific item—say an aircraft that can land on a 
battleship or a press that can print money—then the 
answers to “What to produce?” and “For whom to 
produce?” will not involve much decision-making. 
Remember, our goal is to produce the most with our 
scarce resources, and thus, be efficient. If we are not 
doing this, then we need to reconsider 

questions one, two, and three. 

• What to Produce? • 

How to Produce? • For 

Whom to Produce? • Are 

We Efficient? 
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Scarcity: The Problem of Too Little to Go Around 

People want more things than they can obtain. Scarcity is the basic problem for all 
economic systems and nearly all people. Even wealthy people find they cannot afford 
all they desire. The poor, however, often desire but cannot afford the necessities of 
life: food, clothing, shelter, and medical attention. The rich are able to afford the 
basics; however, they may desire but cannot afford all the luxuries they would like. 

Scarcity is a problem you will always have to face because you can never meet all of 
your needs and wants. You will always have to choose between this good and that good 
or this service and that service. You will continually have to make trade-offs and use 
the resources you have to choose the goods and services you desire the most and can 
afford. The brief story below illustrates this point. 

When you were younger, how did you decide who was the coolest guy in the 
neighborhood? Maybe it was the kid with the most toys, the biggest water gun, the 
neatest bike, and the newest fashion clothes. This kid lacked for nothing. As you’ve 
gotten older, the toys changed. You still can’t afford them, but somebody still seems to 
have everything you want. One of the differences between children and adults is the 
cost of their toys. But think back to those younger days. Did the coolest kid really have 
everything? 

Human nature is such that you want what the coolest person has, while the coolest 
person wants the toys not yet acquired. Somebody always had a better bike when you 
were younger, and as you grow older, somebody will always have a bigger car, a larger 
house, and nicer clothes. As you grew older, you began to understand that you 
continued to want more and more goods. You probably have also noticed that those 
people who own the larger cars and 
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houses also want still larger and more luxurious cars and houses. We want it all! But 
common sense told you long ago that neither you nor your neighbors are going to get it 
all. 

Very few people in any economic system have enough 
money or resources to satisfy all their wants. Not only are 
your own personal resources limited, but the steel, 
plastic, glass, and other materials to make that new car or 
truck are also limited. So both your own resources and 
the resources to make the truck are scarce resources. In 
short, you and most other people have more wants than 
any economy can provide—thus the scarcity problem. 

The basic economic problem is ongoing: There will always be more wants than goods 
and resources. Economists call this scarcity. The solution is more a journey—a 
never-ending one—than a destination. The solution is a day-by-day, year-by-year set of 
choices you will make throughout your life. 

“What goods will I buy with the money I have? What trade-off will I have to 
make? Should I buy that wonderful ____________ ?” (Fill in the blank with 
your current want.) “But if I buy that wonderful _________ , I can't buy that 
wonderful _________ .” (Fill in the blank with another current want.) 

Now that you have a better understanding of the problem, you know that there is no 
simple solution. You will always have more wants than you have resources. Scarcity is 
a problem that will always exist. We will always have to make choices and trade-offs. 

Opportunity Cost: Arranging Your Priorities 

Since we have to make choices, we have to give some things up to receive our desired 
wants or needs. What we give up is known as opportunity cost. Opportunity cost is 
defined as the cost of giving up the next best thing in order to obtain something 
else. If you went on a date on Friday, you might have had to give up going out to lunch 
on Thursday. Opportunity cost should always be expressed as that thing you had to 
give up in order to obtain a particular want or need: I would say the opportunity cost 
for my new mountain bike was that spring break trip to Daytona Beach I didn’t 
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take. Opportunity cost does not refer to the amount of money a particular want or 
need costs. Therefore, the opportunity cost principle states that in order to get some 
goods and services you really want, you must give up some goods or services you 
want almost as much. 

Opportunity Cost Choices goods 
or services 

The opportunity cost for the 
new mountain bike was the 
spring break trip to Daytona 
Beach that was not taken. 

spring break trip to Daytona 

new mountain bike 

Opportunity cost is not only experienced by individuals but also by families, 
corporations, and even governments. Imagine, for example, that your local 
government owns a plot of land. The government wants to use this land to fulfill one 
of its citizens’ needs. Its citizens, however, need both a golf course and a nature park. 
If the government decides to develop the nature park, then we would say that the 
opportunity cost was the golf course. People, businesses, and governments are 
constantly making trade-offs to fulfill their wants as well as they can. 

Remember, opportunity costs can be measured in anything. It is whatever you give up 
to get something in return. For example, if you spend two hours of your time to do 
your homework, what else could you have done in those two hours, (sleep, talk to your 
friends, watch television)? 

Case Study: Choices and Changes 

 The Industrial Revolution 

We have stated in this section that nations have to make choices to satisfy 
their people’s wants and needs. These choices are not always easy because of 
scarce resources. In the United States, a major choice was made in the early 
1800s which resulted in what became known as the Industrial Revolution. 
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When the United States became an independent country after the 
Revolutionary War with Great Britain, most Americans were farmers. It 
soon became apparent that the United States would have to produce goods 
which in the past were obtained from Great Britain. To encourage 
production of these goods, great importance was placed on new ideas and 
methods of production and the machines to carry out these ideas. One of 
the greatest ideas was Eli Whitney’s method of using interchangeable parts. 
This approach took industry out of households and workshops and into 
factories. 

Samuel Slater started a textile factory in the United States. The factory 
system made mass production possible. People could produce more 
products faster and cheaper. 

During the War of 1812, Americans had to invest their capital in areas other 
than international trade and shipping because the British navy blocked much 
of our coastline. The United States realized that in order for the new nation to 
survive a choice must be made to use scarce resources to further industrialize 
and build machinery, tools, and factories to manufacture goods that could no 
longer be imported. The opportunity cost was less farmland, yet the benefit 
was worth the cost. 

With new ideas and methods of production, industry in the United States 
grew rapidly in the early 1800s. The United States also grew stronger 
politically, economically, and socially. The cotton industry in the South was 
aided by the invention of the cotton gin, but this also increased the demand 
for slave labor. The North and South grew in different directions. The 
Northeasterners chose to invest their capital in factories and manufacturing. 
Southerners chose profits from cotton. These choices and differences would 
later play an important part in the Civil War. 

Eli Whitney 


























