ECS101
 

Background:

- What is Economics?

- Principles of economics 

- Definition and Overview

- Macroeconomics vs. Microeconomics

- Positive versus Normative Economics 

(Note): Positive statements can be shown to be true or proven to be false while normative statements are not testable.  

The Economic Problem

· Unlimited Wants

· Scarce Resources – Land, Labour, Capital

· Resource Use

· Choices

· What goods and services should an economy produce? – should the emphasis be on agriculture, manufacturing or services, should it be on sport and leisure or housing?

· How should goods and services be produced? – labour intensive, land intensive, capital intensive? Efficiency?

· Who should get the goods and services produced? – Even distribution? More for the rich? For those who work hard?

Allocation of Resources:

- Scarcity

- Opportunity cost

(Note): Production or consumption forgone when we make decisions to produce or consume something else.

- Production possibility frontier

- Feasible, unfeasible, inefficient and efficient zones

- Interpreting the slope of the PPF

(Note): The absolute value of the slope of the PPF is the opportunity cost of the good represented on the x–axis in terms of the good on the y–axis

- The law of increasing opportunity cost (causes and implications) 

- Bowed outward PPF

- Things that shift the PPF out

- Absolute and comparative advantage

(Note). Absolute advantage is related to productivity while comparative
advantage is related to opportunity cost. 

- The economic question (resource allocation) 

- Specialization and Trade

(Note): Specialization is related to the opportunity cost of production for each country. 
· Economics systems (command economies vs. market economies)

Opportunity Cost

· Definition – the cost expressed in terms of the next best alternative sacrificed

· Helps us view the true cost of decision making

· Implies valuing different choices

Production Possibility Frontiers

· Show the different combinations of goods and services that can be produced with a given amount of resources

· No ‘ideal’ point on the curve

· Any point inside the curve – suggests resources are not being utilised efficiently

· Any point outside the curve – not attainable with the current level of resources

· Useful to demonstrate economic growth and opportunity cost

Positive and Normative Economics

· Health care can be improved with more tax funding

· Pollution control is effective through a system of fines

· Society ought to provide homes for all

· Any strategy aimed at reducing factory closures in deprived areas would be helpful

· Positive Statements: 

· Capable of being verified or refuted by resorting to fact or further investigation

· Normative Statements:

· Contains a value judgement which cannot be verified by resort to investigation or research

Demand and Supply:

- Demand versus quantity demanded

- Determinants of demand (income, prices of related goods, expectations, tastes, number of buyers)

- Shifts of the demand curve versus movements along the demand curve

(Note). Only changes in the own price of the good cause movements along the demand curve. 

- The law of demand

- Market demand as horizontal summation of the individual demand curves

- Normal versus inferior goods

(Note). These concepts are related to income elasticity. Normal goods are consumed at greater quantities as income rises
- Complements versus substitutes

(Note). These concepts are related to cross elasticity. When two goods are complements (substitutes) the demand of one the goods shifts to the left (right) if the price of the other good rises. 

- Supply versus quantity supplied

- Shifts of the supply curve versus movements along the supply curve

 -Determinants of supply (input prices, technology, number of sellers, expectations)

(Note). Do not confuse determinants of supply with determinant of demand. You should also know how the supply curve or demand curve shifts with a change in one of the determinants of supply or demand.
- The law of supply

- Market supply as horizontal summation of individual supply curves
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