
Sectio" O Basic Economic Concepts

Overview

This section provides an introduction to the study of economics. It presents the definition of economics
and the difference between the two main branches of the discipline, microeconomics and
macroeconomics. In addition, it introduces the business cycle, a major focus of macroeconomics, and
three important measures economists use when they sfudy it: unemployment,, inflation, and aggregate
output. Finally, this section develops the production possibilities curve model and uses it to explain basic
economic activity, including trade between countries. Because the study of economics relies heavily on
graphical models, an appendix on the use of graphs follows this section.

Economics is a social science, and therefore, like history or geography, it is concerned with the study
of people. However, leatning the economic way of thinking can be different from learning about other
social sciences. Often, how you study math or statistics will be the best approach to studying economics.
As you begin your study of economics, keep in mind that you need to adapt your approach to fit the
unique nature of the discipline. Blend your approach to learning other social sciences with your approach
to learning math or statistics.

Featured Model/Graph: The Production Possibilities Curve

This section presents the first of many economic models in the course, the production possibilities curve,
or PPC. The PPC is a basic macroeconomic model that illustrates the alternative production choices (i.e.
possibilities) from which an economy can choose. The model is used to illustrate the basic economic
concepts presented in this section, as well as to introduce the use of models in economics.

MODULES IN THIS SECTION

The Study of Economics

Introduction to Macroeconomics

The Production Possibilities Curve Model

Comparative Advantage and Trade

Module I

Module 2

Module 3

Module 4

BEFORE YOU TACKLE THE TEST

Draw the Featured Model

Complete the Exercise

Problems

Review Questions
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MODULE j I j THE STUDY OF ECONOMTCS

BEFORE YOU READ THE MODULE

Summary

This module presents economics as the study of the production, distribution and consumption of goods
and services. It focuses on scarcity and the need to make choices about the production, distribution, and
consumption of goods and services, and the resulting importance of opportunity costs. The distinction
between positive and normative economics and the two main branches of economics, microeconomics
and macroeconomics, are also explained.

Module Objectives

Review these objectives before you read the module. Place a "tl" on the line when you can do each of'the

.follov,ing:

Objective #1. Explain how scarcity and choice are central to the study of economics

Objective #2. Discuss the importance of opportunity cost in individual choice and decision
making

Objective#3. Explain the difference between positive economics and normative economics

Objective#4. Identify areas of agreement and disagreement among economists

Objective #5. Distinguish between microeconomic concepts and macroeconomic concepts

WHILE YOU READ THE MODULE

Key Terms

De.fine these kq' terms as yolt read the module:

Econornics:

lndividual choice:

Economy:

Market economy:
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Command economy:

Incentives:

Property rights:

Marginal analysis:

Resource:

Land:

Labor:

Capital:

Entrepreneurship:

Scarce:

Opportunity cost:

Microeconomics:

Macroeconomics:
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Economic aggregates:

Positive economlcs:

Normative economics:

Practice the Model

Identify each of the following statements as being positive statements or normative statements in the
space provided.

1) Prices of goods are expected to rise.

2) Workers should earn higher wages.

3) Workers should earn lower wages.

4) Consumers are negatively impacted when prices increase but wages do not.

List questions or difficulties from your initial reading of the module.

AFTER YOU READ THE MODULE

Fill-in-the-Blanks

I;ill in the blanks to complete the .fbllov,ing statentents. IJ'),or, /ind ),ourself having dfficulties, please
r*r bctck to the appropriate section in the text.

. At its most basic level, economics is about l)

. Even though individuals may have unlirnited alternatives to choose from, 2)

means that individuals cannot always get what they want. The activities that create the goods and

services people want, and get them to the people who want them form the system that we know as the

3) . A 4 )

goods and servrces.
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' If a country has a central authority that makes choices about the use of resources to produce goods

and services, and also makes choices about the distribution of those goods and services, it has a(n)

economy.

o The United States has a 6) economy, in which production and consumption

are largely the result of decentralized decisions made by many firms and individuals. For instance, a

firrn deciding to produce a good determines which of the four types of 7)

including 8)

and to use to produce those goods and services. Because economics is

concerned with choices, it is important to consider what you must give up when you make a choice.

This is known as the 9) cost ofa choice.

. Economics is divided into two main branches. Microeconomics studies the choices made bv

10) while macroeconomics focuses on data that summarizes measures across

many markets, called economic 11)

o When economic analysis is used to answer questions about the way the world works that have

definite right and wrong answers, it is known as lZ) economics. In contrast.

economic analysis that involves saying how the world should work is known as

s)

economics. An economist who tells you that a certain policy is "good"

or "bad" is engaging in 14) economics.

Multiple-Choice Questions

Circle the best choice lo answ'er or complete thefollowing questions or incomplete statements. For
additional practice, u,te the space provided to explain why one or more of the incorrect options do not
work.

15. Which of the followine is not an economic resource?
a. land
b. labor
c. capital
d. entrepreneurship
e. money

13)
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Helpful Tips

. Many students assume economics is "about money." But the driving force behind the study of
economics is scarcity and choice: because resources are scarce, we must choose how to allocate those
resources.

o Positive analysis is stating how things "are." Normative analysis is stating how things "should be."
An easy way to keep these straight is to think about social norrns, the way you should behave in a
given context. Positive analysis is absent of value statements.

. The opportunity cost of one choice is not the cost of all foregone opportunities; it is the cost of the
next best foregone opportunity. For instance, if I decide to spend an hour babysitting and make $20,
when I could have spent the same hour mowing a lawn for $15 or wash windows for $10, the
opportunity cost of babysitting is only the value of mowing lawns.

Module Notes

John Maynard Keynes, considered by many to be the father of modern macroeconomics, wrote that
"fEconomics] is a method rather than a doctrine, an apparatus of the mind, a technique of thinking which
helps its possessor to draw correct conclusions." Similarly, the influential microeconomist Alfred
Marshall described economics as a study of the "ordinary business of life" and wrote that "fEconomics] is
not a body of concrete truth, but an engine for the discovery of concrete truth." Each of these important
economists was pointing out that economics is a valuable way of thinking about the world rather than just
an established bodv of knowledse.

You will be expected to ,",; new and varied problems not by providing memorized definitions or
explanations, but by using this "technique of thinking." Knowing the definitions and equations are a
necessary first step, but this is not sufficient to demonstrate that you can use this "technique of thinking."

Use the Problems and Review Questions in your textbook to determine if you have learned what you
need to know. At the beginning, try all of the sample questions, problems, and approaches that you and
your instructor can find, and determine which ones work best to help you master the material. Keep the
following in rnind as you continue:

o The study of economics is cumulative. You should master each topic as it is presented since later
topics build on earlier topics.

. Pay attention to new vocabulary and make sure you know, understand, and can apply these terms.
You will be expected to do more than just define the terms: you must also be able to indicate
through your work an ability to apply these terms in a meaningful manner.

. Plan to spend time every day studying economics. Review your lecture notes, review the
vocabulary, work on the practice questions, and identiff questions you have about the material.
Once you identify your questions, seek out answers by returning to your text, your lecture notes,
your classmates, or your teacher. If you find you have made a mistake, focus on discovering the
error in reasoning that led to that mistake, rather than simply memorizing the correct answer.
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