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PREFACE

My economics, Guidebook had been helping the Cambridge O level students since
2016. Cambridge has revised the syllabus of O Level Economics in 2023, | realized that
no single O level economics book available in the domestic markets covered the all
topics required by the CAIE syllabus. CAIE questions demand a variety of higher under
skills like application, analysis and evaluation. This guide book, which is concise and
comprehensive, emphasizes the skills Cambridge examiner look for and help the
students write better developed answer. This guide book helping students to attain full
grasp on syllabus and preparing them for paper 1 and paper 2. My guide book divided
into six units according to the CAIE syllabus and the further subdivided into different

topics with a separate chapter.

| am delighted to present my guide book, which is complete accordance with the revised
O Level Economics syllabus for 2023, 2024 and 2025. | hope my readers will satisfy
with the content that have been offer them and look forward for their feedback.

Thank you.
Malik Zubair Hussain Jhakhar
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O-Level Economics Unit 1: The Basic Economic Problem

Unit 1
THE BASIC ECONOMIC PROBLEM

The nature of economic problem:

Economy: is an area where people produced, consumed the goods and services to satisfy
their needs and wants.

Economics: is the social science which deals with the study of how to utilize the limited
resources in efficient way to fulfill the maximum needs and wants of the people.

Finite resources and unlimited wants: Everyone has some basic needs to
survive, food, shelter and clothing. However, apart from these needs, people have a never —
ending list of goods and services they want, for instance, a luxury car, branded clothes and
holidays etc.

Need vs want: Goods and services necessary for survival known as need whereas goods
and services not necessary for survival known as want.

Resources are used to produce goods and services to fulfill these needs and wants. They
include natural resources and human resources and manufactured resources.

Resources

l
l l |

Natural resources human resources Manufactured
resources

(Land, soil, timber) (workers) (reboots, machines
etc.)

These resources can be economic and free, Economic resources aré limited in supply and
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Scarcity leads to choice
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Consumer Government workers producer
A new car or To work Invest in new Mew school
EXpensive Or Spent leisure Machine or to train Or new hospltal
haliday time workers

Economic goods vs free goods: Economic goods are limited in supply relative to
the demand for them, whereas free goods that are supplied at zero cost because there are
more than enough available to satisfy the demand for them.

Factors of production and their reward: Factor of production are the resources

that people use to produce goods and services. Not any economic activity completed

without these resources. These are following

(i)

Land: include all natural resources, this includes land itself but &

@ ural
resources that come from land, such as timber, minerals, fossil fu -cﬁ-

Labour: include all human resources used to produce the @and services.
This can be physical or mental effort.

Capital: include all manmade resources, also ﬁ@ as manufactured
resources used to produce goods and services. Caclude machines, factory,
and office buildings and automated productio

Enterprise: is ability to take risk and
that production of commodities can ta

known as entrepreneur. @

gether all the other factors so
. The one who use this ability is
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O-Level Economics Unit 1: The Basic Economic Problem

Rewards of factors of production:

land labour capital enterprise
symbol N L K -
reward Rent wage interest profit

Mobility of factors of production: How it is easy or difficult for factors of
production to be transferred to alternative use, for instance, land can often be adapted for
other uses and labour can often be retrained to carry out other tasks. However, capital can
be more difficult to move to alternative use, for instance, a machinery is made especially for
the production of particular good or service, it will probably not be able to be used in any
other production process of a good or service. Lastly, Enterprise, can be moved to
alternative businesses based on the knowledge of alternative businesses.

Causes of the changes in the factors of production:

Quantitative change | Cause of change Qualitative change Cause of change

Land Increase in natural | Land More productivity of land
resources,
discovery of oil

Labour Increase in the | Labour Increase in the skills
population

Capital more no. of | Capital More advance machinery
machines

Enterprise More Enterprise Better management skills
entrepreneurs

Opportunity cost: The next best alternative forgone when making decisions in the

process of production and consumption. For instance, a producers\have to make decision

which commodities to be produced because of limited fesoup€es. In the similar way

limited budget.
Production possibility curve (PPC): PPC sho
goods that are attainable, when all resources g
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O-Level Economics Unit 1: The Basic Economic Problem

Assumptions of PPC:
(i) Economy is producing only two goods
(ii) All the resources to be utilized at full capacity
(iii)  All the resources are fixed

Machine

M
A

35

30 Unachieveable

20

A

Inefficiency 0 10 20 30 40 50 Z
Wheat

b
-

Economy is producing machines and wheat. We take the machines on y-axis whereas wheat
on x-axis. At A, all of the resources are employed in the production of machines now we
decided that we have to produce some of wheat so shift some of the resources towards the
production of wheat at point B. similarly at point C and D we shift more resources towards
the production of wheat and less of machines. The point inside PPC shows inefficiency that
we are not using resources at full capacity. The point outside the PPC that is U shows we
have not enough resources to attain that level of production. One important point, on the
curve all point show resources are using efficiently.

PPC and opportunity cost: From PPC we can clearly judge the concept of
opportunity cost. At PPC we move from point A to towards B for the production of wheat,
we lose some units of machines that 5 units and we gain 30 units of wheat so 5 unit of
machine which we forgo is the opportunity cost.

Shift of the PPC: shift of PPCis in two way §§
atlye ay)

(i) Outward shift of PPC (due to increase in resources qualitative and qua
(ii) Inward shift of PPC (due to decrease in resources qualitative and g e way)

D
@@
A
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O-Level Economics Unit 1: The Basic Economic Problem

Outward shift of the PPC:

A

Goods

PPC,

PPC)

\

O Services

The PPC is not fixed forever, if country discovers more resources, or its population increases
or technology improve, or labor skill increases then PPC shift outward. PPC shift outward in
the figure which shows country’s capacity to produce goods increases.

Inward shift of the PPC:

A

me; /
Q
0]
QO

PPC;
PPC)
© Services
If the country’s resources decreased due to exploitation or.mi e due to earthquake, the

PPC shift leftward as shown in Fig. This leftward shift sho

11 By Zubair Hussain 0302 5557467



