Performance Indicator: Describe the concepts of economics and economic activities (EC:001) LAP 6
OBJECTIVES 

A – Discuss the nature of economics. [included here]
B – Explain economic activities. [separate guide]
DISCUSSION GUIDE
(Slide 5)
•
The gap between limited resources and unlimited wants for goods and services creates 
scarcity.

A.
Economics is sometimes called the study of scarcity.
B.
Our goods and services are said to be scarce, or limited, because not everyone can have everything s/he wants.
C.
The only ways to eliminate scarcity are to find unlimited resources or to limit human needs and wants.

1.
No matter how hard we try, we will never find unlimited resources.

2.
It’s impossible to put a limit on the hopes, dreams, and wants of humankind.

D.
Because our resources are scarce, they must be allocated, or directed to their best use.

1.
Should a person purchase a new cell phone or continue to use her/his existing phone?

2.
Should a business produce its goods by hand or by machine?

3.
Should the government spend more money on education or defense?

E.
The process of deciding which goods and services to purchase or provide so that the most satisfaction can be obtained is known as economizing.

1.
Everyone who has resources tries to obtain the greatest satisfaction from her/his limited resources.

2.
When we economize, we decide how scarce resources will be used.

a.
Suppose that we decide that a piece of land should be used for a nature preserve, rather than for a shopping center.

b.
We’ve decided that we will gain more satisfaction from the nature preserve than from the shopping center.
DISCUSSION GUIDE (Obj. A, cont’d)
(Slide 6)
•
When a choice is made about the best use of resources, the next-best alternative that is given up is called the opportunity cost of that choice.

A.
Opportunity cost is the benefit that is lost when you decide to use scarce resources for one purpose rather than for another.

B.
Examples:

1.
If you decide to study for an economics exam rather than going out with friends, the opportunity cost of your decision is the lost benefits of socializing with others.

2.
If a retailer decides to close on Sundays so that its employees can rest, the store’s opportunity cost is the lost benefits received from being open for business on Sundays.

3.
If a government decides to spend more money on its defense program than on education, its opportunity cost is the lost benefits from education.
DISCUSSION #8: Ask students to explain the opportunity cost of choosing to use a piece of land for a nature preserve rather than for a shopping center.
C.
Before deciding how to use your scarce resources, you should examine the opportunity costs involved.

1.
Ask yourself, “What am I giving up by making this choice?”

2.
If you don’t consider what you are giving up, you may make a poor choice.
(Slide 7)

D.
Economic choices also involve trade-offs.

1.
Individuals, businesses, and governments must be willing to give up all or part of one thing in order to get something else.

2.
Some managers may be willing to accept the production of fewer products if workers produce higher quality products.

3.
The trade-offs that a person or organization is willing to accept should be based on the opportunity costs involved.
DISCUSSION GUIDE (Obj. A, cont’d)
(Slide 8)
•
To use scarce resources efficiently, all societies must answer three basic economic questions.
A.
What will be produced? [What to Produce?]
1.
Societies must determine what and how many goods and services to produce.

2.
They must decide how to allocate their limited resources between production of capital goods and consumer goods.
DISCUSSION #9: Ask students to describe the opportunity cost that results when a society decides to produce more capital goods than consumer goods. What is the opportunity cost of producing more consumer goods than capital goods?
If more resources are devoted to capital goods, societies can make more and better consumer goods available in the future. Societies, therefore, weigh current consumption against future consumption.

B.
How will the products be produced? [How to Produce?]
1.
Most goods and services can be produced in a variety of ways.

2.
Societies must decide the best, most efficient ways to use their limited resources to produce their products.

C.
How will the products be allocated? [For Whom to Produce?]
1.
Societies must determine how the goods and services will be divided among their 
people.

2.
They need to decide how individuals, businesses, and governments will share their products.
(Slide 17)
•
Consumers, businesses, governments, and societies make economic decisions.

A.
The heart of economics is decision making—choosing among alternatives.

B.
The objective of studying economics is to prepare for effective decision making and 
responsible citizenship in society.
ON THE WEB: You can learn more about these three questions and how they can apply to business in the article “Three Basic Economic Questions” by Bobby Jan: http://www.gaebler.com/Three-Basic-Economic-Questions.htm.
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