
BASIC ECONOMIC CONCEPTS
[bookmark: _bookmark10]A number of basic concepts or terms lie at the heart of economic science. The most important              - ones are explained in this section.
1. Economy
[bookmark: _bookmark11]The word is used to refer to a particular system of organisation of economic activities i.e., production, distribution, exchange and consumption of all things required to satisfy human     wants. In this sense, we often speak of the Nigerian economy or the Ghanaian economy, developed or developing economy, capitalist, socialist or mixed economy.
2. Goods and Services
In economics, the term goods refer to material or physical things which can be seen or touched and used to satisfy human wants. Examples include food items, cars, shoes, wristwatch, industrial equipment and machineries, etc. 
Goods are classified in different ways, they are:
a. Economic goods: are those goods which have prices and their production requires scarce resources that have competing uses.
b.  Non-economic goods: refers to things that are unlimited in supply and can be obtained free-without paying a price. Examples of non- economic goods are stream water, gutter sand, sunshine, air, bush trees, etc.
c. Material goods: Goods that are tangible that is can be seen touched and transferred e.g., cars shoes cloth building etc. All material goods are economic goods.
d. NonMaterial Goods These are goods that are intangible because they cannot be seen touched or transferred e.g., services of a doctor teachers lawyer engineers actors etc.
e. Consumer goods: Goods that directly satisfy the wants of consumer. e.g., bread milk furniture, food clothing and entertainment. etc. Consumer goods are wanted for the satisfaction they provide to their owners.
f. Capital Goods Also known as producers goods. Goods which help in the production of other goods in order to satisfy the wants of the consumer. e.g., machines plant agricultural etc. Capital goods are not wanted for their own sake but for what they can produce.

NOTE In deciding whether a good is a capital or a consumer good. It is necessary to consider who the user is and the purpose of its use. For example: A computer will be a capital good if it is used by an insurance company to process insurance claims  it is producing a service. If however it is used by a person to play games it is a consumer good.

g. Intermediate goods: Goods sold by one firm to another for resale or for further production e.g., cotton.
h. Final goods Goods sold not for resale or for further production but for personal consumption.

NOTE The distinction between intermediate and final goods is of much importance in the computation of national income.

i. Public goods: Public goods are ones which are provided by the nature or the government for free use by the public. The aim is for overall growth and development. The demand curve for public goods is horizontal e.g., police service fire brigade national defense public transport roads dams and river.
j. Private goods: Private goods are the ones which are manufactured and sold by the private companies to satisfy the consumer needs and wants. The demand curve is vertical e.g., clothes cosmetics cars food etc.
[bookmark: _bookmark12]NOTE: Economic activities other than manufacturing or primary goods production are referred to as services. Examples are banking, shipping, legal, insurance, tourism, medical care, etc. But it is also common in economics to use the term goods to refer to both material goods and services which, in this case, is regarded as non-material goods.

3. Resources
These are things which are combined in numerous ways to produce goods and services required for the satisfaction of human wants. Such things are alternatively referred to as factors of production, and can be classified as:
a. Natural resources: There are free gifts of nature such as arable land, water, minerals (such as limestone, good etc.), fishing ground, forests, hydroelectricity and solar energy potentials etc. Natural resources are collectively referred to as land in economics.
b. Human resources: Human efforts in the production process which consist of various mental and physical abilities and skills. The term labour is used for human resources.
c. Capital: Man-made resources such as roads, dams, buildings, equipment and machines which help in the production of other goods that satisfy human wants directly or indirectly.
d. Entrepreneurship: The person (in case of one-man business) or the business owners/managers who co-ordinate the other factors of production to produce and market goods and services and possibly invent and innovate.
[bookmark: _bookmark14]


4. Variable
Variable is defined as something whose magnitude or quantity can change over a specified time period under consideration. It is divided into
a. Dependent variable:  A dependent variable whose magnitude is related in some unique way with the changes in the magnitude of some other variable. For example, demand varies inversely with price here demand is the dependent variable and price is the independent variable.
b. Independent variable: an independent variable in economics is a variable that is not affected by other variables in the model. It is the variable that is changed by the researcher to see how it affects the dependent variable. For example, an economist might be interested in studying the relationship between the price of a good and the quantity demanded of that good. In this case, the price of the good would be the independent variable, and the quantity demanded would be the dependent variable. The economist would change the price of the good and see how it affects the quantity demanded.
c. Endogenous variable: Endogenous variables are those whose values are determined from within the model e.g., demand supply national income consumption saving investment etc.
d. Exogenous variable: Exogenous variables are variables whose values are determined by external forces e.g., price exports imports profit revenue labour force inventions etc.
e. STOCK AND FLOW VARIABLES
Stock variable: A stock variable has no time dimension that is it is not measured per unit of time and do not change e.g., inventories national wealth government spending money etc.

Flow variable: flow variables have a time dimension that is it is measured e.g., demand national income savings investment spending of money change in any variable etc.

5. [bookmark: _bookmark15]Ceteris Paribus
This is a Latin phrase meaning “all other things being equal”. The ceteris paribus assumption is more commonly used in economic theory to isolate the effect of a change in one variable or influencing factor. This implies that “all other variables or determining factors are held constant”. Economic theories are simplified and their validity enhanced with explicit or implicit use of ceteris paribus.

6. [bookmark: _bookmark16]Rational Behaviour
As used in economics, behaviour in which economic agents (i.e., individuals, firms and government) do the best they can under given circumstances. For example, the assumption of consumer rationality implies that the average consumer in his purchasing decision will always prefer more to less, or the basket of goods that will give him the maximum utility given his money income and the unit prices of the goods. The assumption of rationality permits us to explain and predict how people will act under specific conditions.

7. Wealth
Wealth is a thing that have value and possess utility, scarcity and it is easily transferred.
The forms of wealth are:
a. Individual wealth: wealth owned by an individual is called private or individual wealth e.g., car, house, company etc.
b. Social wealth: goods which are owned by the society are called social or collective wealth e.g., schools, colleges, roads, canals, mines, forest etc.
c. National or Real wealth: it includes all individual and social wealth. It consists of material assets possessed by the society.
d. International wealth: The United Nations Organization and its various agencies like the World Bank, IMF, WHO, etc. are international wealth because all countries contribute towards their operations.
e. Financial wealth: financial wealth is the holding of money, stocks, bonds etc. by individuals in the society.

[bookmark: _bookmark17][bookmark: _bookmark20]WHY DO WE STUDY ECONOMICS?
1. To understand how the economy works: Economics is the study of how people make decisions about how to allocate scarce resources. By understanding how the economy works, we can better understand the choices that people make and the consequences of those choices.
2. To make better decisions: Economics can help us to make better decisions about our personal finances, our careers, and our investments. By understanding the economic principles that govern these decisions, we can make choices that are more likely to be in our best interests.
3. To be informed citizens: Economics is a vital part of our everyday lives. It affects the prices we pay for goods and services, the jobs we have, and the taxes we pay. By understanding economics, we can be better informed citizens and make more informed decisions about the policies that affect our lives.
4. To be a critical thinker: Economics teaches us to think critically about the world around us. By understanding the economic principles that govern our world, we can better understand the causes and effects of events and make better decisions about our lives.
5. To solve problems: Economics can help us to solve problems such as poverty, unemployment, and inequality. By understanding the economic factors that contribute to these problems, we can develop policies and programs that can help to address them.
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