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Economic Survival: Resources, Production, and Scarcity

· Have you ever entered a large store such as Wal-Mart and marveled at the thousands of things you can buy? 
· Where did all of the products on the shelves come from? 
· How did they get there? 
· Why are there certain kinds of products and not others? 
· Who decides what price to charge? 
One thing is certain — the products don’t appear by accident. They have to be produced, and then they have to be delivered to the store for you to buy. The subject of economics will help you understand how all of this takes place.

Factors of Production: What We Need to Produce Goods and Services

What does it take to produce a product, such as a pair of jeans? 
Well, economists will tell you that it takes resources, productive resources to be exact. That’s a mouthful, but it’s really not that difficult. There are three basic productive resources: natural resources, human resources, and capital resources. Natural resources (LAND) are things such as minerals, water, trees, and land itself. Several types of natural resources are used to make a pair of jeans. It takes land to grow cotton. It takes minerals to produce the metal for the zipper and buttons. 
What other natural resources needed to produce blue jeans?

1.

2.

3.

Human resources (LABOR), refer to the human effort used in production. Think

of all the kinds of human resources it takes to make a pair of jeans! Farmers,

truck drivers, factory workers, secretaries, and many others are all important in

the production process.

Capital refers to the buildings, machines, tools, and equipment used

in production. It takes an incredible amount and variety of capital to make a

pair of jeans. In fact, it would be impossible to make blue jeans without using

some kinds of capital. 
What kinds of capital would you need?

1.

2.

3.
Entrepreneurship - This refers to the skill, foresight, and determination it takes to start a business and produce a product. Entrepreneurs purchase natural, human, and capital resources and use them to produce goods and services. The entrepreneur hopes that many consumers will buy the goods and services so that he or she can make a profit. Entrepreneurs are the “risk takers” in the production process.

Technology – Because technology is changing so fast and allowing for more efficient production and innovative new products, some economists include technology as a fifth productive resource. The ingenuity and creativity needed to “build a better mousetrap” is invaluable to the production process.

THE BASIC PRODUCTION PROCESS
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NOTES:
_______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Scarcity: There’s No Such Thing as a Free Lunch (or a Free Pair of Jeans!)

When you go shopping, why does it take money to get a pair of jeans? In fact, why does it take money to get just about anything? The reason is that the productive resources used to produce goods and services, including jeans, are limited, but human wants for goods and services are virtually unlimited. This creates the condition that economists call scarcity. A good, service, or productive resource is scarce if there is not enough to satisfy all that people want — at a zero price.
For example, how long do you think jeans would remain on the clothing racks at a department store if they were free? Right! Not very long! What about hammers, if they were free? Right again! Not very long! Everyone would rush to get them. At a zero price there would not be enough for everyone to have all that they want. Blue jeans and hammers are scarce. Can you think of anything that is not scarce?

Because jeans and hammers are scarce, people are willing to pay to get them. It’s a good thing, too. The money that people pay for the jeans is what motivates the entrepreneur to produce them. After all, the entrepreneur could produce other things with his or her productive resources, such as tennis shoes, pizza, or maybe tents for camping.

Opportunity Cost: Every Choice Has One!

Economists use another fancy term you need to know — opportunity cost. When you make a decision, your opportunity cost is the value of your best alternative. For a producer, the opportunity cost of producing a particular good or service is what is given up by not producing the best alternative.

Suppose that an entrepreneur named Mr. Jones believes that blue jeans and tennis shoes are two products that consumers really want to buy. However, because the productive resources needed to produce blue jeans and tennis shoes are limited, Mr. Jones cannot produce both. If he produces tennis shoes he cannot produce blue jeans. The blue jeans would be his opportunity cost. If he decides to produce blue jeans, then he cannot produce tennis shoes. The tennis shoes would be his opportunity cost. It’s important to realize that there is an opportunity cost to every producer’s decision.

More or Less Scarce: Why Tiger Woods is a Millionaire

One more point and then you can get busy and answer the questions. Even though all

productive resources are scarce; some are scarcer than others. This is pretty much

common sense. Oil is more scarce than sand. A doctor is more scarce than a factory worker. A tractor is more scarce than a hammer. As you might guess, the more scarce something is, the higher its price. A productive resource that is very scarce has a higher price than one that is not very scarce. This is why Tiger Woods gets paid so much for his work as a golfer. His talent is very scarce indeed!

Well, that’s enough for now. Here are the key points to remember:

KEY POINTS TO REMEMBER

1. All countries have limited productive resources — natural, human, and capital. Because human wants for these resources exceed their availability, we say that these resources are scarce. Some resources are more scarce than others. The more scarce the resource, the higher its price.

2. All countries use scarce productive resources to produce goods and services.

3. There is always an opportunity cost when people use productive resources. The opportunity cost is the best alternative use for those resources.

KEY TERMS TO REMEMBER
Capital Resources — Capital resources are special goods, such as equipment, machines, and buildings, that are used to produce other goods and services.

Economics — Economics is the study of how people choose to use scarce resources (natural, human, and capital) to produce and distribute goods and services. Economists are people that study economics.

Entrepreneur — Entrepreneurs are the people who organize the productive resources in order to start or expand a business. Profit provides an incentive for entrepreneurs to take calculated risks.

Human Resources (Labor) — Human resources are the people who work to produce goods and services.

Natural Resources (Land) — Natural resources are the “gifts of nature” used to produce goods and services. They are present without human intervention.

Opportunity Cost — The opportunity cost of a choice is the value of the best alternative given up. It is the most valuable alternative that you don’t choose when you make a decision.

Production Process — These are the steps that bring resources together to make goods and services.

Productive Resources — Productive resources are the natural, human, and capital resources used to make goods and services.

Scarcity — Scarcity means that because resources are limited, you can’t have everything you want. Because of scarcity, people must make choices.

Questions to Master

1. In the blanks below, identify some of the productive resources used to produce the desk or chair in which you are sitting.

Natural Resources        

 Human Resources         
Capital Resources

________________      

_________________      
________________

________________      

_________________      
________________

2. In economics, limited productive resources are considered scarce. Explain what it means in economics for something to be scarce.

________________________________________________________________
________________________________________________________________
3. Some productive resources are more scarce than others. Give an example of one productive resource that is more scarce than another.

________________________________________________________________
________________________________________________________________
4. What is the primary clue that tells us whether one productive resource is relatively more scarce than another? Explain briefly.

________________________________________________________________
________________________________________________________________
5. Mrs. Rodman can use her productive resources to open a computer store or start a pizza restaurant. If she decides to open the computer store, what is the opportunity cost of her decision? Explain briefly.

________________________________________________________________
________________________________________________________________
6. In the space below diagram the Production Process. Label your diagram correctly.

Survival in the Desert Response Sheet — Unit 1

Leader: ______________________    Recorder: ________________________
Group Members: _________________________________________________

Discuss with your group:
• How did you decide which items were most important? Least important?
• Why is it important to help you survive?
• How will you use it?
• Who should be in charge of it?
• When should you use it?
How will you allocate? Here are some suggestions:

Brute Force     Cooperation       Rationing             Market            1st Come/1st Served          Favoritism

Lottery

A  How is this an example of scarcity?
________________________________________________________________
________________________________________________________________
B. What does this scarcity problem force your group to do? ________________________________________________________________
________________________________________________________________
D. Why is the ninth item you identified the opportunity cost of choosing the eighth item? ________________________________________________________________
________________________________________________________________



What ethical considerations need to be addressed? 
1. _______________________________________________________________________

2. _______________________________________________________________________

Write a paragraph (at least five sentences) using specific examples from your group or the class discussions explaining how this activity helped you understand the basic concepts of scarcity and opportunity costs. _______________________________________________________________
_____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
