CLASS 9 SOCIAL SCIENCE - PART 1
Chapter 8: Building Blocks in Economics: The Problem of Choice

Exam-Preparation Notes

1. Meaning of Economics
Economics deals with how individuals and societies make choices to use limited resources to satisfy
unlimited and changing human wants.

People, enterprises and governments all make economic choices. Examples include deciding how to
spend pocket money, which crops to grow, which production methods to use, and how public funds
should be allocated.

Human needs include essentials such as food, water and shelter. Wants include things people would like
to have, such as gadgets, vacations and luxury items.

Human wants are unlimited and keep changing, while resources available to satisfy them are limited.

2. Scarcity, Resources and Choice
Resources are factors used in the production of goods and services. They may be natural, such as water
and coal, or human-made, such as capital and technology.

The factors of production discussed in the chapter are land, labour, capital and technology.

Resources are limited and can often be used in different ways. Therefore, individuals, enterprises and
governments must decide how to use them carefully.

Scarcity is the situation in which unlimited wants cannot all be satisfied because resources are limited.
Scarcity makes choice necessary.

3. Opportunity Cost

Opportunity cost is the value of the next-best alternative given up when a choice is made.

For example, if a student uses X100 to buy a notebook instead of saving it towards a tennis racket, the
opportunity cost is the value of the alternative that the student gives up.

A farmer who uses land to grow barley gives up the wheat that could have been grown on that land. The
value of the forgone alternative represents the opportunity cost.

Opportunity cost helps people compare alternatives and consider what they sacrifice when choosing one
option over another.

4. Production Possibility Curve (PPC)
A Production Possibility Curve (PPC) shows different combinations of two goods that can be produced
using available resources and technology.
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The chapter illustrates a farmer choosing between barley and wheat. The combinations are: A—0 kg
barley and 100 kg wheat; B—25 kg barley and 90 kg wheat; C—50 kg barley and 70 kg wheat; D—75
kg barley and 40 kg wheat; E—100 kg barley and 0 kg wheat.

The curve slopes downward because, with limited resources, producing more of one good requires
giving up some production of the other good.

Moving from one combination to another shows a trade-off. The wheat given up as barley production
increases represents the opportunity cost in this example.

5. Economics and Decision-Making

Economic decisions require information about alternatives, costs, benefits and possible outcomes.

Data are facts and information that can be collected and analysed. Reliable data can help individuals,
businesses and governments make better-informed decisions.

Governments use information and economic analysis when planning revenue from taxation and public
expenditure. Businesses and investors use economic information to assess markets, costs and
opportunities.

The chapter introduces the Economic Survey of India as a report that discusses the Indian economy, its
performance and challenges. It provides information that can support policy-making and discussion of
the Union Budget.

6. The Three Key Questions in Economics
Every economy must answer three central questions: What to produce? How to produce? For whom to
produce?

These questions arise because resources are scarce and have alternative uses. Choosing one option often
means giving up another.

7. What to Produce and For Whom?

What to produce concerns which goods and services should be produced and in what quantities.
Decisions may involve choosing between consumer goods and public services, or between different
types of crops and products.

For whom to produce concerns who will receive or consume the goods and services produced.
Distribution may depend on factors such as income, needs, prices and the way an economic system
allocates resources.

Producers consider demand, available resources, costs and opportunity costs when deciding what to
make. Governments also face choices when deciding how to allocate public resources.

Product design and quality may vary according to the needs and purchasing power of different groups of
consumers.
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8. How to Produce?
How to produce concerns the methods and combinations of resources used to produce goods and

services.

Production can be labour-intensive, using more workers and relatively less machinery, or capital-
intensive, using more machinery and equipment.

Producers choose among methods by considering costs, available labour and capital, technology,
productivity and the circumstances of production.

The factors of production shown in the chapter are land, labour, capital and technology. The appropriate
combination depends on the product and the situation.

9. Economic Systems
An economic system is the way an economy organises the allocation and use of resources and answers

the questions of what to produce, how to produce and for whom to produce.

The chapter discusses three broad types: planned economy, market economy and mixed economy.

10. Planned Economy

In a planned economy, a central planning authority—usually the government—plays the main role in
deciding what to produce, how to produce and how goods and services are distributed.

Resources and production decisions are guided mainly by central plans rather than by private market
decisions.

The chapter explains planned economies as systems in which government direction is central to resource
allocation.

11. Market Economy
In a market economy, individuals and private enterprises make many economic decisions. Prices,
demand, supply and competition influence what is produced and how resources are used.

Private ownership and profit-making businesses are important features of a market economy.
Competition can encourage innovation and improvements in goods and services.

Markets do not remove every possible problem; governments may still have roles such as ensuring
safety, law and order, and setting rules.

12. Mixed Economy

A mixed economy combines elements of market and planned systems. Private individuals and
enterprises make many decisions, while the government also regulates markets and provides public
services.

Class 9 Social Science | Chapter 8 | Page 3



The chapter describes government roles such as fair-competition rules, consumer protection,
transparency, public goods and welfare programmes. Markets contribute through businesses, innovation
and competition.

Examples discussed in the chapter include India after 1991, China after 1978, Germany and Sweden.
The chapter also notes that market-oriented economies such as the United States and Singapore have
significant government involvement.

Almost all economies have mixed features in practice, rather than being purely market-based or purely
planned.

13. India’s Economic System: Change Over Time

After Independence, India followed a more state-led approach. The government played a major role in
controlling industries, allocating resources and regulating production through licences and permits.
Important sectors such as banking, transport and heavy industries had a large public-sector presence.

By 1991, India faced serious economic difficulties. The government introduced economic reforms that
reduced excessive regulation, encouraged private enterprise, opened the economy to global trade and
investment, and increased competition.

These reforms moved India towards a more market-oriented system while retaining an important role for
the government.

14. Key Terms
Economics: The study of how individuals and societies make choices about using limited resources to
satisfy wants.

Needs: Essentials such as food, water and shelter.

Wants: Things people desire beyond basic needs; wants may change and expand.
Resources: Factors used to produce goods and services.

Scarcity: A situation in which limited resources cannot satisfy all wants.

Opportunity cost: The value of the next-best alternative given up when making a choice.

Production Possibility Curve (PPC): A curve showing different possible combinations of two goods that
can be produced with available resources and technology.

Factors of production: Land, labour, capital and technology, as described in the chapter.

Economic system: The way an economy organises resource allocation and answers the three key
economic questions.

Market: A place or arrangement where buying and selling of goods and services takes place; it may be
physical or virtual.

Public goods: Goods and services available to people without excluding others from use; examples in
the chapter include parks, roads, police services, street lights and basic education.
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15. Flowcharts for Revision

Unlimited wants + Limited resources — Scarcity — Choice — Opportunity cost.
Three key questions: What to produce? — How to produce? — For whom to produce?
Planned economy: Central planning authority — Main production and allocation decisions.

Market economy: Individuals and enterprises — Demand, supply, prices and competition — Many
production and allocation decisions.

Mixed economy: Private enterprise + Market forces + Government regulation and public services —
Combined approach to resource allocation.

India’s economic shift: State-led approach after Independence — Economic difficulties by 1991 —
Reforms — More market-oriented system with continued government role.

16. Exam Practice Questions

1. What does economics study, and why do individuals and societies have to make choices?
2. Differentiate between needs and wants, giving two examples of each.

3. Explain why scarcity exists even when people have access to many goods and services.
4. Define opportunity cost with an everyday example.

5. What does a Production Possibility Curve show? Why does it slope downwards in the chapter’s
example?

6. State the three key questions that every economy must answer.

7. Explain the difference between ‘what to produce’ and ‘how to produce’.

8. Distinguish between labour-intensive and capital-intensive production.

9. Describe the main features of a planned economy.

10. Explain how demand, supply, prices and competition influence a market economy.

11. What is a mixed economy? Give examples of the roles played by the government and the market.
12. Describe the main changes in India’s economic approach after the reforms introduced in 1991.
13. Why is reliable data important for economic decision-making?

14. Explain how opportunity cost can help a government decide between spending on highways and
hospitals.

17. Answer Hints
1. Economics studies how limited resources are used to satisfy unlimited wants. Scarcity means people
and societies must choose among alternatives.

2. Needs include food and water; wants may include a new gadget or a vacation.

3. Resources are limited and have alternative uses, while human wants are unlimited and changing.
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4. Opportunity cost is the value of the next-best alternative given up. Example: spending money on a
notebook instead of saving it for another desired purchase.

5. A PPC shows combinations of two goods that can be produced with available resources. It slopes
downwards because producing more of one good means giving up some of the other in the example.

6. What to produce, how to produce and for whom to produce.

7. “What to produce’ concerns the goods and services and their quantities; ‘how to produce’ concerns
production methods and resource combinations.

8. Labour-intensive production uses more workers and relatively less machinery; capital-intensive
production uses more machinery and equipment.

9. A central planning authority plays the main role in decisions about production and allocation.

10. Market decisions are influenced by consumer demand, supply, prices and competition among private
enterprises.

11. A mixed economy combines private decisions and market forces with government regulation and
public services. Examples of government roles include consumer protection and public goods; markets
contribute business activity and innovation.

12. Reforms reduced excessive regulation, encouraged private enterprise, opened the economy to global
trade and investment, and increased competition while retaining a government role.

13. Reliable data helps compare alternatives, estimate costs and benefits, and make informed decisions.

14. The government must compare the benefits and opportunity costs of each option, including the
services or infrastructure that must be forgone.
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