


Chapter 2

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 the goods and services
that satisfy human wants.1 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.
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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."



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.  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.2

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? 

18

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.



Economic Systems 

Several fundamental types of economic systems exist to answer the three questions of what, how,
and for whom to produce: traditional, command, market, and mixed.  

� Traditional Economies: In a traditional economy, economic decisions are based on 
custom and historical precedent.  For example, in tribal cultures or in cultures character-
ized by a caste system, such as India, people in particular social strata or holding certain
positions often perform the same type of work as their parents and grandparents, 
regardless of ability or potential. 

� Command (Centralized) Economies: In a command economy, governmental planning
groups make the basic economic decisions.  They determine such things as which goods
and services to produce, their prices, and wage rates.  Cuba and North Korea are 
examples of command economies. 

� Market (Decentralized) Economies: In a decentralized market economy, economic
decisions are guided by the changes in prices that occur as individual buyers and sellers
interact in the market place.  As such, this type of economy is often referred to as a price
system.  Other names for the market system are free enterprise, capitalism, and laissez-
faire.  The economies of the United States, Singapore, and Japan are identified as market
economies since prices play a significant role in guiding economic activity.

� Mixed Economies:  There are no pure command or market economies. To some degree,
all modern economies exhibit characteristics of both systems and are, therefore, often
referred to as mixed economies.  For example, in the United States the government
makes many important economic decisions, even though the price system is still 
predominant.  Even in strict command economies, private individuals frequently 
engage in market activities, particularly in small towns and villages. 

The key point to remember is that every individual and every society must contend with the 
problem of scarcity.  Every society, regardless of its political structure, must develop an 
economic system to determine how to use its limited productive resources to answer the 
three basic economic questions of what, how, and for whom to produce.
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Opportunity Cost: There’s No Such Thing as a Free Lunch! 

Because of scarcity, any time a choice is made, there are alternatives that are not chosen. More 
precisely, there is always one next best alternative that is not chosen. 

In economics, the value of the next best alternative is called opportunity cost.

Both producers (those who provide goods and services) and consumers (those who use goods and 
services) incur opportunity costs when making decisions.  For example, the business person who
uses a building to operate an insurance business cannot use the same building to produce pizzas.
The consumer who uses scarce income to purchase a new carpet will have to forgo saving the
money or purchasing something else.  Because there are always alternative uses for limited
resources, every economic decision has an opportunity cost. 

A major goal of economics instruction is teaching students to recognize and evaluate opportunity
costs when making decisions. As consumers, students should realize that the “cost” of buying an
item is not really its price; rather, it is the most valued item that now cannot be bought.  For 
producers, the opportunity cost is the next most valuable good or service that is not produced
as a result of the decision to produce something else. 

The concept of opportunity cost also relates to the use of time.  Since time is scarce, the time spent
doing one activity cannot be spent doing another.  Thus, the real “cost” of watching television is
not the time itself, but the most valuable other activity that could be done during that time. 

The inescapable conclusion to this discussion is that there is, as the economists tell us, “no such
thing as a free lunch.” All resources are limited and have alternative uses. Every economic choice
has an opportunity cost.

Three Basic Questions Every Society Must Answer

1. What Goods and Services Will Be Produced?

2. How Will Goods and Services Be Produced?

3. Who Will Consume the Goods and Services?
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Productivity: The Key to Minimizing the Effects of Scarcity

Production and Productivity: Economic activity is directed toward a distinct goal: minimizing
the pervasive effects of scarcity.  In doing so, individuals and societies almost instinctively pursue
economic activities which enable them to satisfy the most important of their wants using the fewest
resources possible.  This has never been an easy task and has been fraught with much toil and 
hardship. The progress that has been made in minimizing the effects of scarcity has been largely
due to a more efficient use of the productive resources in the production process.

In production, productive resources are combined to create goods and services.  It can be a 
relatively simple process, such as a classroom bookmark business, or it can be very complex, such
as the production of an automobile.  The basic elements of the production process are illustrated in
Figure 2-1. 

Figure 2-1

Production

+ +

(Inputs) (Output)

Economists refer to finished goods and services as output.  Productive resources are the inputs.
The important concept, productivity, measures the amount of output produced relative to the
inputs used.  It is expressed as a ratio.

Since labor (human resources) is a relatively easy input to measure, and since it relates directly to
wages and living standards, the term productivity usually refers to labor productivity and is 
measured in terms of output per labor hour worked.

Productivity = Output
Input
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Thus, if student workers produce 8 bookmarks in one hour, then 8/1, or 8, is the measure of their 
productivity.  If they could produce 16 identical bookmarks in that same hour, this would be an
increase in productivity.3

In the long run, minimizing the effects of scarcity depends on increasing productivity. Societies
that have high levels of productivity typically have a high standard of living. Health standards
improve and life expectancy increases.  The basic economic problem of scarcity cannot be 
eliminated, but its effects can be reduced. 

How to Increase Productivity: Economists have identified several ways to increase 
productivity and reduce the effects of scarcity. 

� Adequate Amounts of Capital: Workers are more productive when they use tools,
machines, and equipment.  An adequate stock of capital for workers is necessary for high
levels of productivity.

� Improvements in Technology: A farmer using a tractor can produce more than a farmer 
using a hoe.  A technologically improved stock of capital has been the greatest factor in 
increasing productivity. 

� Improvements in the Quality of labor: Labor that is better trained and educated is more
productive than unskilled labor.  The increase in skills resulting from education, experi-
ence, and training is referred to as human capital.

� Increased Specialization and Exchange: Because individuals are endowed with 
different skills and interests, and because the time and resources necessary to learn new
skills are scarce, there is a strong tendency toward specialization in the production of
goods and services.  This leads invariably to an increase in productivity. A cobbler 
specializes in making shoes, while a farmer specializes in growing food.  They then
exchange (trade) with each other to get the desired goods. By concentrating their 
talents and efforts in one area, they can produce more shoes and food than if each 
tried to produce both products. 

Labor Productivity = Output
Labor Hour
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3. It would also be an increase in productivity to produce the same output using fewer inputs.  Producing eight bookmarks in 1/2 hour
instead of one hour would also increase productivity from 8 to 16.



Specialization also characterizes trade among nations.  When nations focus production in areas
where they have an efficiency advantage (comparative advantage) and then trade to obtain other
desired goods and services, the result is more overall production and higher standards of living. 

Specialization also exists in specific production processes (division of labor) when workers 
perform different tasks.  For example, in a law office, secretaries manage the office and do clerical
work, while lawyers provide legal expertise.  This specialization increases the total amount of legal
services produced. 

The main point to remember is that, at whatever level specialization occurs, the result is an
increase in productivity.

Interdependence: The Result of Specialization

A major consequence of increased productivity due to specialization and exchange is interdepend-
ence.  The more individuals and nations specialize and trade, the more dependent they become on
each other to supply their basic wants.  Few of us grow all our own food; we rely on farmers.
Farmers, in turn, rely on other producers to provide clothing and farm machinery.  The complex
web of interdependence that develops from trade among individuals and nations creates a strong
incentive for social cooperation and peaceful coexistence.

Specialization in specific production processes (division of labor) also results in a high degree of 
interdependence.  For example, assembly line workers often perform highly specialized tasks, mak-
ing them very dependent on their co-workers.  Even in modern manufacturing plants, where indi-
vidual workers often work in production teams, there is still a significant degree of specialization
and interdependence. 

Money: Reducing the Costs of Trade

Money is an indispensable part of all modern economic systems.  Money can be broadly defined
as a medium of exchange.  Since money is convenient to use and readily acceptable, individuals
use it as payment when exchanging goods and services.  Using money is much more efficient than
barter (exchange without money) since money greatly reduces the 
transaction costs associated with simple barter.  For example, in a barter 
economy an apple producer would have to devote valuable time and 
resources to finding other producers who are selling the goods and 
services that he desires and who are willing to trade for apples.  Using 
money alleviates this problem.  By greatly reducing the transaction 
costs of trade, the use of money increases the size of the market for 
goods and services.  This promotes more specialization, which, 
in turn, leads to greater productivity.
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Money serves as a unit of account, a store of value, and a medium of exchange.  For money to
be effective, it must first be relatively scarce.  Items that can easily be found or duplicated will not
work. Ideally, money should also be durable, portable, and divisible.  While various items such as
shells, tobacco, and furs have been used as money throughout history, gold and silver have been
used the most.  Today, these precious metals are no longer part of the money supply of the United
States.  Instead, the basic money supply, known as M1, consists primarily of currency (paper and
non-precious coins) and checking accounts. The M2 measure of money, which is also widely used,
consists primarily of M1 plus (a) savings and time deposits less than $100,000 and (b) money 
market mutual fund shares and deposit accounts.

The Price System: How the Market Directs Economic Activity

Because of scarcity, all societies must determine how to use their limited productive resources to
answer the basic economic questions of what, how, and for whom to produce.  To one degree or
another, societies rely on the price system to accomplish this task.  Societies which rely primarily
on the price system are often called market economies.

� Prices as a Guide: In a market economy, changing prices in the marketplace guide 
economic activity, simultaneously coordinating the diverse interests of millions of individuals in
their roles as producers and consumers.  For example, suppose that a new craze for tennis results in
consumers purchasing more tennis rackets.  If this is the only change in the market, the increase in
demand for tennis rackets will cause their price to rise, resulting in more profits for producers of
tennis rackets.  The rise in profits will encourage existing producers to make and sell more rackets
and will also encourage new racket producers to enter the market.  Eventually, the supply of tennis
rackets will increase and the price will fall again. 

The important point to notice in this example is how prices coordinated the independent desires of 
consumers and producers.  The rise in tennis racket prices communicated to producers that 
consumers desired more tennis rackets, provided the financial incentive to producers (in the form
of increased profits) to meet the desire in the most efficient way possible, and determined who
would get the rackets (those who were willing and able to pay for them).

Characteristics of Money
For something to be an effective medium of exchange,
it should be: 

1. Scarce
2. Durable
3. Portable
4. Divisible
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What is striking about the price system’s ability to answer these ‘’what, how, and for whom” 
questions is the efficiency with which it is accomplished.  This efficiency occurs because those
who want to buy and sell a product are free to do so in the way that benefits them the most, in
competition with others.  It is not necessary for government officials to estimate a society’s future
desire for particular goods and services and then to organize their production and distribution.  In
the price system, this complicated task happens more or less automatically, without government
involvement. 

In 1776, Adam Smith, the Scottish economist and philosopher and author of the Wealth of Nations,
used the famous metaphor of the invisible hand to describe this amazing process. 

Every individual endeavors to employ his capital so that its produce may be of
greatest value.  He generally neither intends to promote the public interest, nor
knows how much he is promoting it.  He intends only his own security, only his
own gain.  And he is in this led by an invisible hand to promote an end which
has no part of this intention.  By pursuing his own interest, he frequently pro-
motes that of society more effectively than when he really intends to promote it. 

� Price Controls: When government intervenes in a market economy to set prices, the results
are predictable.  If the price of a good (or service) is set above the true market price determined by
supply and demand, there will be a surplus.  This is because at higher prices the quantity of goods
supplied by producers will increase, while the quantity of goods demanded by consumers will
decrease.  The surplus of agricultural products in some countries is a good example. 

The opposite happens if a government sets the prices of goods or services below true market
prices.  In this case, the quantity of goods supplied by producers will decrease, while the quantity
demanded by consumers will increase.  The result is a shortage, characterized by long lines in
stores.  Setting prices below market levels helped create the gasoline shortages of the 1970’s in 
the United States. 

The market price of a good or service is often referred to as the market clearing price, or 
equilibrium price.  This is the price that equalizes the amount producers want to sell and 
consumers want to buy.  It is the price that “clears” the market of goods and services.

Different Names for the Price System
Price System       Market Economy

Capitalism            Laissez-faire

Free Enterprise
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The Circular Flow Model of a Market Economy 

The Circular Flow Model (Figure 2-2) illustrates how a pure market economy works.  Households
and businesses are the major decision-makers in this simplified model.  They interact with each
other in three major markets, represented by the three circles.  The circular arrows going in 
opposite directions illustrate two major flows.  The inner arrow represents the flow of either 
goods and services or productive resources.  The outer arrow represents the flow of money.

The products market (top circle) is the market for finished goods and services.  As in all free
markets, prices are determined by the interaction of supply and demand.  Businesses supply goods
and services (inner arrow), and households demand these goods and services using money income
(outer arrow). 

In the productive resources market (bottom circle), households supply the productive resources, 
especially labor (inner arrow), and businesses demand the productive resources (outer money
arrow) which they use to produce goods and services.  The resulting interaction of supply and
demand determines the price of the productive resources.  In the case of human resources, this
price is called a wage or salary.

Households may not spend all of their income. Income that is saved flows into the financial 
capital market (middle circle) where it is borrowed by businesses to finance more production.4

Households thus supply loanable funds (private saving), and businesses demand them.  The inter-
action of savers and borrowers in this market for loanable funds results in a special price known as
the interest rate.  Banks, credit unions, insurance companies, brokerage houses, and other 
financial institutions help households channel their savings to businesses. 

Private Saving
Income – Taxes – Spending =

Private Saving
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4. This simple circular flow model shows businesses borrowing savings only from households. In reality, the situation is much more com-
plex since businesses as well as households provide savings to the market. Also, consumers and governments compete with businesses to bor-
row the available savings.



Figure 2-2

Circular Flow Model of a Market Economy
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The Role of Government

The circular flow model is a simple illustration of a market economy governed entirely by prices.
However, no society relies exclusively on markets to deal with the basic economic problem of
scarcity.  In command economies the government takes a leading role, while in market economies
the role of government is more limited.

Different Roles of Government: In the United States economy, government performs the 
following roles: 

� Provides a legal Framework: Without an effective legal framework the price system 
cannot operate effectively.  Government provides a legal framework when it enforces 
private contracts, defines private property rights, establishes uniform weights and 
measures, and establishes and enforces laws and rules governing marketplace activity. 

� Ensures Competition: The market (price) system operates effectively when there are many
buyers and sellers competing in the marketplace.  The government uses its powers to
ensure that one seller (monopoly) or a few sellers (oligopoly) do not control a specific
area of the economy to the detriment of consumers.  The government also establishes 
public service commissions to regulate natural monopolies such as utility companies.

� Provides Public Goods: Certain goods and services, known as public goods, will be 
provided in less than the desired amount if production is left to the market system alone.
The government, therefore, provides these goods and services.  Examples include national
defense, roads, flood control projects, and lighthouses. 

� Controls Externalities: Certain market transactions result in externalities, or spillovers,
that cause good or bad effects on others who are not directly part of the transactions.
Pollution is an example of a negative spillover.  Since polluters can pass on the effects 
(costs) of pollution to others, the government attempts to correct the 
situation by prohibiting or regulating certain production activities.  
Education is commonly cited as a positive spillover. Since 
individuals in society other than the direct recipients and 
providers of the education also benefit, the government 
uses taxes to provide public education.
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� Redistributes Income: The government uses tax revenues to provide a social “safety net”
for individuals with little or no income.  Examples include Medicare, Medicaid, food
stamps, public housing, Aid to Families with Dependent Children (AFDC), earned income
tax credit (EITC), and school lunches.

� Stabilizes the Economy: Our economy is characterized by business cycles that create
hardships for many people.5 In “downturns” (recessions) there is little or no economic
growth, often resulting in significant unemployment.  In “upturns” there is frequently more
inflation.6 The government uses fiscal policy (taxing and spending decisions), and the
Federal Reserve Banking System uses monetary policy (money supply decisions) to help
keep the economy as stable as possible.  When an economy experiences inflation and
unemployment simultaneously, this is known as stagflation.

� The Growing Role of Government: The role of government in our economy has grown.
In 1929, national, state, and local government expenditures accounted for about 10 percent of our
national output, or gross domestic product (GDP).  By 2003 these expenditures (including 
transfer payments such as Social Security and welfare payments) were approximately 33 percent
of GDP.  There is much controversy about the growing role of government since the services 
and transfer payments provided by government must ultimately be paid for by taxes taken 
from individuals.

The Role of Government in the 
United States Economy 

1. Provides a Legal Framework 

2. Ensures Competition 

3. Provides Public Goods 

4. Controls Externalities (Spillovers) 

5. Redistributes Income 

6. Stabilizes the Economy
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5. Many economists believe that pronounced business cycles are a natural and inevitable characteristic of a market economy.  Some econo-
mists believe business cycles are the result of non-market factors, especially government interference in the financial capital markets and the
structure of the banking system.

6. Economists generally define inflation as a persistent increase in the prices of most or all goods and services over a period of time.  Over
long periods, inflation is caused by an increase in the supply of money that is greater than the increase in the output of goods and services.



Not everyone agrees that government should assume all of the roles identified above.  Some
believe that government ultimately does more harm than good when it redistributes income and
when it attempts to stabilize the economy.  In general, they contend that the growth of government
has resulted in a great loss of individual liberty.

Making the Market Economy Work: Business and the
Entrepreneur

In a command economy, government determines and directs economic activity.  However, in a 
market (capitalist) economy, economic decisions are made primarily by millions of independent
consumers and businesses responding to prices.  Businesses attempt to satisfy the wants of 
consumers in order to earn profits. Those who successfully satisfy consumer wants will prosper;
those who do not will suffer losses and fail. 

� Types of Business Ownership: There are three types of business ownership.  A sole
proprietorship has only one owner.  This owner has complete control of the business and reaps all
profits and suffers all losses.  While it is relatively easy to start a sole proprietorship, a major 
consideration is that the owner is fully and personally liable for all business debts and actions.  It
also can be difficult for one individual to raise the financial capital (money) necessary to operate
the business. 

A partnership is a business that has two or more owners.  It is easier to expand this type of 
business since the partners usually can raise a larger pool of financial capital.  There is also shared
risk, so if the business fails, all partners share any losses.  Partners also bring additional manage-
ment skills to the business.  But there are disadvantages to a partnership. Obviously, the profits
must be shared.  Also, liability is still unlimited, so partners are personally liable for all business
actions and debts.  A major problem is that the partners frequently have difficulty agreeing on 
decisions.  Dissolving a partnership can also be difficult. 

A corporation is a company chartered by the state and owned by stockholders.  The 
stock-holders are represented by a board of directors, and are liable for company 
actions and debts only up to the amount each stockholder has invested.  This feature 
is called limited liability.  Another advantage of the corporation is that it is 
relatively easy to raise financial capital.  Transferring ownership is 
also easy since it frequently means only selling stock.  Disadvantages 
are that corporations are subject to special government regulations, 
and that individual stockholders may have a rather limited say in 
company operations. Corporations are also taxed significantly since 
profits are taxed when they are earned (via the corporate profit tax)
and when they are distributed to stockholders as dividends.
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� How Businesses Raise Financial Capital: There are three basic ways that businesses
raise financial capital to start or expand business operations: savings, loans, and stock issues.
Savings can be personal savings, or can be business savings taken from previous profits.  Using
savings gives the business complete control over how the funds are spent, and, of course, there is
no debt to repay.  A disadvantage is that it frequently takes a long time to save sufficient funds.

Loans represent debt, and must be repaid with interest.  Businesses borrow money in a variety of
ways, usually from banks or other lending institutions.  Businesses also issue debt instruments
called bonds to borrow money.  Borrowing money instead of waiting to accrue savings allows
business projects to start much sooner.  Issuing stock is the third way to raise financial capital.
The company issues stock certificates, which represent shares in the company.  Each share is
issued at an initial market price, but the future price of the shares fluctuates depending on the 
success of the company.  Stocks represent ownership (equity) in the business, and stockholders
have voting rights proportional to the amount of stock owned.  Stockholders elect a board of 
directors to oversee business operations and make major decisions.  Since stocks are not debt, the
stockholders bear the risk of the success or failure of the business.  If the business earns profits,
stockholders frequently receive dividends, which may grow if the business remains successful.  
An individual wanting to relinquish ownership must sell the shares to another individual.  Stock
markets have evolved to make such transactions easier.  The New York Stock Exchange is 
probably the best known stock market.

Three Types of Business Ownership 

1. Sole Proprietorship 

2. Partnership 

3. Corporation
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� The Role of the Entrepreneur: The key individuals in a market economy who initiate the
production of goods and services to satisfy the wants of consumers are called entrepreneurs.  The
entrepreneur combines the productive resources (natural, human, and capital) to produce goods and
services he or she expects to sell for a price high enough to cover production costs.7 The dollar
amount remaining after all production costs have been subtracted is called profit.

Since the future is not known, it is not certain that entrepreneurs will earn profits.  Many business
ventures suffer losses and eventually fail.8

Entrepreneurs may overestimate consumer demand for a product, or prices of productive resources
may rise unexpectedly.  There could be labor strikes, unexpected and costly government regula-
tions, or increased international competition.  The uncertainty of the future guarantees that every
business venture will entail some degree of risk.  Entrepreneurs will produce goods and services
only if the expected profits are great enough to warrant the risk incurred in production. 

In the final analysis, the market (price) system’s ability to 
provide goods and services depends on the effort and 
ingenuity of individual entrepreneurs.  It is they, responding 
to future and, therefore, uncertain consumer demand, who 
decide what to produce, how to produce, and for whom to 
produce.  Individual entrepreneurs are the driving force in 
the market economy’s answer to the problem of scarcity.

Three Ways Businesses Raise 
Financial Capital

1. Personal or Business Savings 

2. Borrowing (Loans or bonds) 

3. Stock Issues

32

7. Many economists classify entrepreneurship as the fourth basic productive resource. 
8. Only about 50% of small businesses are still operating three years after initial set up.



What Economics Is About

Economics is the study of how individuals and societies use their scarce productive resources to
obtain goods and services.

Every society has

PRODUCTIVE RESOURCES

Which are used to produce

However…

Therefore…
Choices must be made to answer

Three Basic Questions
1. WHAT goods and services will be produced?
2. HOW will the goods and services be produced?
3. WHO will consume the goods and services?

This creates the need for an
Centralized Decentralized
(Command) (Market)

The Basic Economic Problem: Every society must decide how to make the best use of its limited
productive resources.  Scarcity, with the resulting need to choose among competing alternatives, is
the basic economic problem.

33

Natural Resources
All natural resources 

(land, oil, minerals, etc.) 
not produced by people

Human Resources
Human work effort,

both physical
and mental

Goods and Services

Capital Resources
Man-made items such 
as tools, machinery, 

and factories

Economic System

Productive
resources and, 

therefore, goods and 
services are 

limited.

Humanwants are basicallyunlimited.

Scarcity


