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ECONOMICS(P220)

BACKGROUNDTOTHESUBJECTOFECONOMICS

ThepapercodeforthesubjectisP220.

Thesubjectconsistsoftwopapersi.e.Economicspaperone(P220/1)andEconomics

papertwo(P220/2).

ECONOMICSPAPERONE(P220/1)

Thispaperteststhecandidates’understandingofthebasiceconomicprinciples.

Thequestionssetinthispaperareopenandusuallydemandforanswerswhichcan

applyinanycountry.Thequestionsusuallyendwiththephrase“inaneconomy”.

ECONOICSPAPERTWO(P220/2)

Thispaperteststhecandidates’understandingoftheapplicationoftheeconomic

principles.

ThispaperconcentratesonexaminingeconomicsasitappliestoUgandainparticular.

Whenansweringquestionsinpaper2;

- Payalotofattentiontothetenseusedinthequestion

- Donotuseaspeculativelanguagei.e.avoidusingwordslikewillandshall.

Thedurationofeachpaperis3hours.

Eachpaperhastwosectionsi.e.SectionAandSectionB.

SECTIONA

SectionAhasonecompulsoryquestionhavingfiveparts(a–e)eachcarrying4marks

makingatotalof20marks.

Answerstothissectionshouldbeconciseandprecise.



ECONOMICSMADEEASYbyKigongoJimmyPage2

SECTIONB

SectionBconsistsof6essaytypequestionseachcarrying20marksoutofwhicha

studentisrequiredtoattemptonlyfourquestionsmakingatotalof80marks.

THECOURSEOUTLINE(TOPICSTOBECOVERED)

1.Introductiontoeconomics

2.Pricetheory

3.Production

4.Nationalincome

5.Economicgrowthanddevelopment

6.Moneyandbanking

7.Population,labourandwages.

8.Unemployment

9.StructureofUganda’seconomy

10.Publicfinanceandfiscalpolicy

11.Internationaltrade

12.Inflation

13.Economicdevelopmentplanning

INTRODUCTIONTOECONOMICS

Economicscentersonhow humanbeingscanmakethebestuseoftheavailable

scarceresourcestosatisfythecompetingends(needs).Economicsdealswiththe

waysinwhichproductionanddistributionchangeovertime.Thereforeitistheuse
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(allocation)and organization ofresources thatconstitute the subjectmatterof

economics.

DEFINITIONOFECONOMICS

Therearemanydefinitionsofeconomicsasputforwardbydifferenteconomistsamong

whicharethefollowing;

1.ProfessorAlfredMarshaldefineseconomicsasastudyofmankindinanordinary

businesswayoflife.Thismeansthatthesubjectisconcernedwiththestudyofhow

manlives,movesandthinksinanordinarybusinesswayoflife.

2.ProfessorA.C.Pigoudefineseconomicsasameansofhowtoincreaseproduction

inordertoraisepeople’sstandardsofliving.

3.TheclassicaleconomistsledbyAdam Smithdefineeconomicsasthescienceof

accumulationofwealth.Thismeansthateconomicsasasubjectisconcernedwith

thewaypeopleandthenationbecomerich.However,thisdefinitionhasbeen

criticizedforbeingnarrow becauseitdoesnotaddressthemainproblem facing

mani.e.scarcityofresources.

4.EconomistLionelRobbinssaidin1935that“Economicsisasocialsciencethat

studieshumanbehaviourasarelationshipbetweenendsandscarcemeanswhich

havealternativeuses.

NOTE

Bytheterm ends,werefertohumanneeds(endlessdesiresofman)

Bytheterm scarcemeans,werefertoinadequateresources.

WHYROBBINSDEFINITIONISPREFERRED

Robbinsdefinitionisthemostwidelyacceptabledefinitionofeconomicsbecauseit

carriesthreemainimportantfactorsineconomicanalysisi.e.keyeconomicissues

facingmanandcountries.

1.Itrecognizesthathumanneedsareunlimited(endless)
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2.Theresourcestosatisfytheunlimitedhumanwantsarescarce.

3.Thescarceresourceshavegotalternativeusesandthusthereisneedtomakethe

rightchoiceswhenallocatingresources.

Thedefinitionalsorecognizeseconomicsasasocialsciencei.e.itdealswiththatpart

ofeconomicactivitywhichisconcernedwiththesatisfactionofthematerialneeds.

ECONOMICSASASCIENCEANDSOCIALSCIENCE

Economicshaselementsthatmakeitasciencedisciplineandtheseinclude;

- Itisbasedonfactsinreallife.

- Itisresearchbasedi.e.itmakesexperimentstoprovecertainthings.

- Itdevelopstheories,principlesandlaws.

- Itmakesscientificobservations.

Economicsalsohaselementswhichqualifyittobeasocialscience.Theseinclude;

- Itisbasedonvaluejudgementi.e.peoples’opinions

- Itisdynamici.e.itchangesdependingonthesocialandpoliticalconditions.

- Itisbasedonhumanreasoningandhumansatisfaction.

ASSUMPTIONSINECONOMICS

Itis notpossible to isolate the problems in an economy.Economists make

assumptionstoenablethem studythebehaviourofanaspect/phenomenonandhence

drawconclusionsorpredictionswheneverthereisachangeinonevariable.Economists

usetheterm “Ceterisparibus.”ThisisaLatinwordwhichstandsfor“otherfactorsheld

constant.”

ECONOMICCONCEPTS

1.ECONOMICTHEORY
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Thisisabodyofconceptsandprincipleswhichhelpusunderstand/explainandmake

predictionsineconomics.Itisdividedintotwomajorparts;

a)Microeconomics.

Microeconomicsisabranchofeconomicsthatdealswiththeeconomicbehaviour

ofsmallunits.Theprefixmicrocomesfrom theGreekword“Mikros”whichmeans

small.Somicroeconomicsdealswiththebehaviourofindividualeconomicagents

likeconsumers,producersandresourceowners.

b)Macroeconomics.

Macroeconomicsisthebranchofeconomicsthatstudiestheeconomyasawhole.

Itassumesthattheeconomyisasinglefunctioningunitandanydecisionmade

affectsalleconomicunits.Itdealswiththebehaviourofeconomicaggregatessuch

asunemployment,inflation,aggregatedemandandsupply,nationalincome,public

financeandfiscalpolicy,economicdevelopmentplanning,etc.

2.STATEMENTSINECONOMICS

a)POSITIVESTATEMENT

Ineconomics,apositivestatementconcernswhat“is”,“was”or“willbe”andcontains

noindicationofapprovalordisapproval.(Whatshouldbe).Positivestatementsare

testableoratleastitispossibletoimaginefactsthatdisapprovethem.Examplesof

positivestatementsinclude;

i. Themoonismadeofblackandgoldcheese.(Thisisempiricallyfalsebutisstill

apositivestatementasitisastatementaboutwhatisandnotwhatshouldbe.

ii. Thepriceofsugarishighcomparedtowhatitwaslastyear.

iii. Ifthegovernmentraisesthetaxonbear,thiswillleadtoafallintheprofitsof

brewers.
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b)NORMATIVESTATEMENT

A normativestatementexpressesavaluejudgementaboutwhetherasituationis

subjectivelydesirable orundesirable.Itconcerns “Whatoughtto be.”Normative

statementsarecharacterizedbythemodalverbs“should”,“would”or“could”.Examples

ofnormativestatementsinclude;

i. Theworldwouldbeabetterplaceifthemoonweremadeofgreencheese.

ii. ThepriceofmilkshouldbeShs.1500agallontogivedailyfarmersahigher

livingstandard.

iii. Thegovernmentshouldincreasetheminimum wagetoShs.500,000toreduce

poverty.

3.THETHREEFUNDAMENTAL(BASIC)ECONOMICPRINCIPLES(PROBLEMS)

a)Scarcity

Scarcityreferstothelimitedsupplyofeconomicresourcesinrelationtopeoples’

requirements/wantse.g.thereisscarcityofland,scarcityoftrainedlabour,scarcity

oftrainedentrepreneurs,scarcityofcapital,etc.

Theproblem ofscarcityisconsideredtobethemostfundamentalproblem andit

givesrisetotheothertwo.

b)Choice

Choiceisdefinedasthemakingofthebestdecisionoutoftheavailablealternatives.

Becauseofscarcityofresources,manmustmakeascaleofpreference.

Ascaleofpreferenceisalistofwantsarrangedstartingwiththemostpressing

needsandendingwiththeleastpressingones.

Whentheconsumerchoosesthefirstitem,second,thirdandsoon,heissaidtobe
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makingachoice.

Importanceofchoice

 Guidesproducersonwhatgoodstoproduceandinwhatquantity.

 Guidesproducersonhowtoproducevariousgoodsandservices.

 Guidesproducersonhowtodistributethegoodsandservices.

 Guidesconsumerswhenmakingconsumptionplans.

c)Opportunitycost/Tradeoffcost/Alternativecost/Realcost

Opportunitycostisthesecondbestalternativeforegonewhenchoiceismade.

Opportunitycostarisesoutofscarcityandchoice.Whenaconsumerusesascaleof

preferencetomakechoice,itimpliesthatheismakingadecisiontosatisfyoneset

ofwants.Thisnecessarilymeanssacrificingsomeotherset.Itisbecauseofthe

consumer’slimitedresources(income)thathechoosescommodityAandleavesB

forthemeantime.Bymakingchoicetherefore,heissacrificingcommodityBforA.

Itisthissacrificethatisreferredtoasopportunitycostineconomics.

USES/IMPORTANCEOFTHECONCEPTOFOPPORTUNITYCOSTINECONOMICS

 Itguidesproducersinresourceallocation/makingproductiondecisions.Thatis

whattoproduce,whentoproduce,how toproduce,wheretoproduceandfor

whom toproduce.

 Ithelpsconsumersinmakingconsumptiondecisionsi.e.consumerschoose

commoditiesthatyieldmaximum utility.

 Theconceptisusedinpricingfactorsofproductione.g.workersthataproducer

cannotdowithoutarepaidhighwagesbecausetheycreateaheavyopportunity

costwhentheyaremissing.

 The conceptisused when specializing in internationaltrade.Itisused in

internationaltradeundertheprincipleofcomparativecostadvantagewherebya
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countryspecializesintheproductionofacommoditywhereithastheleast

opportunitycost.

 Itisabasisofeconomicplanning.Governmentplannersalwayslookatthe

second best alternative foregone during the planning process.E.g.the

governmentcanspendmoremoneyonprovidingbasicserviceslikeuniversal

educationthanonrecreationalfacilitieslikesportsstadia.

 Ithelpsworkerstomakeemploymentdecisions.Thatiswhethertoworkorenjoy

leisure.

ASSIGNMENT

Underwhatcircumstancesmaytheopportunitycostprinciplebeappliedin

economics?

(04marks)

LIMITATIONSOFTHECONCEPTOFOPPORTUNITYCOST

 Itisbasedontheassumptionthatproducersandconsumersarerational

whichisnotalwaystrue.Manyproducersandconsumersarenotguidedbya

calculatingmind.Theysimplyproduceorconsumewithoutlookingatthe

opportunitycost.

 Itlacksuniformitybecausedifferentpeoplehavedifferentpriorities.

 Opportunitycostdoesnothaveamonetaryvalueandthereforeitisveryhard

toattachamoneyvaluetoit.

 Some factors ofproduction are specific in thattheycannotbe putto

alternativeuses.

 Theconceptassumesperfectmarketswhichnotexistentintherealworld.

 Itisnotapplicableinsituationswherefactorimmobilityexists.

RELATIONSHIPBETWEENSCARCITY,CHOICEANDOPPORTUNITYCOST
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Duetoscarcityofresources,onehastomakeachoiceoutofthemanyalternatives,

leavingsomeneedsunsatisfied,henceopportunitycost.

4.THE PRODUCTION POSSIBILITY FRONTIER/ CURVE (PPF/PPC) /

TRANSFORMATIONCURVE/OPPORTUNITYCOSTCURVE

The PPF/C refers to a locus ofpoints showing various combinations oftwo

commodities thatcan maximumly be produced when allthe country’s available

resourcesarefullyandefficientlyutilized.

ASSUMPTIONSOFTHEPPF/C

 Assumes onlytwo commodities being produced e.g.capitalgoods and

consumergoods.

 Assumesaclosedeconomy.

 Assumesfullemploymentofresources.

 Assumesconstanttechnology.

 Assumesperfectmobilityoffactorsofproduction.

 Producersareassumedtoberationalintheirproductiondecisions.

ILLUSTRATIONOFTHEPPF/C
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Points along the PPF/C show the maximum amountofboth capitalgoods and

consumergoodsthatcanbeproducedusingalltheavailableresourcesi.e.efficient

utilizationofresources.

Ifallresourcesaredevotedtotheproductionofcapitalgoods,theeconomy/country

willhaveamaximum ofKoandnoconsumergoods.

Ifallresourcesaredevotedtotheproductionofconsumergoods,theeconomywill

haveamaximum ofCo¬andnocapitalgoods.

However,bothcommoditiesareneededinthesocietythusthesocietyorproducer

woulddecideonhow muchofeachcommodityistobeproduced.Thesocietycan

eitherproduceatpointA(morecapitalgoodsandlessconsumergoods)oratpointC

(moreconsumergoodsandlesscapitalgoods)oratpointB(sameamountofcapital

goodsandconsumergoods).

AlongthePPF/C,societycanproducemoreofonegoodbutonlybyreducingthe

amountsproducedoftheothergood.Forexamplemovingfrom pointAtoC,more

consumergoodsareproducedbuttheamountproducedofcapitalgoodsisreduced.A

movementfrom onepointtoanotheralongthePPFcreatesopportunitycost.
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ApointinsidethePPF/C(PointD)representsunderutilizationofresources(excess

capacity).

ApointoutsidethePPF/C(pointE)isdesirablebutunattainablebecauseofscarcityof

resources.

NOTE

MovementofthePPF/Coutwardsillustrateseconomicgrowthandbetterutilizationof

resources.

USEOFTHEPPF/CTOEXPLAINTHEBASICECONOMICPRONCIPLES

ThePPF/Ccanbeusedtoexplaintheconceptsofscarcity,choiceandopportunitycost.

a)Scarcity

Sinceresourcesarescarce,manisforcedtoproducealongthePPF/C.mancannot

producebeyondthePPF/Cusingtheavailableresourcesandatconstanttechnology.

b)Choice

A choicehasto bemadeconcerning how muchofeachcommodityisto be

produced.Thesocietycandecidetoproduceonlycapitalgoodsoronlyconsumer

goodsoracombinationofthetwo.

c)Opportunitycost

AlongthePPF/C,ifsocietychoosestoproduceatpointAratherthanpointB,then

thevalueofthecombinationatpointBbecomestheopportunitycost.

NOTE

ForusesofthePPF/C,refertotheusesoftheopportunitycostconcept.

ASHIFTINTHEPPF/C

ThePPF/Ccaneithershifttotheleft(inwardly)ortotheright(outwardly).

ILLUSTRATION
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Suchashiftiscausedbyachangeinfactorsthatfavour/disfavourproductionofboth

capitalgoodsandconsumergoods.

CAUSESOFTHEPPFTOSHIFTOUTWARDS(Parta))

 Discoveryofnewnaturalresourcese.g.oildeposits.

 Improvementintechnology.

 Improvementinentrepreneurshipskills.

 Theeconomybecomingopenleadingtocapitalinflow.

 Anincreaseinthesizeofthelabourforce.

 Improvementintheskillsofworkers/increaseintheefficiencyofworkers

 Increaseinthelevelofcapitalstock.

 Politicalclimatebecomingfavourable

 Improvementintheexistinginfrastructures.

CAUSESOFTHEPPFTOSHIFTINWARDS(Partb))

 Depletion/exhaustionofnaturalresources

 Declineintheleveloftechnology.

 Reducedentrepreneurshipability

 Increasedcapitaloutflow.

 Decreaseinthesizeofthelabourforce.

 Decreaseintheskillsofworkers/decreaseinworkersefficiency
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 Decreaseinthelevelofcapitalstock.

 Politicalclimatebecomingunfavourable.

 Destructionoftheexistinginfrastructures.

NOTE

ForfactorsthatcauseashiftinthePPF,beginwiththeword“change”inallyourpoints.

Assignment

OutlineanyfourfactorsthatmakethePPFtoshift.

ROTATIONOFTHEPPF

Thisiscausedbyachangeinfactorsthatfavourproductionofonlyonecommodity.For

exampleiftheabovementionfactorssuchastechnology,naturalresource,etcchange

infavourofcapitalgoods,thePPFwillrotateasshowninthediagram below.

Ontheotherhandifthefactorschangeinfavourofconsumergoods,thePPFwillrotate

asshowninthediagram below.
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5.RESOURCES

Thesearegoods/inputsoutofwhichmanproducesgoodsandservicestosatisfy

hiswants.

OR

Resourcesaretangibleand intangiblethingsincluding humanlabourthatman

makesuseoftosatisfyhisunlimitedwants.

Examplesofhumanresourcesincludelabourandentrepreneur.

Resourcesarealsoknownasfactorsofproduction,factorinputsormeansof

production.

Resourcescaneitherberenewableornon-renewable.

Renewableresourcesarethoseresourceswhichcanberegeneratede.g.forests.

Non-renewableresourcesarethoseresourceswhichcannotberegeneratede.g.

minerals.
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6.GOODS/COMMODITIES

Thesearetangibleitemswhichsatisfyhumanwantsdirectlylikeclothes.

TYPESOFGOODS

a)Producer/capital/goods/goodsofsecondorder.

Thesearegoodsusedbyproducerstotransform raw-materialsintofinishedgoods.

Thesegoodsareusedintheproductionofothergoods.Theysatisfyhumanwants

indirectlyforexamplefactorymachines,buildings,rawmaterials,ovens,blender.

b)Consumer/finalgoods/goodsoffirstorder.

Thesearegoodswhicharemeantforfinalusebythefinalconsumerandare

capableofprovidingdirectsatisfactiontoman’swantsE.g.salt,soap,foodstuffs,

books,clothes,cars,computer.

c)Intermediategoods.

Thesearegoodswhichareproducedbuthavenotreachedtheirfinalstageof

production.Thatistheystillneedmoreprocessinginordertoobtainafinalgoode.g.

sugarcanesareintermediategoodsinthemakingofsugar,sugarinthemakingof

sweets,wheatflourinthemakingofbread.

d)Durablegoods.

Thesearegoodswhicharecapableofgivingalongterm servicee.g.buildings,

furniture,machines,televisionset,computers.

e)Perishablegoods.

Thesearegoodswhosecapacitytosatisfyhumanwantsendsafterashortperiod

oftimei.e.theygobadafterashortperiodoftimee.g.vegetables,bread,meat,

chapatti,milk.
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f) Privategoods.

Arethoseenjoyedsolely/exclusivelybyanindividualsuchthatone’sconsumption

excludesothers.Anonownermustalwaysseekpermissionfrom theownerbefore

usingthegoodE.g.personalcars,clothes,houses,laptops,textbooks,radio.

Characteristicsofprivategoods

 Theyareexcludablei.e.ownerspreventthosewhohavenotpaidforitfrom

usingthegood/nofree–riders.

 Thereisrivalryintheirconsumptioni.e.consumptionbyonenecessarily

preventsthatofanother.

 Theyinvolvedirectpaymenttobeconsumed.

 Theyarescarcewhichcausescompetitionforthem

g)Publicgoods.

Arethosewhichwhenprovided,usuallybythestate,foraparticularindividualor

groupofindividuals becomeavailableforotherstouseatzeroornoextracosts

andconsumptionbyonepersondoesnotreducetheamountavailableforother

users.

Examplesofpublicgoodsincludepublicroads,nationaldefence,law andorder,

streetlights,publicclocks,publicschools,publichospitals.

Characteristicsofpublicgoods

 Non-exhaustibility.Consumptionbyonepersondoesnotreducetheamount

availableforotherusers.

 Non-excludability.Itisdifficulttostopapersonfrom consumingpublicgoods

orfrom gettingthebenefitsofpublicgoods.
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 Non-divisibility(Indivisible).Theyareequallyavailabletoallindividualsinthe

society.

 Usuallyprovidedbythestate.

 Theyareindirectlypaidfori.e.throughtaxes.

 Nocompetitionforthem (Thereisnon-rivalryintheirconsumption).

h)Free/natural/originalgoods.

Arethosewhichexistinnaturalabundanceandareenoughforeveryonetoconsume

asmuchastheywantatzerocost.E.g.rainwater,sunshine,moonlight,soil,air,etc.

Characteristicsoffreegoods

 Theyareprovidedbynature

 Theyareinabundantsupply.

 Theyareconsumedatzerocost.

 Theyprovideutility.

i) Economicgoods.

Aregoodsthatarescarceandforonetoconsumethem,acosthastobeincurred.

OR

Aregoodsthatariseoutofscarcityandchoice.

Anycommoditywhichispaidforisaneconomicgoode.g.clothes,vehicles,pens.

Characteristicsofeconomicgoods

 Theyarerelativelyscarce.

 Theyprovidesatisfaction/utility

 Theycommandaprice/bemarketable/haveamonetaryvalue.



ECONOMICSMADEEASYbyKigongoJimmyPage18

 Theyhaveopportunitycost.

 Theirownershipistransferable

j) Meritgoods.

Arethosewhoseconsumptionisdeemedintrinsicallydesirableandaremeantto

improvethequalityoflifeofthepeopleandtheirconsumptionshouldbe

encouraged.Examplesofmeritgoodsaresafewater,healthcareandeducation.

k)Demeritgoods.

Thesearegoodsconsideredtobesociallyundesirableandreducethequalityoflife

ofindividualsandthesocietyatlargee.g.cigarettes,alcohol,pornographicmaterials.

l) Normalgoods.

Thesearegoodswhosedemandincreasesastheconsumer’sincomeincreases.E.g.

firsthandcars,firsthandshoes,firsthandsuits.

m)Inferiorgoods.

Arethosewhosedemandreducesastheincomeoftheconsumerincreasese.g.

cassavaandbeans,secondhandclothes,secondhandcomputers,secondhand

shoes.

OR

Aregoodswithnegativeincomeelasticityofdemand.

n)Giffengoods.

Arethosewhosedemandincreaseswiththepriceandtakeabigpercentageofthe

budget/incomeofthelowincomeearnere.g.thebasicfoodstuffs.

OR

Aregoodswithpositivepriceelasticityofdemandconsumedbylowincomeearners.
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OR

Aregoodswithpositiveelasticityofdemandandnegativeincomeelasticityof

demandconsumedbylowincomeearners.

ExamplesofGiffengoodsarebasicfoodstuffslikebananas,maizeflour,bread,

bread,cassava,potatoesetc.

NB

Allgiffengoodsareinferiorbutnotallinferiorgoodsaregiffen.

o)Superiorgoods/articlesofostentation/luxuries/statussymbols.

Thesearegoodsthataredesirableonlywhentheyareexpensiveandpeoplebuy

them showtheirclassortoimpress/attracttheattentionofothersforexample

goldenearrings,sportscars,perfumes,goldenwatches,expensivephones,etc.The

demandforsuperiorgoodsincreasesasthepriceincreases.

p)Necessities/essentialgoods.

Thesearegoodsthatthataconsumercannotdowithoutforexamplefood,shelter,

water,clothing,soap,fuel.Thedemandfornecessitiesfirstincreaseswhenthereis

anincreaseintheconsumers’incomeuptoacertainpointbeyondwhichfurther

increaseinincomedoesnotaffectthequantitydemanded.(Quantitydemanded

remainsconstant).

q)Complementarygoods.

Thesearegoodswherethequantitydemandedofonecommodityvariesinversely

asthepriceoftheothercommodity.(Asthepriceofonecommoditygoesup,the

demandfortheotherfalls).

OR

Complementarygoodsaregoodsthatareconsumedtogether.

Examplesincludecarsandfuel,gunsandbullets,toothbrushandtoothpaste,etc.
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r) Substitutegoods.

Thesearegoodswherethequantitydemandedofonecommodityvariesdirectlyas

thepriceoftheothercommodity.(Asthepriceofonegoesup,thedemandforthe

otheralsorises).

OR

Substitutegoodsaregoodswhichcanbeusedforthesamepurpose.

OR

Substitutegoodsaregoodswhichcanbeusedinterchangeably.

ExamplesincludeColgateandfresh-up,teaandcoffee,OmoandNomi,etc.

7.SERVICES

Theseareintangibleitemsthatarehelpfulinmakingourlivescomfortableand

usefule.g.medicalservices,teaching services hairdressing services,banking

services.

OR

Theseareintangibleitemsusedtofacilitatetheproductionofgoodsandservices.

Theycanbeclassifiedas;

a)Personalservices.

Theseareprovidedbyindividualsdirectlye.g.pastors,doctors,servicesofa

teacher,etc.

b)Commercialservices

Theseareservicesprovidedbyinstitutionsandarerelatedtoaidstotradee.g.

insurance companies,communication networks,banking services,transport

services,etc.



ECONOMICSMADEEASYbyKigongoJimmyPage21

8.HUMANWANTS/NEEDS

Thesearedesiresofmanwhicharesatisfiedbyconsuminggoodsandservices.

Theycanalsobedefinedasbiological,physicalandculturalneedsofanindividualor

society.

Theycanbecategorizedas;

a)Basicneeds/wants.

Thesearenecessitiesoflifewithoutwhichlifewouldhardlyexist.E.g.shelter,

food,waterandclothes.

b)Secondaryneeds.

Theseareneedsthatarerequiredtomakelifecomfortable.E.g.televisionsets,

cars,airconditioners,etc.

c)Materialneeds/wants.

Thesearedesireswhicharesatisfiedthroughconsumptionoftangible/physical

goodse.g.desireforclothes,food,houses,chair,phone,etc.

d)Immaterialneeds.

These are desires satisfied byconsumption ofservices e.g.entertainment,

security,healthcare,knowledge,etc.

e)Privatewants.

These are desires ofindividuals and are always satisfied using personal

resourcese.g.thedesireforeyeglasses,wheelchairbyalameperson,phone,

etc.

f) Publicwants/needs.
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Thesearecollectiveneedsofsocietywhicharesatisfiedbypublicgoodsand

servicee.g.thedesireforpublichealthcentres,publicschools,publicroads,

nationaldefence,etc.

g)Satiablewants.

Thesearewantswhichcanbesatisfiedbytheavailableresourcesatagiven

periodoftimee.g.one’sdesiretoquenchthirstissatisfiedbywaterforsome

hours.

h)Insatiablewants.

Thesearewantswhichcannotbesatisfiedusingtheavailableresourcesina

shortperiodoftime.Suchwantscannotbesatisfiedbecauseofthelimited

resourcese.g.thedesireformoneyandknowledge.

FEATURES/CHARACTERISTICSOFHUMANWANTS

 Humanwantsareunlimitedi.e.theyareendlesse.g.man’sdesirefor

education,security,leisureisunlimited.

 Theyaredynamic,i.e.theykeepchangingfrom timetotimedependingon

theprevailingsocial,politicalandeconomicconditions.

 Theyarevaried,i.e.theyaremanyandofdifferenttypese.g.spiritual,

biological,physical,etc.

 Theyarecompetitiveinnature,i.e.individualsalwayscompeteforthe

limitedresourcesinordertosatisfytheunlimitedneeds.

 Theyarerecurrent(insatiable)i.e.thereisacontinuousneedtosatisfy

wantsfrom timetotime/ theyarehardlysatisfiedonceandforall/itis

impossibletosatisfyhumanwants.E.g.one’sdesiretoquenchthirstre-

occurs.
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 Theyarecomplementary,i.e.theyarejointlysatisfiede.g.one’sdesirefor

acarcallsforotherdesireslikebuyingfuelandcarservice.

9.WEALTH

Isastockofproductivegoods/assetswhichsatisfyprivateandsocialneedsof

people.

OR

Wealthisthestockofassetsandotherresourcesexistinginaneconomyatagiven

timewhichareusedtogeneratemoreincome.

FEATURES/CHARACTERISTICSOFWEALTH

 Itisrelativelyscarce.

 Itcreatesutility/providessatisfaction

 It’sownershipistransferrable

 Ithasamonetaryvalue/commandsaprice.

 Canbeusedtoproducemorewealth.

TYPESOFWEALTH

1.Personalwealth.

Theseareassetsthatareownedbyanindividualandtheyareusedtosatisfythe

individualowner,e.g.personalclothes,furniture,books,vehicle,house,land,

cattle.

2.Businesswealth.

Theseareassetsthatareownedbyabusinessfirm withaviewofmakingprofits
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e.g.companyvehicles,raw-materials,commercialbuildings,industrialmachines,

generatorandfurniture.

3.Social/public/collectivewealth.

Theseareassetsthatareownedbythestate/governmentandarecollectively

usedbyallmembersofthesociety,e.g.publicroads,schools,hospitals,public

springs/wells,streetlights.

10.ECONOMICQUESTIONS

Aneconomyoranindividualisfacedwithanumberofeconomicquestions.These

include;

a)Whattoproduce.

Sinceresourcesorfactorsofproductionarescarce,achoiceofwhatistobe

produced mustbemade.Somesocietieswould preferto havemorefood,

clothingandmedicalcarewhileotherswouldprefermoreschools,roadsand

otherformsofinfrastructures.

b)Whentoproduce.

Thatischoosingtoproducenowforpresentconsumptionorinthefuture.Most

peopleprefertoconsumenowthanpostponingitfortomorrow.“Abirdinhandis

betterthanathousandinthebush.”Asituationinwhichpresentconsumptionis

preferredtofutureconsumptionistermedas“positiverateoftimepreference”

while a situation in which future consumption is preferred to present

consumptionistermedas“negativerateoftimepreference.”

c)Wheretoproduce.

Thisconcernsthelocationofthebusiness.Thatiswhethertoproducenearthe

sourceofrawmaterialsornearthemarketoranywherewithoutconsideringany

pullfactor.Alowcostlocalityiswheretheindustryisusuallylocated.
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d)Howtoproduce.

Thisconcernsthemethodofproduction.Thatiswhethertousecapitalintensive

orlabourintensivetechnology.InacountrylikeUgandawherelabourisabundant

andcheaperthancapital,morelabourisusedtoproducegoodsandservices.In

contrast,developedcountrieshavevastcapitalequipmentandthereforeuse

capitalintensivemethodsatdifferentproductionlevels.

e)Forwhom toproduce.

Thisconcernsthenatureoftheconsumerswhoaretoconsumetheproducts.

Thatiswhethertoproducefortherichorthepoor,maleorfemale,young,adults

oroldpeopleandsoon.

f) Howmuchtoproduce.

Thisdependsonthedemandforthecommodityandtheobjectiveofthefirm.

Themorethedemandforthecommodity,themorequantitiesproducersare

likelytoproduceandputonthemarket.Alsoiftheobjectiveofthefirm isto

maximizesales,moreisproducedthanwhenthefirm’sobjectiveistomaximize

profits.

11.ECONOMICSYSTEMS

Aneconomicsystem isanorganizationofownership,allocationanddistributionof

resourcesin agiven country.Theabovefundamentaleconomicquestionsare

answereddifferentlydependingonthetypeofeconomicsystem.Therearethree

basictypesofeconomicsystemswhichexistintheworldtodayandtheseare;

a)Freeenterprise/freemarket/laissezfaire/unplanned/capitalisteconomy

b)Centralized/command/planned/socialisteconomy
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c)Mixedeconomy.

THEFREEENTERPISEECONOMY

Isaneconomicsystem whereresourcesareowned,allocatedanddistributedbyprivate

individualsthroughmarketforcesofdemandandsupplywithlittleornogovernment

intervention.

CHARACTERISTICS/FEATURESOFTHEFREEENTERPRISEECONOMY

 Resourcesareownedbyprivateindividuals.

 Thepriceisdeterminedbythemarketforcesofdemandandsupply.

 Theproductionofcommoditiesdependsondemand.

 Producersaim atprofitmaximizationandconsumersaim atutilitymaximization.

 Therearemanybuyersandsellersinthemarket.

 Thereisrelianceonpricemechanism intheallocationofresources.

 Thereislimitedornogovernmentinterventionespeciallyinresourceallocation

anddecisionmaking.

 Characterizedbyselfinterest.

 There is freedom ofchoice.Producers are notforced to produce certain

commoditiesandconsumersarenotforcedtoconsumewhattheydonotwant.

 Existenceofhighlevelsofcompetitionamongstproducersandconsumersin

bothfactorandcommoditymarketsrespectively.

MERITSOFTHEFREEENTERPRISEECONOMY

1.Thereislimitedwastageofresourcessinceproductionisaccordingtodemand.

2.Encouragesexploitationofidleresources.Thisresultsintocreationofmore
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employmentopportunities.

3.Providesanincentivetoeconomicgrowth.Theprivateownershipofresources

facilitatestheexploitationandutilizationofresourcesinaneconomy.Thisincreases

theproductionofgoodsandserviceshenceeconomicgrowth.

4.Leadstoproductionofbetterqualityproductsduetocompetitioninproduction.

5.Promotesefficientallocationofresourcesduetocompetitionandtheprofitmotive

ofproducers.

6.Encouragescreativityandinnovativenessduetocompetitioninproduction.

7.Encouragesthegrowthofentrepreneurshipduetotheurgetoearnhighprofits.

8.Consumersenjoygoodsatlowerpricesduetobenefitsofcompetitiveproduction.

Thisleadstobetterstandardsofliving.

9.Avoidsadministrativecostsbythegovernmentbecauseofautomaticallocationof

resourcesbytheinvisiblehand.

10.Thereislowbureaucracyindecisionmaking.Thisreduceswastageoftimeand

delaysbecauseproductiondecisionsarequicklymadewithoutconsulting

governmentoffices.

11.Promotesconsumersovereignty.Thisisbecauseconsumersaregivenfreedom to

decideonwhatistobeproducedandconsumed.

12.Providesavarietyofgoodsandservicesduetoalargenumberofproducers.

DEMERITSOFTHEFREEENTERPRISEECONOMY

1.Distortsconsumerchoicesduetopersuasiveadvertisement.

2.Subjectstheeconomyto economicinstabilitiessuch asinflation,instabilityin
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balanceofpaymentsduetoabsenceofgovernmentinterference.

3.Leadstounemploymentandunderemploymentduetoclosureofsomeweakfirms.

4.Monopolyislikelytodevelopwithitsnegativeconsequencesespeciallyexploitation

ofconsumers.Monopolisticfirmsrestrictoutputandchargehighpriceswithanaim

ofmaximizingprofits.

5.Worsensincomeandwealthinequalitiesduelackofaregulatorybody.Resource

ownerstendtoaccumulatealotofwealthwhilethepoorgrowpoorer.

6.Leadstowastageofresourcesthroughexcessiveadvertisementandduplicationof

goodsandservices.

7.Doesnotprovidepublicgoodssuchasdefence,justiceandsewagecollectionand

meritgoodslikeeducation,publichealthandsafewater.Thismainlybecauseit

wouldbeimpossibletochargethem pricessince“freeriders”arenotexcludedin

theirconsumption.

8.Someresourcesmaybeoverexploitedleadingtotheirquickdepletionandothers

mayremainidle.

9.Productionofgoodsandservicesisinfavouroftherich(luxurygoods)thanthe

poor(necessities).Asaresult,cheapgoodsdisappearfrom themarket.

10.Resultsinto production and consumption ofharmfulbutprofitable goodslike

alcohol,cigarettes.

11.Does notrespond to rapid/sudden structuralchanges like flooding,famine,

earthquakeswhichrequirepropergovernmentplanning.

12.Thereisdivergencebetweenprivatebenefitsandsocialcosts.Underfreeenterprise

economy,privatebenefitsoverweighpublicbenefits.Intryingtoachieveprivate

benefits,socialcostsrisee.g.pollution,deforestation,exhaustionofresources,etc.



ECONOMICSMADEEASYbyKigongoJimmyPage29

NOTE

Thegovernmentintervenesinafreemarketeconomythroughitspolicieswhichinclude

thefollowing;

 Taxation

 Subsidizationofproducers

 Pricelegislation(maximum orminimum price)

 Governmentplanning

 Rationingofconsumers(governmentprovidesscarceresourcestoconsumers)

 Wagedetermination(minimum wage)

 Formationofconsumerassociationsthroughwhichthegovernmentsensitizes

peopleabouttheirrights.

THECOMMAND/COMMUNISM/CENTRALLYPLANNED/SOCIALISTECONOMY

Isaneconomicsystem whereresourcesareowned,allocatedanddistributedbythe

centralauthorityonbehalfofthecitizens.

Thegovernmentcreatesadepartmentcalledthecentralplanningauthorityandthis

departmentmakesdecisionsonownership,controlandallocationofresources.

ExamplesofcountriesthatarelargelysocialistincludeRussia,China,NorthKorea,East

Germany,Cuba.

FEATURESOFTHECOMMANDECONOMY

 Economicorproductiveresourcesareownedbythestatei.e.thestateownsall

thenaturalresourcesandbusinessesinthecountry.

 Theeconomicorproductiveresourcesarepubliclyowned.Theproductive

resourcesbelongtoeveryoneinthecountryandareusedwiththeguidanceof
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thegovernment.

 Pricesaredeterminedbythestatethatisbyeithersettingaminimum priceto

benefitproducersoramaximum pricetobenefitconsumers.

 Themainaim ofproductionistomaximizepeoples’welfare.Thegovernment

doesnotaim atmakingprofitsbutproducinggoodsandservicesthatimprove

peoples’welfare.

 Decisionspertainingtoeconomicactivitiessuchasresourceexploitationare

handledbyacentralplanningauthorityandthereforesomeresourcesare

reservedforfutureuse.

 Selfrelianceisalwaysthemajorgoalofthegovernmentwhenevereconomic

resourcesarebeingdesigned.

 Thereislimitedcompetitioninproductionbecausethegovernmentisnotprofit

motivatedandconsumershavetowaitforwhatthegovernmentistoprovide.

 Extensiveplanningbythecentralauthorityisdone.Thegovernmentisincharge

ofplanningforeverything.

MERITSOFTHECOMMANDECONOMY

1.Incomeisfairlydistributedsinceresourcesarepubliclyowned.

2.Resourcesarenotwastedsincethereiseffectiveplanningfortheeconomy.Scarce

resourcescanthereforebeeffectivelyutilized.

3.Iteliminatestheinefficienciesthattendtoresultfrom meaninglesscompetition.

4.Privatemonopoliesarecontrolledbythestate.Thishelpstoprotecttheconsumers

from beingexploitedinform ofhighpriceschargedbyprivatemonopolists.
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5.People’swelfareisimprovedsinceemphasisinproductionisonwelfareandnot

commercialgains.

6.Itensuresthatadequateresourcesaredevotedtoproductionofpublicandmerit

goods.

7.Thesystem cancopewithrapidstructuralchangessuchasdrought,famine,floods,

earthquakes,etcthroughproperplanningbythecentralplanningauthority.

8. Thesystem catersfortheunprivilegedgroupsofpeopleinthesocietysuchasthe

lameandthepoorhenceequaldistributionofopportunities.

9.Itcontrolstheproductionofharmfulproductsintheeconomy.Thegovernmentisin

positiontoregulatetheproductionofsuchcommoditieslikealcohol,cigarettes

throughtaxation.

10.Somekeyareaslikeproductionoffirearmscannotbeleftinthehandsofprivate

individuals.Thisisbecauseitmaycauseinsecurityinthecountryhenceaneedfora

plannedeconomy.

11.Moreemploymentopportunitiesareprovidedasthegovernmenttriestoimprove

welfareandevenoutincomedistribution.

DEMERITSOFTHECOMMANDECONOMY

1.Manyofficialsarerequiredtoestimatewantsandtodirectfactorsofproduction

accordingly.Thisresultsintohighcosts.

2.Itishardtoaccuratelyestimatepeoples’needssincetherearemany.Thisleadsto

wastageofresourcesduetopoorjudgementofwantsandsomeneedsmayremain

unsatisfied.

3.Bureaucracyandredtapewhichareassociatedwiththesystem leadtodelayin

productionandplanning.Thismakesdevelopmenttomoveataslowpace.
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4.Thereisinefficiencyinproductionduetoabsenceofstiffcompetition.

5.Thequalityoffinalgoodsandservicesproducedislowduetolackofcompetition.

6.Limitedvarietyofgoodsisproducedasgovernment’sinterestisinprovisionof

necessitiesoflife.Thislimitsthechoiceofconsumersandtheymaybeforcedto

consumegoodswhicharenotoftheirchoice.

7.Thesystem isadisincentivetoprivateorindividualinitiativeduetostateownership

ofresources.I.e.whatbelongstothestateisnoman’sresource.

8.Thesystem isassociatedwithlimitedinventionsandinnovationsduetoabsenceof

competition.

9.Thesystem isassociatedwithhighlevelsofcorruptionandembezzlementof

governmentfunds.Thisisbecausethesectorcannotsuperviseallthesectors

effectively.

10.Itleadstoimbalanceinregionalresourceallocationanddevelopment.Thisisdueto

stateinfluenceinresourcedistributionbasingonpoliticalsupport.

11.Itleadstobudgetarydeficitsintheeconomy.Thisisduetohighadministrative

costsandsubsidizationofparastatalswhicharenoteconomicallyproductive.

12.Itisdifficulttocoordinatealltheeconomicactivitiesatthesametime.Thisis

becausethegovernmenthasalotofresponsibilities.

ASSIGNMENT

Presenttheadvantagesofcapitalism oversocialism.

MIXEDECONOMY

Isonewhereresourcesareowned,allocatedanddistributedbyboththestateandthe

privateindividuals(marketforcesofdemandandsupply).
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FEATURESOFAMIXEDECONOMY

 Ownershipofresourcesisbothbythestateandprivateindividuals.Some

productiveresourceslikelandandindustriesbelongtothegovernmentwhile

othersareprivatelyowned.

 Economicdecisionsaremadebyboththestateandprivateindividuals.

 Productionisbothforprofitandwelfaremaximization.Thestateproduces

goodstoimprovepeoples’welfarewhileprivateindividualsproducetomaximize

profits.

 Resourceallocationisbyboththemarketforcesofdemandandsupplyandthe

centralplanningauthority.

 Thereisco-existenceofboththeprivateandpublicsector.

 Thereisexistenceofindicativeplanning.Indicativeplanningisonewherethe

governmentdrawsplantargetsandprovides(conducive)political,socialand

economicpoliciestoguidetheprivatesectorbutitdoesnotparticipateinplan

implementation.

 Regulatedcompetitioninproductionandconsumption.Thegovernmentusesits

authoritytocheckoncompetitionbetweenfirms.

MERITSOFAMIXEDECONOMY

1.Limitedresourcewastageduetoregulatedcompetition.

2.Betterqualityproductsareproducedbecauseofcompetitionbetweentheprivate

andpublicsectors.
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3.Productionofawidevarietyofproductsbyboththeprivateandpublicsectors

4.Reducedincomeinequalitiesduetostatecontrol.

5.Individuals’selfinterestsareregulatede.g.overexploitationofresourcesand

consumerexploitation.

6.Itincreasesemploymentopportunitiesduetoexistenceofboththeprivateand

publicsectors.

7.Thepublicsectorprovidesessentialgoodsandservicesthattheprivatesector

wouldnotprovide.

8.Thereiseconomicstabilityduetogovernmentintervention.

9.Increasedrateofeconomicefficiencyinproductionduetocompetitionandplanning.

10.Thetaxesgotfrom theprivatesectorcangenerateincomeforthegovernmentto

fulfillitsobligations.

DEMERITS

1.Inmostcases,theprivatesectorsuffersfrom restrictionsandtaxesimposedbythe

stateyetthepublicsectorissubsidizedthusthegroundforcompetitionisnot

leveled.

2.Wheretheprivatesectorisdominant,theconsumersareexploitedbytheprofit

motivatedproducers.Theproducerscanalsoinfluencegovernmentdecisions

politicallyandeconomically.

3.Aninefficientpublicsectorisabigburdentothegovernmentsincethegovernment

incurslosses,experiencescorruptionandnepotism.Ifthepublicsectoriskepton

goingbythestatethroughsubsidieswhichincreaseitsexpenditures,itwillleadto

publicdebtsandanincreaseddebtburden.

THEROLEOFGOVERNMENTINAMIXEDECONOMY
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NB:

Ineconomics,welookattheroleof……..from afunctionalperspectivei.e.inthis

particularcase,wefocusonwhatthegovernmentdoesorwhatitputsinplaceina

mixedeconomicsystem.Hencetherole(functionalwork)ofgovernmentinamixed

economyisthus;

1.Enacting and enforcing laws that govern trade or business activities.The

governmentcreatesasetoflawsforexamplethelaw ofcontract,consumer

protectionlaws,SaleofgoodsAct,FoodanddrugsAct,etc.suchlawshelpin

regulatingthewaycommercialactivitiesaretobeconductedinaneconomy.

2.Supplementingandmodifyingthepricemechanism.Thegovernmentinamixed

economymayinterveneintheworkingofpricemechanism throughmeasureslike

pricecontrols,taxationandsubsidization.Forexample,legislationofmaximum

pricebythegovernmenthelpsinprotectingconsumersfrom beingexploitedby

producersthroughovercharging.

3.Itreduces orchecks income inequality.The governmentuses policies like

progressivetaxation,supportingsmallandmedium scaleenterprises,diversification

oftheeconomy,etctocreateafairdistributionofincomeamongpeopleinan

economy.Fairdistributionofincomepromotessavingsandinvestment.

4.Ensuringmacro-economicstability.Thegovernmentisinchargeoffightinginflation

byregulatingthevolumeofmoneyincirculation.Italsoensuresthattheexchange

ratesarestableinordertopromoteinternationaltrade.Macro-economicstabilityis

importantbecauseitpromotesinvestmentwhichgivesrisetoproductionofmore

goodsandservices.

5.Providingessentialgoodsandmeritgoodstothepublicataffordableprices.The

governmentinamixedeconomyprovidesmeritgoodssuchassafewater,health

care(immunizationprogrammes)andeducationusuallyatsubsidizedcosts.E.g.

ThegovernmentofUgandaiscurrentlyprovidinguniversalprimaryandsecondary

educationingovernment–aidedschools.
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6.Itcheckssocialcosts(negativeexternalities)inacountry.Thegovernmentuses

environmentprotectionlawstocheckorreducethedegradationorpollutionofthe

environment.Itensuresthatthereispropertreatmentanddisposalofindustrial

waste,garbage.Bycontrollingthesocialcosts,thegovernmentisabletoimprove

thequalityoflifeofthepeople.

7.Ensuring thatpoliticalstabilityprevails in an economy.Bypromoting political

stability,thereisassuredsecurityoflifeandpropertyofpeople.Thisstimulates

investmentbothinthepublicandprivatesector.

8.Itleviestaxestogeneraterevenuetofinanceherdevelopmentprogrammesor

activities.Thegovernmentisabletofinanceitscapitalandre-currentexpenditureby

usingtherevenuegeneratedfrom taxesleviedonincomesofindividuals,goods,

profitsofcompanies,etc.

9.Undertakingstrategicventureswhichcannotbeleftinthehandsofprivateinvestors.

Suchventuresincludethemanufacturingofammunitions,printingofthenational

currency,etc.

10.Undertakingprojectsthatrequirelargeinitialcapitalwhichtheprivateinvestorsare

unable to raise.Such projects include construction ofhydro – electric power

generatingdams,constructionofroadsandraillines,etc.Byfinancingsuchprojects,

thegovernmentdirectlysupportstheactivitiesoftheprivatesector.

11.Influencing the location ofindustries in particularareas.This is achieved by

gazettinglandforindustrialactivitiessuchthattheareasbecomeindustrialestates.

ForexampleNamanveindustrialestatewhichwasgazettedbythegovernmentof

Uganda.

12.Supportingup-cominginvestorsbyprovidinginvestmentincentivessuchastax

holidaysandsubsidies.Theseinvestmentincentiveshelpinvestorstoincurlower

costsofproduction.Thisincreasesproductionbyprivateinvestorsinamixed

economy.
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13.Formulating/layingdownplanstobefollowedbytheprivatesectororprivate

investors and the public sector.Forexample,the Plan forModernization of

Agriculture(PMA)which wasdesigned bythegovernmentofUgandarequires

participationofboththepublicandprivatesectorintheeconomyforitseffective

implementation.

14.Providingandmaintainingthephysicalinfrastructureinaneconomy(roads,raillines,

powerdams).Suchinfrastructuregreatlysupportstheproduction processleading

toincreasedoutputintermsofgoodsandservices.Theproductionofmoregoods

andservicesgivesrisetoeconomicgrowth.

15.Ensuringcreationofmoreemploymentopportunitiesforitspeople.Inamixed

economy,governmentsetsupandrunspublicenterprisesthatoperatealongside

private enterprises.Private and publicinvestmentexpandsand more jobsare

created.Theemployedpeopleearnincometobuybasicneedsoflifeandthis

improvestheirstandardofliving.


