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The basic economic activities of life are production, distribution and disposition of goods and services. A society  

will be facing scarcity of resources during the time of fulfillment of these activities. 

As such scarcity is evident, due to the availability of limited resources, and human needs having no limit.  

Therefore, this variation between the supply and demand leads to the formation of central problems of an  

economy. 

The central problems of an economy revolve around these factors. 

1.What to Produce 

2.How to Produce 

3.For whom to produce 

 

  1.What to Produce : This problem has two dimensions: 

(i) What Goods are to be Produced? 

Broadly, goods are classified as – 
 

(a) Capital goods, and 
 

(b) Consumer goods. 
 

Production of both capital and consumer goods is essential for the economy. Capital goods (like plant and  
 

machinery) are needed for further production and future growth. Consumer goods are needed for present  
 

consumption. 

If the limited resources are largely used for the production of consumer goods, the present generation will enjoy  
 

good quality of life. But, lack of capital goods would mean lack of future growth. The future generations would  
 

suffer. 

Likewise, if the limited resources are largely used for the production of capital goods, the future growth would be  
 

high. But, the lack of consumer goods would mean that the present generation will have low standard of living.  
 

Hence, the problem called the ‘problem of choice’ or the ‘problem of allocation of limited resources’ to different  
 

uses. Production of consumer goods is essential to raise standard of living of the present generations. Production  

of capital goods is essential for future growth. 
 

 



 

(ii) In What Quantity Goods are to be Produced: 

Once, we understand that the production of both consumer goods and capital goods is essential, another  

question arises. How much of consumer goods and how much of capital goods? Because, (owing to limited  

resources) more of consumer goods would mean less of capital goods and more of capital goods would mean. 

less of consumer goods 

2.How to Produce  

Broadly, there are two techniques of production – 

(i) Labour-intensive technique, and 
 
(ii) Capital-intensive technique. 

Labour-intensive technique implies  greater use of labour than capital, while capital-intensive technique  

implies greater use of capital (machines, etc.) than labour. Capital-intensive technique promotes efficiency. 

It accelerates the pace of growth. On the other hand, labour-intensive technique promotes  

employment. The choice between the labour-intensive and capital-intensive techniques becomes a problem  

because labour-intensive technique helps reduce unemployment, while capital- intensive technique  

accelerates GDP growth. 

3. For Whom to Produce? 

Owing to limited resources, an economy cannot produce goods for all sections of the society to the extent  

desired. 

Broadly, every economy has two sections of the society – 

(i) The Rich and  

(ii) The Poor 

Social justice is promoted if more goods are produced for the poor. It would reduce inequality or promote  
 

equality. But, there is a hidden cost of doing it. 

By producing goods for the poor, the profits of the producers would remain low. Low profits would mean  

low investment which Implying low GDP growth. The economy would remain backward for a long time to. 

come. Thus, there is a problem of choice: social equality or GDP growth. The economy needs to decide  

the best suitable mechanism for distribution of the final products among different segments of the society.  

The objective behind selecting such mechanism is to reduce inequality of income, to reduce poverty and . 

to add to the social welfare and standard of living of people. 
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