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Basic Economic
Concepts

Above: These patrons
(consumers) at one of New
Orleans's many restaurants
(producer) are about to
enjoy a wonderful meal
(goods).

Basic Economic
Concepts
As you read, look for:
• how people satisfy their wants and needs,
• the four basic economic questions,
• types of economic systems, and
• vocabulary terms goods, services, consumer, producer,

natural resources, human resources, capital resources,
scarcity, opportunity cost, supply, demand, profit, traditional
economy, command
economy, and market
economy.

The students at West Feliciana Middle
School learned important economic
concepts as they role-played the fu-
ture. They will remember they wanted
more than their money could buy, and
they had to make choices. They
learned what happened when they
made poor choices. This real-world
activity showed the students how an
economic system works.

Wants and Needs
Communities develop systems to

meet their economic needs and wants. All people have the same basic needs—
food, clothing, and shelter. But people’s wants—things that they would like
to have to make their lives more comfortable—are almost unlimited. People
satisfy their needs and wants through goods and services.

Goods are physical items such as food, clothing, cars, and houses. Services
are activities people do for a fee. Some examples of services are car repairs,
house painting, and concerts.

A consumer is a person who satisfies a want or a need by buying a good or
service. You are a consumer when you pay for a haircut or buy a cheeseburger. A
producer is a person or business who uses resources to make goods or provide
services. You are a producer if you mow lawns or make and sell beaded bracelets.
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�LagniappeLagniappe
People in Louisiana spend
more than $4 billion a year

eating in restaurants.



Resources and Scarcity
Consumers’ needs and wants are unlimited, but the

resources required to satisfy them are not. Resources
include natural resources, human resources, and capi-
tal resources. A natural resource is a gift of nature,
part of the natural environment such as water, trees,
or minerals. Human resources are the people who
produce the goods and provide the services. Capital
resources are the money and property—factories,
tools, bridges, machines, and other items—used to
produce goods and services. Because these resources
are limited, they are said to be scarce.

Scarcity means that people need and want more
than the available resources can provide. Scarcity af-
fects you when you can’t get a ticket to a sold-out
concert. You benefit from scarcity if you are the only
babysitter in your neighborhood and can get all the
jobs you want.

Making Choices
Scarcity requires both producers and consumers to

make choices. The unlimited needs and wants of people
must be balanced with the limited resources in the
world. Limited resources can produce only limited
amounts of goods and services. Choosing how to use

the resources is the basis of an economic system. In the economic system of
the United States, individuals, businesses, and communities make choices.

Costs and Benefits
Each choice is an opportunity, with both a benefit and a cost. Suppose that

you go to the mall with $40. You could choose to buy a shirt or two CDs. If you
choose the shirt, that is your opportunity benefit. You have a new shirt to take
home. You do not have two new CDs because you chose the shirt. Your oppor-
tunity cost is the two CDs. That is what you did not choose. Opportunity cost
is the value of your second choice, the next best alternative.

Opportunity benefits and costs also apply to other choices, such as using
resources or using time. The opportunity cost in these choices is also the value
of the alternative that you do not choose.

For example, when you graduate from high school, your choices might
include getting a job, joining the military, and going to college. The choice
you make is your opportunity benefit. Your second choice is your opportu-
nity cost, what you give up when you make your choice. If you choose to go
to college instead of taking a job, your opportunity cost is the salary of the
job you didn’t take.
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Above: What two types of
resources are illustrated
in this photograph?



Above: The prices Louisiana
farmers receive for their
cotton depends upon supply
and demand. For example,
when the supply of cotton is
high, the price farmers
receive decreases. When
the supply of cotton is low,
the price farmers receive
increases.

Trade-Offs
Some choices can include trade-offs. Sometimes an either/or choice is not

the best. People may combine parts of each choice as a trade-off. If you need
money to go to college, you may take a part-time job and enroll in the local
community college. You have made a choice with some trade-offs to get what
you want and need. You decide that limiting your choices to either going to
college or working is not best for you.

Supply and Demand
How much is for sale? How much will be

bought? The answers to these questions ex-
plain the concept of supply and demand.

The supply is the quantity of a good or ser-
vice offered for sale. A producer decides how
much of the good or service to offer for sale.
The demand is the quantity of a good or ser-
vice consumers are willing and able to buy.

Consumers will buy more goods or services
at lower prices and buy fewer at higher prices.
Producers will make more to sell at higher
prices and make fewer to sell at lower prices.
You would like for the price of CDs to be $1,
but no one would produce them to sell at that
price because they could not make a profit.
(A profit is the amount left after costs are
subtracted from the price.) A producer would like to sell CDs for $100 and make
a high profit, but you would not buy them at that price.

In the American economy, producers and consumers reach a balance be-
tween supply and demand. The price has to be high enough for the producer
to be willing to supply the goods or services and low enough for the consumer
to demand (or buy) them.

Basic Economic Questions
Every economy functions by answering the four basic economic questions:

(1) what to produce, (2) how to produce, (3) how much to produce, and (4) for
whom to produce.

People often join together in an economic group to meet their needs and
wants. For example, a class in Caddo Parish is planning a field trip to Baton
Rouge. They want to pay for the trip themselves. They begin by deciding how
to make the money they need. What will their product be? Will they sell goods
such as candy or a service like a car wash?

They have to determine what resources they have. If they choose a candy
sale, they would need to buy the candy to sell. Money is a capital resource
they do not have. They do have human resources, the thirty students in the
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Above: A car wash is an
example of a service.
Even groups who decide to
hold a car wash must answer
the four basic economic
questions.

class. Based on these available resources,
the class decides to have a car wash. This
decision answered the economic question
of what to produce.

Because the students chose a car wash,
the opportunity cost is the amount of profit
they would have made if they had sold candy.
The students could only estimate what this
amount might have been.

After they decide what to produce, they
need to decide how to do it. When will they
have the car wash? Where will they have it?
What will the work schedule be? What sup-
plies will they need? How will they wash each

car? When all these plans are complete, the group has decided how to produce.
To decide how much they can produce, they consider their time and resources.

Because they have a limited amount of time and a limited number of students,
they cannot wash an unlimited number of cars. Their community also has a
limited number of people who might want a car wash. The economic concept
of scarcity affects their decision of how much to produce.

To determine who they are producing for, they need to know more about
the consumers. Who might buy a car wash? What consumers will they target?
Do they choose a location with heavy traffic and count on attracting people
who pass by? Or do they advertise the car wash in advance? By advertising,
they may attract more people.

Other factors may influence the success of the car wash. The students learn
they have competition. A club from another school is having a car wash across
the street on the same day. Their teacher says they must consider supply and
demand.

The supply of car washes is now two instead of one. How will this affect the
demand for their car wash? Their teacher reminds them that demand means
how many people will want to get a car wash from them. What happens when
consumers have two car washes to choose from? Are there enough available
consumers for both car washes to succeed?

How can they plan for this competition? Will they have a lower price than
the other group to attract consumers? What if the other group responds with
an even lower price?

These students were able to apply all that they had learned about economic
concepts to help ensure the success of the car wash. The money they made
helped pay their expenses for the field trip.

Economic Systems
A person who studies the economy is called an economist. These specialists

study the way groups organize to answer the four basic economic questions.
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Four basic economic questions:
• What to produce
• How to produce
• How much to produce
• For whom to produce



Above: For producers to
succeed in a market
economy, they must get
their goods to consumers.
One way to do that is shown
above, as barges and
freighters deliver materials
on the Mississippi River.

1. What are goods and services?
2. What is the difference between a consumer and a producer?
3. What does scarcity mean?
4. What is an opportunity cost?
5. What is supply and demand?
6. Which economic system depends on supply and demand to

set prices?

Check for UnderstandingCheck for Understanding✓✓

Economists have identified three basic
kinds of economies. An economic system
may be a traditional economy, a command
economy, or a market economy. An econ-
omy may also function as a combination
of these three.

In a traditional economy, customs,
habits, and beliefs determine how the four
basic economic questions are answered. If
the class in Caddo has a candy sale because
all the classes for the last twenty years have
had candy sales, this is like a traditional
economy. They follow the custom and an-
swer the economic questions the way ear-
lier classes did. They may even say it is a school tradition to have a candy sale.

In a command economy, the government controls the economy and an-
swers the four basic economic questions. If the students have a car wash be-
cause the principal says this is the only kind of fundraiser they can have, this
is most like a command economy. The principal is like a government, making
the decisions to answer the economic questions. One positive effect of having
the principal involved is the advantage of her power and authority. She may
be able to talk to the principal at the other school and make an agreement to
hold the car washes on different weekends. This is like the way the govern-
ment controls competition in a command economy.

In a market economy, individuals answer the four basic economic ques-
tions based on supply and demand. This economic system is also known as
free enterprise and is based on private ownership and the freedom of individu-
als to make economic choices. If the students are allowed to answer the ques-
tions themselves, this is most like a market economy. To be successful in a
market economy, the students answer the four economic questions carefully.
Decisions are based on the information they gather.
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