
Scarcity Study Guide 
What is economics?   
Economics is the study of how people and societies choose to use limited resources to try to satisfy 
unlimited wants.   
 
This is the concept of scarcity: humans possess unlimited wants while we have limited resources.  The 
earth has a finite (limited) amount of resources.     
 
Because of scarcity societies therefore have the following 3 economic questions all societies must answer: 
 
1. What to produce?         
2. How to produce?       
3. Who receives the products? 
           
 
The difference between scarcity and shortage is that scarcity always exists and a shortage is temporary. 
 
Factors of Production 
 
Land – natural resources that are available from nature. (Timber, water, and minerals) 
Labor - productive contributions of humans who can work, involving physical and mental activities. 
Capital – all manufactured resources including buildings, equipment, machines, tools, and improvement to 
land that are used for production.  
Human Capital – involves accumulated training and education of workers. 
Entrepreneurship – involves human resources that perform the functions of raising capital, organizing, 
managing, assembling other factors of production, and making basic business policy decisions. The 
entrepreneur is a risk taker. (Bill Gates – Henry Ford) 
 
Wants v. Needs 
 
Needs: things individuals need to survive ex: food, shelter, clothing 
 
Wants: things, either tangible or intangible, that people desire but are not necessary for survival 
 
Good and Services 
             
Goods: physical (tangible) objects that can satisfy people’s wants 
  
Services: actions (intangibles) that one person performs for another to satisfy wants 



 
RELATED CONCEPTS 
 
A.  Price 
          Prices are paid by consumers and determine who receives the production.     
          Money is the tool used by consumers and producers to help the economic process of exchanging 
goods and services.  
         Money is a medium of exchange and measure of value. 
 
B.  Substitute Goods: are used when extreme scarcity causes a good cost to become high or goods you buy 
when you can’t get what you want. 
 
Example: Good       Car                                               Good       ______________    
               Substitute good: Bicycle                                          Substitute ____________________ 
                                           Motorcycle                 ____________________ 
                                           Bus                  ____________________ 
C.  Complementary Goods: exist when they are used in conjunction with each other   
           or goods which go with or complement another good.  
 
example: Good                Car                                     example: Good                _____________   
Complementary good: Insurance                                Complementary good      __________________ 
                                     Gasoline               ____________________ 
                                     Tires               ____________________ 
Causes of change in resource availability 
 
- strike or labor interruption 
- drop in production 
- cutoff of supply from another country 
- insect or weather interruption 
- drought or flooding causing destruction of resources 
 
Opportunity Cost 
Because of the concept of scarcity, individuals, businesses and societies must make trade-offs: sacrificing 
one good or service to purchase or produce another.   
 
This brings us to the concept of opportunity cost: the next best alternative given up as a result of a decision.  
 
Decisions we make everyday involve opportunity cost.   
Ex: Phyllis has the choice to sleep in late or get up early to study for her economic exam.   
 
What is the opportunity cost if Phyllis chooses to sleep in? 
 
What is the opportunity cost if Phyllis gets up early to study?  
__________________________ 
 
 
For each of the following choices, which alternative would you choose? 
 Sleep late or wake up early to eat breakfast? 
 Sleep late or wake up early to go to Starbucks? 
 Sleep late or wake up to pick up a friend on the way to school? 
 Sleep late or wake up early to go on a ski trip? 
 
Most likely you did not choose “sleep late” for all four options.  Your decision depended on the specific 
opportunity cost- whatever you were willing to sacrifice.  
When we select one alternative we have to sacrifice at least one thing and forgo its benefits.  
What is the opportunity cost for each example? 



 
Thinking at the Margin  
When economists look at decisions, they point out one more characteristic in addition to opportunity cost.  
Many decisions involve adding one unit or subtracting one unit, such as one minute or one dollar.  When 
economists decide how much more or less to do, they are thinking at the margin.   
 
This is also referred to as marginal analysis: making decisions based on the impact of the next dollar spent 
or the change one more unit would bring about 
 
Ex: If Phyllis is “thinking at the margin” when trying to decide to sleep in late or get up to study she should 
look at the opportunity cost of each extra hour of studying and compare it to the benefit.   
 
        
 
 Options             Benefit   Opportunity Cost 
 
1st hour of study time  Earns a C on Econ test One hour of sleep  
2nd hour of study time  Earns a B on Econ test Two hours of sleep  
3rd hour of study time  Earns a B+ on Econ test Three hours of sleep  
 
 
Marginal Utility- additional amount of satisfaction that comes from adding each additional unit. 
 
“Guns or Butter”- a phrase that refers to the trade-off which nations face when choosing whether to 
produce more or less military or consumer goods. 



 
Productions Possibilities Curves 
 
-A graph that shows alternative ways to use an economy’s resources.   
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Point A (any point inside the line) on the graph represents a point where resources are underutilized (all are 
not used). 
Point B (any point on the line) on the graph represents a point where resources are being used efficiently 
(all resources are being used) 
Point C (any point outside the line) on the graph represents a point which is impossible with the available 
resources. 
 
Movement of the line 
Line moves down and left: if resources are lost – ie. Loss of land in a war 
Line moves up and right: if resources are gained – ie. New forms of technology are developed, cheaper 
labor enters the market. 


