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7.3: Understanding Economics and Scarcity

Explain scarcity

Throughout this module you’ll encounter short videos that explain complex economic concepts in very simple terms. Take the
time to watch them! They’ll help you master the basics before heading to the readings (which tend to cover the same
information in more depth).

You can view the transcript for “Episode 2: Scarcity and Choice” (opens in new window).

As you watch the video, consider the following key points:

1. Economics is the study of how humans make choices under conditions of scarcity.
2. Scarcity exists when human wants for goods and services exceed the available supply.
3. People make decisions in their own self-interest, weighing benefits and costs.

Scarcity

The resources that we value—time, money, labor, tools, land, and raw materials—exist in limited supply. There are simply never
enough resources to meet all our needs and desires. This condition is known as scarcity.

Figure : Kansas Summer Wheat and Storm Panorama.
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At any moment in time, there is a finite amount of resources available. Even when the number of resources is very large, it’s
limited. For example, according to the U.S. Bureau of Labor Statistics, in 2016, the labor force in the United States contained more
than 158 million workers—that’s a lot, but it’s not infinite. Similarly, the total area of the United States is 3,794,101 square miles—
an impressive amount of acreage, but not endless. Because these resources are limited, so are the numbers of goods and services we
can produce with them. Combine this with the fact that human wants seem to be virtually infinite, and you can see why scarcity is a
problem.

Economics
When faced with limited resources, we have to make choices. Again, economics is the study of how humans make choices under
conditions of scarcity. These decisions can be made by individuals, families, businesses, or societies.

Let’s consider a few decisions that we make based on limited resources. Take the following:

Question 1: What classes are you taking this term?

Are you the lucky student who is taking every class you wanted with your first-choice professor during the perfect time and at the
ideal location? The odds are that you have probably had to make trade-offs on account of scarcity. There is a limited number of
time slots each day for classes and only so many faculty available to teach them. Every faculty member can’t be assigned to every
time slot. Only one class can be assigned to each classroom at a given time. This means that each student has to make trade-offs
between the time slot, the instructor, and the class location.

Question 2: Where do you live?

Think for a moment, if you had all the money in the world, where would you live? It’s probably not where you’re living today. You
have probably made a housing decision based on scarcity. What location did you pick? Given limited time, you may have chosen to
live close to work or school. Given the demand for housing, some locations are more expensive than others, though, and you may
have chosen to spend more money for a convenient location or to spend less money for a place that leaves you spending more time
on transportation. There is a limited amount of housing in any location, so you are forced to choose from what’s available at any
time. Housing decisions always have to take into account what someone can afford. Individuals making decisions about where to
live must deal with limitations of financial resources, available housing options, time, and often other restrictions created by
builders, landlords, city planners, and government regulations.

Problems of Scarcity

Every society, at every level, must make choices about how to use its resources. Families must decide whether to spend their
money on a new car or a fancy vacation. Towns must choose whether to put more of the budget into police and fire protection or
into the school system. Nations must decide whether to devote more funds to national defense or to protecting the environment. In
most cases, there just isn’t enough money in the budget to do everything.

Economics helps us understand the decisions that individuals, families, businesses, or societies make, given the fact that there are
never enough resources to address all needs and desires.
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