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Chapter II - Specialization and Exchange
What is an Economy?

An Economy is an area in which people make or produce goods & services. This area can be of any size, with any number of people involved. For e.g., we can talk of a local economy, such as a village, town or city.

The Private Sector in an economy is made up of all the organization and firms owned and by the members of the general public. It also consist of private individuals and voluntary organizations

The Public Sector in an economy is owned and controlled by a government. It consist of government organization and good and services provided by the government such as the State Education, roads, public parks, the armed forces and legal system.

Production is an activity designed to satisfy people’s wants. The things that satisfy people’s wants are goods like television, cars, furniture and food and also services like teaching, health care and retailing. Production, therefore involves the making and selling of goods and services.

Consumption is the using up of goods and services to satisfy our wants is known as consumption. When we eat, we are consuming food, when we watch television we are consuming electricity, the television set and the services of a television company. When we go to school, we are consuming the services of teachers.
The people who buy goods and services to satisfy their wants are known as consumers and their spending is called consumption expenditure.

Exchange – In order to obtain the goods and services they cannot produce themselves, people engage in trade or exchange. In modern economics most people are able to do this by going to work to earn money. They then exchange this money for the goods and services they want that are produced by other workers.

Resources: The Factors of production

The scarce resources available for use in the production of goods and services to satisfy our wants are called factors of production. These are the inputs into a production process from which an output of goods and services emerges. They can be grouped under for main headings.

· Land – The fertile soil vital to the growth of plants, minerals such as coal and oil and animals for their meat and skins are known as natural resources, but to simply economist call all of these lands. Land therefore includes the seas and rivers of the world, forest and deserts, all manner of mineral from the ground, chemicals and gases from the air and earth’s crust.
· Labour – They provide the physical and mental efforts to make goods and services. People who work with their hands and use their brains to help make goods and services provide human resource or what is termed Labour.
· Enterprise – The business know how or the ability to run a production process, is known as enterprise. The people who have enterprise and can control and manage firms are called entrepreneurs. They are the people who take risk and decision necessary to make a firm run successfully.
· Capital – The man made resources which help to produce many other goods and services are known as capital. Economics tend to talk of units of factors of production. For e.g. and economist might say that a firm has employed thirty more units of capital. This simply means that it had bought thirty new machines.
Types of Goods

· Consumer goods and Services – A consumer good is any good that satisfies consumer’s wants. Some of these consumer goods are called consumer durable goods because they last a long time, for example, cars, washing machine, television, compact disc players, computers etc. Non durable goods are those which have a short life, for example food, drink, matches, petrol, washing powder.
Sometimes our wants are satisfied by someone doing something for us. These are called consumer services. Examples would include the services of a doctor, banker, insurance agent, teacher, and policeman.
· Capital goods – Man made resources which help to produce other goods and services are known as capital goods. For example, screwdrivers, drills, plough, lorries, roads, power stations and factory building are capital goods because they are not wanted for themselves, but for what they can help to produce. Capital goods are bought by producers. The buying of capital goods is known as investment.
· Public goods -    goods and services which are provided by a government because everyone benefits from them, even if they do not pay for them are called public goods. A government provides these goods and services as no private firm would wish to produce them, because nobody would pay for their use. Examples of public goods include defence, the police law and order, protection of their environment, light house and of course street lighting.
· Merit goods – sometime a government provide goods and services because it thinks that people ought to benefit from them, even if they cannot afford to buy them and to benefit the economy such goods and services are called merit goods. Examples of these goods are healthcare and education.
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Q1) Assume that a country produces only two goods x & y and that when the resources are fully employed, it can produce any of the following combination of good x and good y

	Good X
	Good Y

	100
	0

	95
	20

	82
	40

	64
	60

	35
	80

	0
	95


1. On a graph paper, sketch a production possibility curve for the country.(attach the graph paper with the worksheet)

2. What is the opportunity cost of increasing the production of Good X from 82 units to 95 units? 

Q2) Define the terms; 
1) Opportunity Cost: ​​​​​​​​​
2) Production Possibility Curve:
Q3) What is the difference between Public Sector & Private sector?
Q4) Explain brief the types of goods.

Q5) What do you mean by Factor of Production? What are the four factor of production in an economy?
INSTRUCTION:

· Read the above notes and those given in the class.

· Answer the above question in your Economics NOTEBOOK and it must be submitted on or before 15th October 2009.
