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Introduction to Business Economics

1. The Fundamental Economic Problem

At its core, economics exists because of one inescapable tension:  Unlimited Human Wants vs. Scarce

Resources.

Human Wants: Things people desire to acquire or experience. They are infinite, repetitive (wants return

over time, such as food), and complementary (buying a car creates a nested want for fuel).

Economic Resources (Factors of Production): The inputs used to produce goods and services. They

are strictly limited in supply.

The Breakdown: Resources are Scarce

Resource Description Return / Reward

Land
All natural resources provided by nature (fields, minerals,

water bodies, crude oil).
Rent

Labor
Human effort, both physical and mental, directed toward

production.
Wages / Salaries

Capital
Man-made tools, machinery, equipment, and factories

used to manufacture other goods.
Interest

Entrepreneurship
The ability to coordinate and combine the other three

factors to run a viable enterprise while bearing risks.
Profit

2. The Three Pillars of Economic Decisions

Because we cannot  have  everything  we want,  every  society,  individual,  and  business  organization  must

navigate three interconnected concepts: Scarcity, Choice, and Opportunity Cost.

• 

• 
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Scarcity

Limited Resources
→

Choice

Prioritizing Wants
→

Opportunity Cost

Foregone Alternative

Scarcity: The structural condition of having fewer resources available than are required to satisfy all

human options and desires.

Choice: The process of selecting which specific needs or wants to satisfy immediately, and which ones to

postpone.

Opportunity Cost: The sacrifice made when a choice is finalized. It is defined as the value of the next

best alternative foregone.

Practical Business Example: If a firm allocates 100,000 KSh to procure new office computers instead

of upgrading its field delivery motorcycle,  the opportunity cost is the delivery speed and operational

efficiency sacrificed by not purchasing the motorcycle.

3. Creating Utility (Value) in Business

Raw resources are rarely usable in their native state. Businesses exist precisely to transform these inputs into

configurations  that  consumers  value.  This  value-adding  progression  generates  Utility (the  measure  of

satisfaction derived from consumption).

Form Utility: Converting raw materials into finished products (e.g., transforming raw timber logs into

functional study desks).

Place Utility: Transporting items from regions of extraction or production to geographic areas where they

are actively demanded (e.g., shipping fresh fish from Lake Victoria to suburban retail supermarkets).

Time Utility: Preserving and storing inventories until the exact period they are required (e.g., keeping

grains securely in a warehouse post-harvest to sell during dry, high-demand seasons).

Possession Utility: Executing a formal transfer of legal ownership through trade or commercial

transactions (e.g., selling a smartphone to a customer so they gain full utility of the device).

4. Core Economic Systems

Different societies organize production differently, answering the core questions of What to produce?, How to

produce?, and For whom to produce? using distinct frameworks:

Free Market Economy (Capitalism)

Driven entirely by private individuals, open enterprise, and the decentralized forces of Demand and Supply.

Advantages: High rates of innovation, freedom of choice, and automatic market efficiency.

• 
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Disadvantages: Can lead to severe wealth inequalities; critical public goods (like public health

infrastructure or street lighting) are systematically under-provided.

Planned / Command Economy (Socialism)

The  state  or  central  government  exerts  full  control  over  the  factors  of  production  and  directly  dictates

manufacturing quotas and distributions.

Advantages: Minimizes resource waste on luxury goods; targets social equality.

Disadvantages: Frequently suffers from bureaucratic delays, structural inefficiencies, and a lack of

consumer choice.

Mixed Economy

A  functional  integration  of  both  free-market  principles  and  state  intervention.  Private  citizens  manage

businesses,  but  the state  intervenes via  regulatory  frameworks,  offers  public  infrastructure,  and enforces

consumer protections (e.g., the economic structure utilized in Kenya).

Quick Review Questions

Explain comprehensively why an enterprise cannot eliminate opportunity cost from its operational

lifecycle.

A bulk wholesaling facility holds large quantities of sugar during a low-demand bumper season and

distributes them during a sudden national shortage. Identify and explain the type of utility this

business has generated.

Differentiate between a dynamic habit and a foundational basic human need within economic theory.

• 

• 

• 

1. 

2. 

3. 

ElimuLocal • Business Economics 3


	Introduction to Business Economics
	1. The Fundamental Economic Problem
	The Breakdown: Resources are Scarce

	2. The Three Pillars of Economic Decisions
	3. Creating Utility (Value) in Business
	4. Core Economic Systems
	Free Market Economy (Capitalism)
	Planned / Command Economy (Socialism)
	Mixed Economy
	Quick Review Questions



