
Unit 4. Economic activity.

!

! We all need things (cloths, food, housing, medical care, entertainment) and we are 
not able to produce most of them, all of them actually. So we need people who grow food 
(farmers), we need people who kill the animals and process the meat or collect the 
vegetables, we need packing factories, distributions systems, supermarkets…. and here it
´s just part of the food processing activity, think in all the things you used yesterday.
! And to get all those things we need money, but also the farmers and factory owners 
need money, a lot of it, due to produce their goods.
! All the actions done in order to produce and get things is called economic activity. 
So in this unit we´ll learn about:

- Economic goods or just goods:
- Products 
- Services 
- Necessary
- Luxury.

- Economic organization:
- Production factors:

- Land
- Labor.
- Capital.

- Economic Systems:
- What is an economic system?
- Types of economic systems.
- The market. Supply and demand.

- Economic agents:
- Families
- Companies.
- State.
- Relations among economic agents.

- The labour market. 

- Globalisation of the economy:
- Development of the ITC
- Multinationals and relocation.
- Economic international organizations.

! 1.- Economic goods.

! An economic good is anything needed or wanted which could be exchange for 
money, services or another goods, anything that could be sell or buy. Goods can be 
tangible1, such as commodities or products, or abstract, services or utilities. Therefore 

1 Tangible:perceptible by touch. Tangible.



education is an economic good, a service, something abstract you cannot touch or carry 
but a t-shirt you buy in a store is also a economic good, a product. When you buy a flight 
ticket you are not buying the plane but you are giving money in exchange for something 
you need or want.

! So economic goods could be products or services. 

! But goods could also be classified according to their necessity  rate. There are some 
goods (products and services alike) that we really need in order live: housing, food, 
clothes, heating, but also education and health caring. 
! In the other hand, there are a sort of good we want more than we actually need, 
they are luxury goods or second necessity  goods. Not all of them are luxuries though, a 
book or  watching a movie are actual luxuries but we may live without them, second 
necessity goods could be the difference between just living or happiness. There is a third 
type of good, the inferior good, it is a kind a good which its demand decreased with the 
income level, higher the income level gets lower the demand of the good.

! So economic goods could be first  necessity or basic goods, or luxury or 
second necessity goods.

Exercise 1. Classify the following goods as: Products ( P ), Services ( S ), Basic ( B ) or 
Luxury ( L ).

A house.! ! ! Carrots! ! ! A pair of Converse sneakers

A trip to the beach! ! A car! ! ! ! A bicycle 

A book! ! ! A t-shirt! ! ! Schooling 

Medical Care!! ! A music record! ! An iPad

A haircut! ! ! A bus ride to work! ! A van to work

Exercise 2. Make your own list of economic goods.  Write, at least, ten of each category. 

Economic organization. 

! The economy is the way people and business get the goods they need or want. So 
in order to sell or buy goods these must be produced at first. Production is one of the most 
important aspects of the economic organization. Before the goods are produced they must 
be link to the potential buyers, that is the market. The market may be an actual place (a 
building where you buy groceries, for example), but it is also the link between buyers and 
sellers, we will study market further in this unit.

! In order to produce some factors are needed, these factors are simply called 
Factors of production and they are found in every production unit or business. The 
factors of production are:



- Land or natural resource. Land or natural resources factor is the good we obtain from 
nature like water, air, soil, minerals, flora and fauna used in the production of good and, 
also, the land we need to establish a business. This factor is very  important in the 
primary (farming, fishing, cattle…) and the secondary (industry) but it is also need in the 
tertiary because they need actual locations like offices and storage facilities.

- Labor. Workers are the key of production. In the last century the development of 
machinery has reduced the number of workers need in the factories or in the fields but 
they are necessary nonetheless, specially in the tertiary activities, workers cannot be 
replaced by machines in restaurants, hotels, hospitals or other public services. 

- Capital. Thinking about capital is thinking about money. Production needs money to buy 
the materials, to hire people, to pay the rent, and etcetera. But capital is also the 
investment a businessperson do in his/her business, machines, offices, production 
plants, stock. Some economists put technology aside of capital, creating a forth category 
but most of them include it inside capital. Capital is important in any kind of economic 
activity.

! Companies.

! A company is a business association which seeks the best way to produce a good 
or deliver a service. Companies are of key importance in the production process. The 
company organizes the production, decides when, what and how to produce a good. The 
company hires the workers needed, looks for raw materials, calculates cost and prices. 
Companies do everything in economics nowadays. 

! There are different types of companies regarding their size, number or associates,  
their relations to the market and international projection.

! Size. A company could be measure by:
- Number of employees:

- Micro company: less than 10.
- Small company: 11 to 49 employees
- Medium company: 50 to 250 employees
- Big company: 250 to 1000 employees. 

- Number of outlets, for example number of shops or establishments.
- Sales a year.
- Capital employed
- Profit.
- Market value.

! All the options are usually consider altogether but business size is often relative 
regarding its competitors.

! Number of associates:

- Sole proprietorship or sole trader. The company is own by one sole person. 
Nowadays it is hard to find big companies owned by a sole trader.

- Partnership business. Any business or company own by more than two people is a 
partnership business. There are different types of partnership business:



- Public limited companies, public trade or corporation (inc.)  (S.A.). The shares 
of the company are sold and traded freely. It must have a minimum of the capital 
shared.

- Limited Companies. The share are limited to those who have invested at the 
beginning, share cannot be sold or trade freely.

- Cooperative or workers cooperative. It is business association managed and 
owned by its workers.

! !
! Location. 

! Companies may operate at different places:

- Local company. A company that operates in a city or a province. 
- National company. A company that works in a country.
- International or multinational. A company that operates in more than one country.
- This kind of company could share capital from different countries not having a 

clear any national attachments.

!  

! Types of economic systems.

! An economic system depends on who controls the production.

! Planned or socialist economy. The state owns everything or almost everything 
taking all the production decisions. After the collapse of the USSR at the end of 1980´s 
there are no actual socialist states, the reminding ones such China or Vietnam are sort of 
mixed economies. Cuba and North Korea may be the last socialist economies in the world.

! Interventionist  or centralized economy. The state or government may take 
actions in order to control economy regarding to prices and production or, even, loan 
policies. Nowadays all capitalist countries have some control over their economies 
specially after the 2008 crisis but the most representative of this kind of economy is China.

! Capitalist system of free market system. Services and products are freely  trade 
by the companies according to the demand, that is called the market. Current capitalist 
economies states control somehow the market by laws and the price of the money.

! The market

! Market is where the exchanges of goods and services for money, other goods or 
services, take place. Market establish prices by the engage of supply and demand.

! Supply are all the goods (products and services) offer for their consumption by  the 
companies (producers) to other companies or the families. More supply means low prices, 
less supply high prices.

! Demand are the goods which the consumers or companies want or may want to 
get. A  product highly demanded make the price rise, if the demand is low the prices may 
be low but not always a low demand means low prices, some products or services are 
very exclusive and expensive that only a few can afford them.



! In the graphic above it is represented how demand, supply, quantity  and price are 
related. 

! If supply  is higher than demand the price of the product or service will fall. 
Nowadays the real state market is in this situation. The demand is smaller than the supply.
! If supply is lower than demand the price of the good will go up. The real state 
market before 2008 crisis.

Summing up!!

The economic organization is how, when and by whom, a good is produced.
There are three factors which are necessary in order to produce an item: 

- Land. Raw materials and the land itself.
- Capital. The money and things needed in order to produce (machines, tech, 

storehouses…)
- Labor. The people need to produce.

! Most of the production decisions are taken by companies. Companies are business 
associations, they could be small or huge, local or international.

! The way a country take or leave to others take the decisions about production is the 
economic system. There are three different economic systems:



- Planned economy or socialism. 
- Centralized or interventionist. 
- Capitalism or market economy.

! In capitalism market is very important. Market are the economic exchanges in a 
society. Market is ruled by supply and demand.

Economic agents.

! And economic agent is someone or a collective who partake in economy. The three 
main economic agents are:

! Households or families. This term refers to the body of consumers and workers. 
Families demand services and products and provide labor force to economy. They are the 
reason the economy exists.

! Companies or business. As we see above companies are associations created to 
produce goods. Their final goal is profit by  the also provide jobs to the families which are 
really  needed in order to get wages. Companies have become bigger and more complex 
since 18th century when industrialization and capitalism begun.

! State. States intervene in economy through laws and taxation. States also provide 
services which are not profitable enough for private initiative or are of capital importance 
such education or healthcare. The state must also create and keep working the 
infrastructures need for the economic activity such as road, trains, airports, harbours, etc.
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! In the diagram above show the relations between agents in a simplify  way. In 
planned and centralized economies the the control of the state is very high. In pure market 
economies the state provides and keep infrastructures and a legal frame which to protect 
companies. In mixed economies, market with state control, the states try to keep an 
balance between companies profits and households rights and needs.

Labor market.

! As we have seen families (or households) provide working force to companies in 
exchange of wages. This flow is also a market, a labor market, where families are supply 
and companies demand. But this market is different because it is about people and not 
about goods, and people have rights and can not be treated like goods (at least since the 
end of slavery)
! In a normal market as higher is the supply lower is the price, so if there are too 
many workers (specially  without any particular skill), high supply, the price (wages) would 
be very  low. In order to control very low salaries families (represented by unions) 
companies try to come to agreements, the state role is to mediate between the parts, 
governments also develop laws to protect workers from companies abuses. We must not 
forget that one of the main functions of the companies is to provide jobs to the families in 
order to keep a healthy economy.
!

Labor market current factors and characteristics.

- Formation. Formation qualified the worker for specific and more complex tasks, 
higher qualification higher wages. Nowadays developed countries have more 
qualified workers than underdeveloped ones.

- Unemployment. Market system needs unemployment, an amount of not working 
people who can be hired at any  time. But sometimes in certain areas or  countries 
unemployment becomes a very serious problem. Governments should pay special 
attention to female, young and long term unemployments.

- Working conditions. In developed countries labour prices are high thanks to 
several added expenses such as safety, social security, minimum salary 
legislations etc… won by unions through last century. Theses worker rights put up 
the prices. In underdeveloped countries prices are lower due to the lack of workers 
rights and safety conditions legislations.

- Globalization. Because of the low transport prices some companies have 
relocated their factories to underdeveloped countries where labour prices are 
cheaper. Countries like China, Vietnam, Indonesia have become the “factories” of 
the World. Obviously this means the destruction of many industrial jobs in 
developed countries.

- Teleworking. Thanks to ICT´s some works do not need to be done at work place 
allowing workers to work at home. This also helps to the relocation, some services 
are located somewhere else like phone assistance.

- Gender. There are some inequalities between men and women specially in salary 
terms. 

- Aging population. Aging  and low birth rates have become a problem in labour 
terms. The working population are all people between 16 and 65 years old 
(working age). Nowadays retired people live more and more and every year there 



are less and less births, so no replacement for those who have retired. Some 
governments are extending the retirement age to 67 or more.

Globalization. 

! No country is an island (economically speaking) and nowadays this is more 
true than ever. The economic relations between countries are more complex than 
simple trade operations (Country X sell N and buy Y to country F). Most of the 
countries have joined a huge free  market system where everything is 
interconnected. 
! Today a good could be produced by chinese hands, ship by  australians, and 
bought by a spanish and all the decisions could be taken in Chicago for someone 
who never traveled to those places.

! Globalizations factors and characteristics.

- Dropping transport cost. In the last two decades transport have become cheaper 
and cheaper, specially  long distance transport due to the development of bigger 
ships and the low prices of fuel. Sometimes is cheaper to buy and transport 
something from China than from your own country.

- ICT. Information and communication technologies have been decisive to 
globalization, specially  internet. Information flew throughout the wires and 
satellites. Decisions can be taken thousand of miles away, production can be 
control without being in the same place thanks to internet.

- The continuous expansion of the Multinationals. Companies have been getting 
bigger and more complex in the last 30 years. Most of the multinationals have 
subsidiary companies in every country  they operate so workers and consumers 
don´t know who are they working too or buying from. Multinationals aren´t actually 
linked to any country.

- Free trade agreements or common markets. Some countries have free trade 
agreements between them in order to remove trade tariffs  and make the 
commercial exchanges easier and cheaper, obviously  these kind of agreement 
always favor the more powerful economy. Common markets remove also the 
tariffs but only among their members in oder to protect themselves from 
competitors.

! Due to these characteristics countries are having serious problems in oder to 
control companies specially in their services to consumers or taken responsibilities 
for abuses to workers or to the environment.
! There are organizations created to control and help the free trade, the most 
important are: World Trade Organization and UN.


