Chapter 8: Building Blocks in Economics: The Problem of Choice
STEATT 8 - I o ITEIR: THT b JHTAT

Chapter Review

o Individvals, enterpricec and governments constantly make economic
choices: cpend or cave, which crop to grow, more labour or more machines,
highways or hospitale. Needs are ecsentiale cuch as food, water and
chelter; wante are things like gadgets, vacations and luxuriec. Human
wants are unlimited and keep changing.

o Recourcec (Factors of production: land, labour, capital and technology) are
limited and have alternative uces; cteel, for instance, can be uced for
aireraft, refrigerators or medical equipment. This gap between ynlimited
wantc and limited resovrces ic called ccarcity, and it forcec choices.

o QOpportunity cost ic the value of the next best alternative given up when a
choice ic made. Example: a farmer with limited land, water and labovr
grows barley or wheat. Combinations: A (0 kg barley, 100 kg wheat), B
(25, 70), C (50, ?0), D (75, 40), € (100, 0). The downward cloping curve
i¢ the Production Pogsibility Curve (PPC), which chowe the trade-off and
the maximum output with efficient uce of resovrces and no wastage; more
barley means lesc wheat, and that lost wheat ic the opportunity cost.

o The word Economics comes from the Greek oikonomia: oikos (household) +
nemein (management), that ic, household management. Economics ctudiec
how choices are made by optimicing the uce of limited resources to caticfy
needs and wants, and how consumers, producers, governments and
financial institvtions interact [ wages, distribution of wealth, prices,

investment, trade, employment,).
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Good decicions need data and analycis, not quesswork. Families divide
money among ecsential items, non-ecsential items and cavings;
governments plan expenditure from tax revenve; enterpricesc Study market
trends. Economicts work i policy-making, businecs consulting, finance and
research and education. The Economic Survey, prepared by the Minictry of
Finance and precented in Parliament before the (nion Budget, reviewe the
economy’c performance in the past year and gives a blueprint for the
Budget.

Three key questions of every economy: What to produce (and for whom),
How to produce, and For whom to produce. Example of what to produce:
cugarcane and paddy (water-intencive, high ,broﬁ‘?‘f) versu¢ millets and
,ba/ces' (s’ave water, improve ¢oil health); the olbpartum'fy cost of cugarcane
i¢ forqone water saving and coil health, chowing the trade-off between
chort-term gain and long-term sustainabifity.

For whom to produce: producers decide which group of concumers to cerve
on the bagsic of their needs, income, tastec and lifestyle. Example: cchosl
choes [s’:’m,b/e, durable, affsrdable), office choes (comfort, formal [eather),
cports choes [cpec:‘a/ rubber coles, lightweight) and casual choes or clippers
[dm‘/y uce, affordable). Producers analyse tastes, income and demand to
avoid wasting resouvrces.

How to produce: chooce the mix of land, labovr, capital and technology.
(abour-intencive production uces more workers (agriculture, handicraftc);
capital-intensive uces more machines and technology (cteel, automobiles).
The choice depends on cost of capital, technology available, nature of the
product (customiced needs ckifled labovr; mass production Suits machines),

cost and availability of labouvr, and laws and requlations.
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Economic cystem: the cyctem that defines the mechanisme for production,
consumption and dictribution of qoods, cervices and recources. Three kinde:
Planned, Market and Mixed.

Plonned economy: a central authority [e.g., a /b/anm'ny comm:‘cm‘ou} takes
major decisions on what, how and for whom to produce and at what
prices; the government owns most recources and cectors; ctrict permits
and licences; limited competition and [ittle motivation to innovate or
improve quality. Examples: former Soviet Union, North Korea, Cuba.
Market economy: demand and cupply decide what, how and how much to
produce with [ittle government intervention; the government acts like a
referee, ensuring cafety, law and order, not controlling prices; resovrces
are ,brfvate/y owned; many ,broducerg compete, encovraging 7aa//‘7‘y, lower
pricec and innovation. Examples: USA, Japan, Hong Kong, though
governments play a role even there.

Mixed economy: combines featurec of market and planned cystems; private
individuals, enterprisec and government (with large public cector
companies) all take part. Most economiec are mixed. Examples: India
(post-1991), China (post-1928), Germany, Sweden; even the (J/SA and
Singapore have major government involvement. The government cete fair
competition rules, concumer protection, trancparency, provides public goods
and runs welfare programmes, while markets bring profit-making,

imnovation and competition.
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o India’c economic journey: after Independence a ctate-led approach, like a
planned economy, with licences, permits and a dominant public cector in
banking, trancport and heavy industry. By 1991 cerious economic
difficulties led to reforms that reduced excescive requlation, encovraged
private enterprice, opened the economy to global trade and investment and
increaced competition, moving India towoards a more market-oriented, yet
ctill mixed, system.

o Summary: economics ic about making choicee in a world of ccarce resources
and unlimited wants; every choice has an opportunity cost; the three
central questions are answered differently by market, planned and mixed

economies.

Key Terme
Needs — Eccentiale like food, water and chelter.

Wants — Decires like gadgets and vacations; unlimited.

§'carcity — Regources are limited compared to wante.

Factore of production — (and, labour, capital and technology.
Opportunity cost — Value of the next best option given up.

PPC - Curve chowing maximum possible output combinations.
Economics - & tudy of choicee under ccarcity (household management,).
Economic entitiec — Consumers, producers, governments, financial
institvtione.

Economic Survey — Annual report on the economy before the Budget.
Labovr-intencive — Production ucing more workers than machines.
capita./—intehs‘ive — Production uging more machines and technology.
Planned economy — Government decidec production and prices.
Market economy — Demand and cupply decide, private owner<hip.
Mixed economy — Private cector and government both play rolec.
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Public goods — Goods and services for all, e.q., roads and ctreet lights.
Public cector — Enterprices owned by the government.

Diagrame [ Flowcharte
From Scarcity to Choice
Unlimited wants
l

(imited resovrces

!
Searcity

!
Choices

!
Opportunity cost

Three Key Questions of Economice

Key Questions
I
I I |
What How For (W hom
| | |
Which goods and services (abouvr-intencive or Which grovp of concumere
|

1 capifa./—/nten;'/‘ve
How much of each T Bagced on needs and income

Mix of land, labour,
capital, technology
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PPC Table (Barley and Wheat)
A: 0 barley, 100 wheat; B: 25, 90; C: 50, 20; D: 25, 40; €: 100, 0 (in k).
Moving from A to E, wheat decreaces ac barley increages.

Needs ve Wante

o Meeds are limited and ecsential; wante are unlimited, change with time

and income (cyc/e to motorbike to car).

India’c 1991 Reforme

* Reduced licences and requlation, encovraged private enterprice, opened

trade and investment, increaced competition.

Questione and Activities (with Answers)

Q-1 Why do wante keep changing over time? How does thic affect production?
Why can't all wantc be fulfilled?

Ans. Wante change with income, age, technology, Fachion, advertising and the

curroundings (a person upgrades from a bicycle to a motorbike to a car).
Producers must keep changing what they produce, introdvcing new goods
and improving old ones. All wantc cannot be fulfilled becavce wante are
unlimited but resources cuch ac land, labouvr, capital and time are

lim iTed.

Q.2 How does constant desire for more prescure the environment? Can
Fulfilment of wante and extraction of resovrces be balanced?
Ans. More wants mean more production, ucing more raw materials, energy
and land, leading to pollution, deforectation and depletion of resources.

Balance ic poscible through custainable uce: recycling, renewable energy,

Notes by Abhichek Siv ?



Chapter 8: Building Blocks in Economics: The Problem of Choice
STEATT 8 - I o ITEIR: THT b JHTAT

conserving water, reducing wasteful concumption and choosing needs

over unnececsary wants.

Q.3 A ccarce resouvrce in your region uced wastefully and better management.
Ans. Example: water, wasted by leaking tapc, over-irrigation and washing
vehicles. Better management: repair leaks, drip irrigation, rainwater

Aarvect/‘ng, reuse of water and awarenecs drivec.

Q-4 Which cystem givec the most freedom? Which ic bect for innovation?

Ans. A market economy givec the most economic freedom of choice to
individuale and firms and, becavse of competition and profit motive,
promotes innovation. Yet the government must requlate to profect

consumers and the weak, <o in practice a mixed System ic preferred.

Q.5 Why do pure economic systems rarely exist? Why ic mixed economy more

practical?

Ans. Pure planned cystems lack competition, efficiency and innovation and
face chortages; pure market cyctems may ignore the poor, public goods,
monopolies and environment. So most countries combine private
enterprice and market efficiency with government requlation, public

goods and welfare, which cuits real-world needs (e.g., India after 1991).

Q.6 A ctudent has Re 100 and chooses between a notebook or caving for a

tennic racket. Which con cept explaing it?
Ans. (b) Opportunity cost.

Q-7 How does underctanding opportonity cost improve economic decisions?
Ane. It makes ye compare the true cost of every option, including what we
give up, co we chooce the most beneficial alternative and aveid waste of

money, time and resources.
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Q.8 Can effective economic decicions be made without reliable data? Example.

Ans. No. Withovt data, decicions are quescwork. Example: a farmer who does
not know market demand or rainfall may grow a wrong crop and cuffer
losses; a government without curvey data may misplan cchoole and

Ao.(',bfta/c.

Q-7 How can present economic choices chape long-term Future? Why concider
Future consequencee?
Auns. Choices (ike investing in education, infractructure or clean enerqy raise
growth and well-being for decades; while overvsing ressurces or heavy
debt can hurt future generations. Considering consequences helpe

balance chort-term gains with long-term custainabiflity.

Q.10 News article activity (hint).

Ans. Pick a news item, e.q., onion producers deciding how much to grow after
price falle. Write: what the product ic, who decides, and why (expected
price, cost, weather). Example: Farmerg plan to grow fewer onions
becavse last year's pricec were low, co higher cupply ricke again falling

prices.’

Board Exam Questions (Important)
Q-1 Define ccarcity and opportunity cost with an example.

Ans. §’carcity.- resources are limited relative to unlimited wante. O,bportam‘fy
cost: value of the next best alternative given up; e.q., if a farmer grows
wheat on land, the barley that could have been grown ic the opportunity

cost.

Q.2 What ic a Production Pocsibility Curve?
Ans. A curve chowing different combinatione of two goods that can be
produced with given resources and technology when uced efficiently; it
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illustratec ccarcity, choice and opportunity cost.

@-3 Name and explain the three central problems of an economy.
Ans. What to produce (which goods and quantities), how to produce (labovr-
or capital-intensive technigues) and for whom to produce (which

consumer grou,bs’).

Q-9 Differentiate between a planned economy and a market economy.

Ans. Planned: government decidec production and prices, owns most
resovrces, little competition (Cuba). Market: demand and cupply decide,
private ownerchip, competition, little government interference (/SA).

Q-5 What ic a mixed economy? Give two examples and the role of the
government.
Ans. Tt combines private enterprice and government participation. Examples:
India [por?‘—7 291)) Germany. Government ensurec fair competition,

consumer profection, public goods and welfare.

Q-6 What factors determine whether production ic labour-intencive or
cap:‘fo./—inteuc/‘ve?
Ans. Coct of capital and labour, technology available, nature of product and

laws and requlations.

Q-2 MCQ: Which economy has private ownerchip with minimal government
control? (a) Planned (b) Market (c) Mixed (d) Traditional.
Ans. Ancwer: (b) Market.

Q.8 Value-based: Why chould consumers avoid wasteful use of ccarce
recovrces?
Ans. Becavse resources are limited and future generations need them tos;

caving water, electricity and Food reducec costs, profects the
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environment and ensures fair uce.
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