
 

Syllabus - Syllabus Cambridge IGCSE Economics 0455 
 
SECTION 1 
The basic economic problem 
 
Chapter 1 - The nature of the economic problem* 
 
The economic problem - unlimited wants exceeding finite resources. 
This arises due to scarcity of resources. 
So, Consumers can’t have everything they want - limited income. 

Workers have to make decisions on what jobs they do - time is limited. 
Producers have to decide on what to make - resources are scarce. 
Governments have to decide on how to spend tax revenue - revenue is finite. 

 
Economic good - a product which requires resources to produce it and therefore has an 
opportunity cost. 
Free good - a product which does not require any resources to make it so it does not 
have an opportunity cost. 
Free goods are much more rarer than economic goods. 
 
Chapter 2 - Factors of production 
 
The factors of production are :  

1. Land 
2. Labour  
3. Capital 
4. Enterprise 

 
1. Land - gifts of nature available for production. 

Eg. land itself and coal, rivers and etc. 
2. Labour - mental and physical human effort used in producing goods and 

services. 
Eg. doctor, cricketer 
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3. Capital - human-made goods used in production. 
Eg. tractor, robots 

4. Enterprise - risk bearing and key decision making in business. 
Mobility of factors of production 
● Land 

Land itself is occupationally mobile but the other form of land can either be 
occupationally mobile or immobile.  
However, Land itself is not geographically mobile but the other form of land is 
mostly geographically mobile. 

● Labour 
● Mobility of labour depends on various factors: 

○ Differences in salaries 
○ Differences in prices and availability of housing in different areas and 

countries 
○ Family ties 
○ Differences in educational systems in different areas and countries 
○ Lack of information 
○ Restrictions on the movement of workers (visa) 

● Capital  
Capital is mostly occupationally immobile (example is computer) and it is 
partially geographically mobile and partially immobile. 

● Enterprise 
Enterprise’s mobility basically depends on the entrepreneur’s mobility. 
 

Quantity & Quality 
● Land 

The quantity of the land itself doesn’t change with time unless due to natural 
disasters. The other form of land, however, changes if extracted if it is unrenewable. If 
the resource is renewable the resource can be produced again. 

The quality of land can however be altered by humans by, for example, adding 
fertilisers or polluting it. 
● Labour 

○ The quantity of labour can be affected by these factors. 
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■ The size of the population 
■ The age structure of the population 
■ The retirement age 
■ The school leaving age 
■ Attitude to working women 

○ The quality of labour can be affected by : 
■ The education/training 
■ The healthcare 

● Capital  
Quantity of capital is influenced by investment mainly. The quality of capital 
can be varied with advances in technologies . For example a development in 
robotics in the automobiles industry will increase the quality of capital 

● Enterprise 
Quantity of enterprise will increase if more entrepreneurs are there. This 
happens by good education and training. Lower taxes will encourage more 
entrepreneurs. Quality can be influenced by the quality of education. It depends 
on the development of the country. 

Payments for factors of production 
Each factor of production requires a payment to be given 

Workers - wages 
Capital - interest 
Land - rent 
Entrepreneurs - profit 

 
 
Chapter 3 - Opportunity cost 
Opportunity cost is the next best alternative for gone. 
If you have options to play football and learn at the same time and you choose playing 
football then your opportunity cost is the knowledge you get by that learning.  
Consumers, workers, producers and governments have to consider the opportunity cost 
for their choices.Economic goods are the only type of goods that have an opportunity 
cost. 
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If there is x and y and to calculate the opportunity cost of x you have to divide y by x 
,(x/y) 
Chapter 4 - Production Possibility Curve 
A Production Possibility Curve is a curve that shows the maximum output of two types 
of products and the combination of products that can be produced with existing 
resources and technology. 
 
If the point is inside the curve, the resources are not being used to their full potential. 
If the point is on the curve, the resources are being used to their full potential. 
However, the point can never be outside the curve. 
 
If the point moves outwards, then actual economic growth is taking place. 
If the curve moves outwards, then potential economic growth is taking place. 
 
The movements along the curve signify the reallocation of resources. 
 
The shifts in the PPC signify the changes in the quality and quantity of resources. 
SECTION 2 
The allocation of resources 
Chapter 5 - Microeconomics and macroeconomics 
Microeconomics is the study of the behaviour and decisions of households and firms, 
and the performance of individual markets. 
Macroeconomics is the study of the whole economy. 
Many microeconomic decisions add up to the macroeconomic picture. 
Households, firms and governments are economic agents 
Households are consumers (seek low prices and good quality), savers (want their 
money to be in a safe place and give a good return) and workers (want good working 
conditions and high pay) 
Firms(want profit) are business concerns that produce goods and services, employ 
workers and other factors of production 
Government (wants a strong economy) is the system that rules a country or region. 
 
Chapter 6 - The role of markets in allocating resources 
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All economies have to answer 3 questions: 
1. What to produce? 
2. How to produce it? 
3. Who is to receive the product produced? 

The answer to these questions varies in every economic system, which is the 
institutions, organisations and mechanisms that influence economic behaviour and 
determine how resources are allocated. 
There are 3 main market systems: 

1. Planned economic system (an economic system where the government makes 
the crucial decisions, land and capital are state-owned and resources are 
allocated by directives) 

2. Market economic system (an economic system where consumers determine what 
is produced, resources are allocated by the price mechanism land and capital are 
privately owned) 

3. Mixed economic system (an economy in which both the private and public 
sectors play an important role) 

In a market economic system, the consumers signal their preferences through the price 
mechanism, which is the way the decisions made by households and firms interact to 
decide the allocation of resources. 
 
Consumers interact with producers by using the price mechanism and therefore the 
producers know the popularity/demand of the product in the market.  
When the demand increases → price increases→more profit → firms produce more 
When the demand decreases → price decreases→less profit → firms produce less 
This is how the buyers interact with the sellers 
When the demand or supply changes the market moves into market disequilibrium 
which is a situation where demand and supply are not equal at the current price. But 
after that the market changes into market equilibrium which is a situation where 
demand and supply are equal at the current price. 
 
Chapter 7 - Demand 
Demand is the willingness and ability to buy a product. 
Demand and price is inversely related. 
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