
BUILDING BLOCKS IN ECONOMICS 

                               

 

Scarcity 

• Resources (money, time, land, water) are limited. 

• Human wants are unlimited. 

• It refers to the basic economic problem where human wants are unlimited, but the resources 

available to satisfy those wants are limited. 

• Example: A family has ₹500. They must decide whether to buy groceries or a new toy. 

Choice 

• Because of scarcity, we must make choices. 

• Choosing one option means giving up another. 

• Example: If you spend time playing cricket, you cannot use that same time to study. 

Scarcity and Choice Go Together 

• Scarcity means resources are limited (like money, time, land, or energy). 

• Because of scarcity, we cannot have everything we want. 

• This forces us to make a choice — we must decide which need or want is more important. 

• Every choice involves giving up something else, which is called opportunity cost. 

Example: 

You have only ₹100. 

• You want to buy a book and go to the cinema. 

• Since money is scarce, you must choose one. 

• If you buy the book, the cinema is the opportunity cost. 

     Conclusion: Scarcity creates the need for choice, and choice always comes with a cost 



 

MEANING: It is the cost of the next best alternative foregone.  

For example, Mr X is working in a bank at a salary of Rs 40,000 per month, and he receives two more job 

offers: a) To work as an executive at Rs 30,000 per month. 

             b) To become a journalist at Rs 35,000 per month. The opportunity cost of working in the bank is  

                  The cost of the next best alternative foregone, i.e., Rs 35,000.  

 



 

 What Economists Do:  

• Study Scarcity & Choices Economists examine how limited 

resources (land, labour, capital, money, time) are allocated among 

competing needs. 

• Analyse Human Behaviour. They observe how individuals, 

businesses, and governments make decisions about spending, 

saving, producing, and consuming. 

• Provide Policy Advice Economists recommend measures to 

reduce poverty, control inflation, generate employment, and 

promote growth. 

• Forecast Trends Using data and models, they predict demand, 

supply, prices, and future economic conditions. 

• Solve Real Problems. They help tackle issues like unemployment, 

rising prices, inequality, and environmental challenges 

 



 How Economists Study Production: 

Production means creating goods and services. Economists study: 

• Inputs: Land, labour, capital, and entrepreneurship. 

• Techniques: Labour-intensive (more workers) vs. capital-intensive (more machines). 

• Efficiency: How to produce more with fewer resources. 

• Example: Deciding whether India should use more machinery or more workers in 

agriculture. 

 How Economists Study Distribution 

Distribution refers to how goods, services, and income are shared among people. 

Economists analyse: 

• Who gets what share of resources. 

• Income inequality between rich and poor. 

• Role of taxes and subsidies in fair distribution. 

• Example: Government giving free ration to poor families ensures fair distribution of 

food. 

 

 How Economists Study Consumption 

Consumption means how people use goods and services. Economists study: 

• Consumer preferences: What people like to buy. 

• Spending patterns: Necessities vs. luxuries. 

• Impact of prices and income: How changes affect demand. 

• Example: If petrol prices rise, people may shift to public transport. 

 Real-Life Connection 

• Economists help governments design policies like GST, subsidies, or welfare 

schemes. 

• Their work connects theory with everyday life — from the food we eat to the jobs 

we do. 

• Example: Studying how rising onion prices affect household budgets and suggesting 

measures to stabilize prices 

                                                                          ************************ 

 



CENTRAL PROBLEMS OF AN ECONOMY 

 

 

 

Central Problems  

• 1. What to Produce 

• 2. How to Produce 

• 3. For Whom to Produce 

These are called central problems because they are the most basic 

economic problems and all other issues revolve around them. 



 

 

 Allocation of Resources  

Meaning: Allocation of resources refers to the assignment of scarce 

resources in such a way that maximum satisfaction of human wants 

is achieved. 

1️⃣ What to Produce  

This problem involves deciding which goods and services to produce 

and in what quantity. An economy cannot produce everything due to 

limited resources. 

Aspects: 



• What goods to produce: Consumer, Capital, Civil, or War 

goods. 

 

• How much quantity to produce: Deciding the specific quantity. 

Examples: 

• Producing more sugar → less production of other goods 

• Producing defence goods → less production of civilian 

goods 

 
 

 

 



 

 Guiding Principle: Allocate resources to achieve maximum 

aggregate satisfaction. 

2️⃣ How to Produce 

This problem refers to the choice of technique used in production: 

• Labour-Intensive Technique (LIT): More labour, less capital. 

• Capital-Intensive Technique (CIT): More capital, less labour. 

Choice Depends On: 

• Availability of labour and capital 

• Cost of inputs 

• Level of technology 

• Economic conditions 

Examples: 

 Handloom industry → Labour-intensive 

 Modern factories → Capital-intensive 

 



•  
 

 Guiding Principle: Use the technique that is most efficient and 

cost-effective. 

 

 

3️⃣ For Whom to Produce 

This problem deals with the distribution of goods and services. Since 

resources are limited, goods cannot satisfy everyone equally. 

Distribution depends on income and purchasing power.Higher 

income leads to more consumption, while lower income leads to 

limited consumption. 

Why does this problem arise? 

Production is done using 4 factors: 



• Labour → gets wages  

• Land → gets rent  

• Capital → gets interest  

• Entrepreneur → gets profit  

 So, whoever earns more income can buy more goods. 

 

 

 

The problem can be categorised under two main heads:  

                                                                                   

  1. Personal Distribution- It means: 

How total income is shared among people                             

 Example: 

• A rich person earns ₹1,00,000/month → can buy car, AC, 

branded clothes           

• A poor person earns ₹10,000/month → can buy only basic food 

and clothes                     

So, goods are produced more for rich people because they can pay 

more. 

 

 

  2. Functional Distribution  

It means: 

How income is shared among factors of production         



Example: 

In a factory: 

• Workers get wages   

• Owner earns profit   

• Bank gets interest   

• Landlord gets rent   

 Each gets income based on their contribution.  

 



 

 

 

Guiding Principle  

Production should satisfy the needs of all people as much as 

possible 

Examples: 

• Luxury goods are consumed by rich people  



• Basic necessities are consumed by all people  

• Subsidised goods are provided to poor sections 

 

Problem Focus Key Idea 

What to Produce Goods & Quantity Priority & Choice 

How to Produce Technique Efficiency 

For Whom to 
Produce 

Distribution Income & Equity 

   

Economic Analysis Helps in Policy-Making & Real-Life Problems 

Meaning  

Economic analysis means: 

Studying data, trends, and problems to make better decisions 

for the country 

 

Role of Economic Analysis in Policy-Making  

1. Helps Government Make Better Policies 

Economic analysis helps the government understand people’s needs 

and identify problem areas. It guides decision-making for effective 

policy formation. 

Example: 

If food prices rise (inflation), the government may reduce taxes or 

increase food supply. 

2. Ensures Proper Use of Resources 

Since resources are limited, economic analysis helps decide where 

money and resources should be allocated efficiently. 



Example: 

Government may allocate more budget to education          or healthcare 

based on priority. 

3. Reduces Poverty and Inequality 

It identifies poor sections of society and income gaps, helping the 

government design welfare schemes. 

Example: 

Schemes like free ration or employment programs are introduced for 

weaker sections. 

4. Controls Economic Problems 

Economic analysis helps manage major issues like inflation and 

unemployment by finding their causes and solutions. 

Example: 

Government may create job opportunities or control rising prices. 

5. Solves Real-World Problems 

It studies practical issues like unemployment, poverty, and 

environmental problems and suggests suitable solutions. 

Example: 

Skill development programs for jobs and pollution control laws    for 

environmental protection. 

Conclusion 

Economic analysis helps the government take smart, informed 

decisions to solve economic problems, use resources efficiently, and 

improve people’s standard of living. 
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