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The economic problem

Resources i are finite AR

4

but wants #¢Z2 are unlimited, so

Unlimited resources are scarce F#ft.
wants \
e Must Opportunity . -
Scarcityp( e ' cost Scarcity &4 forces
Scarce |/ choice, and every choice
resources .
has an opportunity

cost HlS .
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Factors of production

Four factors of
production 4 =% 2%, each
earning a reward:

m land 1 — rent

m labour 75z — wages

capital &7 — interest

enterprise 1)/ 57 A GE —
profit

Land is a scarce natural resource
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Factors of production — the four rewards

To make goods and services, firms

Land Labour || Capital Enterpris
use four types of resource.

atural resource§ human work |machines, toolsprganises the rest

(fields, water, oi and effort factories H takes the ris
We call them the factors of

- Rent || -» Wages ||~ Interest|| - Profit production 4 ===,
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Opportunity cost

Opportunity cost #1£ 7 is the next best choice you give up. An economic

good 25 is scarce (it has an opportunity cost); a free good % #:4 5 (air) does
not.

\ = opportunity cost

The PPC
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The production possibility curve

'Y
capital on the curve:
goods all resources used

The PPC 4 F=rIgE 14 28 shows

~_ the most a country can make of

outside: two goods.
not possible

Ppc

m on the curve — efficient
inside:

m inside — wasting resources
resources wasted

m outside — not yet possible

>

consumer goods
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Shifting the PPC

capital 4 growth
goods (more / better
resources)

decline \
(war, disaster) \

consumer goods

Economic growth %5%184< shifts
the whole curve outward (more or
better resources). Decline (war,

disaster) shifts it inward.
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Worked example — opportunity cost

A government has £10m and can build a

hospital or a school. It builds the hospital.
What is the opportunity cost?

m Wants are unlimited but resources are
scarce, so every choice gives something up.

m The opportunity cost is the next best
alternative given up.

m = the school.

m It is not “the £10m" — it is what the
money would have bought.

State the one next-best
alternative, not a list of
everything forgone. On a
PPC, opportunity cost is
why you must move along
the curve to gain more of
one good.
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Topic 1 — key takeaways

0 Scarcity e Factors

finite resources, unlimited wants land, labour, capital, enterprise

e Opportunity cost o PPC

the next best choice given up on it efficient; growth shifts it
outward
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Check yourself

0 What causes scarcity?
9 Name the four factors of production.
e What does a point inside the PPC show?

@ \What shifts the PPC outward?

Answers 1. unlimited wants & finite resources 2. land, labour, capital, enterprise
3. resources are being wasted 4. economic growth




