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ECONOMICS 1.4: THE STUDY OF ECONOMICS

HENEEEEEEENEEN _.en-tro_przheurshnp

I Individual Choice: The cofe of Economics
(Economicst the study of scarcity and choice
lndw:clua\ chaice? decisions by individuals about what to do, nesessarily
. involve. deuisions about what not to do.
. Exam le in alarqe store, you can't buy everything due to budqel and
- .§pace. Keits 5 vou must choose which to bu,li
. Economy): A syctem for cordingting a sodety’s productive and consumptive
Marke:l economxd economic system where individuals producers /consumers
| make most decisions (what, how , whom 1o proc\\xce)
| & minumum goverment intervention .
I .COmmar‘sdfewnoniL\\: owned indusiries. and makes all decisions aout
what 4o proc‘uce and how to distribute. caooc\s. |
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E Inefficiency 7 lack knowledqe ||
Limited consumer choice . |
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ample: owning a lake — encourages avoiding pol\uhon to. mamtam .
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V. Bosﬁwe; erSus Nonmahve: Ec.onomtcs (2 main Type analysis mvolves>
. Posihve enomicd : . Describe. how the etonomic works facf'ual)
| Nomah‘veLeoopomms: Prescribes how [the economic ghould work Judqe,men%‘
4 4 Poll'dd_Lﬂdeu' Econon'us* | use bofh types tol quide decisions
e Showtnq whr,h pol.aas ‘are |better based on oufcomes . @
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VI . Wheh and whq ewnowus+ DIS&QT’%" 2 [ 30 3 O ) O || =9,
. Sources of dis ex.men'i 20 K | z
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7, Aggreqate Output and the business eycle
3 . Business cycle affecﬂbo’rh Jjobs & ou{'c‘l)du\'.j

Ou+pm‘_ decreases unemploq ment rises  (fewed worker neoded ) |
- }

‘ af;g_'g &%%&a

2 Output dncreases? -, unemp\admeni fa l\s1 (mstalworker are ficad))

amplged LT %%%%%

. ﬁ&ﬂqrb,cjafe_lod\'éu*? ‘-ioi.a\‘ pfoduﬁhbﬁ of caoools}  services. for a‘SPecig',-c_‘
! pemod; Ca\aear) |
. fallsl olurmqmo_cesmor; " . Irised during expansions

V. Inflation , Deflation , Price S‘\&blllhﬂ |

. Inflatiop! : ﬁrtse, in overall prices that reduces Toe purch&(;mq power of
___mone A A N N e O O O O ,

Deﬂa'hom A decriase in overall pr\ces that can d‘sc,ouraae investment

. and deepen recessions ..

. Wages vs lmng‘cos’rs _Even with increased  wage , higher lmng\ costs
| oluei'o inflation can neutcaljze ~waqe qains .
: aPcic,e,_s’rab\ll'}.\d Economist aim to keep price changes minimal to “avoid

etonomig ur\cer’ram‘hj and ms’rabnlﬁg 1O P
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A # Real Iife. example : US. economy 49305 . vs 2013 :
e .1970s - Worl\er earned 33 HU per hour qu cost $0.5%
® Lt LLTl T .1201% . Worker earned $19.65 per hour,egg cosh ¢ 1.92
R VEoonommarrowfh . ", '””4. .  : : -7 
D&md\onl Long- term increase in an economy's productive capacn‘xd ) leao\ma
9 1o a  suctained rise in_output per person |
. dmpact enables higher wages., better standard. \wmo‘) over time. .
LB lmpor’tance_q Essential for rospenh:l ;-in_poorer _nations,,. matd contlict
9 o with shor‘l' term. |s’rab\lnza+\,on qoalsf 96 98 9 I O O
= ‘ J - | N (! S N (AN N /S NS N RN (N .
VL. The uge of Models in Economies . =
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Produohon possxbi\"ne,s curve! : Hllustrates the trade offs facing an economy '(’J
|| _1hat produces only twe qoods
. Shows| the max\murw uanM of one qood ha‘t @n be produced
‘» ' for pach po s:(libe uan of the | other qoo pro duced.
Show the trade - callg | 1|
(Quan*hfg of A) 51500 et ¥ ‘6’

7 5 ) (8 Tne fo\\owmq qraph lustrates & trade
1 0 S S i,; f-'oﬂ' between. Zqooo\s AS&B. - Z
AR 8 Y Pl ) 1 P8 .D . The area inside) the curve . = feasiblel J
e 5 L ﬂoﬁﬁ_T ; - Ee *araa o;isld&'thg ok r\\ot feaxi b’:e'
LENel s uchon gosaibili | .: L P int. Ry teasible coductively efficien )
el Al prod wrerPPc;‘ss L @ feasible 3~produd\\le\\1 efficient //
500 ] 0 . 1 SR e 8 A0 S T 03 feasible but not eﬁxc\em J
| T S O R NI LTI LT T T T | @ Aot {easible | 2
5 5 Y0 . R e . The PPC line snows all tne possible £5
) 5 P S O 0 O  7)  E 11T combinations of the, two products P
N S P P T, o G ,usmq ALkjithe awailable resource . £5
| 5 i,JAL,*u,.; el K 0 e 1 8 O ﬁ‘
[ 1 \ 190 ]S S %
0 | | ,1‘,,1'0_‘.,,3_,.,_._2}, | ’i quan’n’r of) AN G B -
{1 e | S ’, .,7‘.a_j_A** ‘( H (£ 1985 ’ | ”
JT Effnuenog et S RS Nl dlithodf -
_fAn_econom s efﬁuencnﬂ! whem“mem \s no_ watdn'o hake angnne. bek’rer off 4 ‘h"
wrlhoutma g Sc:n‘weone else | wocseloffy. Lno lmso,d 'oppoﬁun\h—g L;/

ASS LA B, | ,J,,A.,_«,, M = -

 Easy to unde\'slanc\ 3 T ) O O O | gl
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£l kEn A0 seats full | | have to S‘tano\ . Morp.@ empty room of resources Eﬁ
for the. shdeMs
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# Real llf&exélm e*_when \e in an ec,onom\:\ Sre mw\wﬁan\“ unems\oyed
{508 R 1 ARG henul:&eﬁewmom lislnot! p roduc’rwel eﬁhc.\enx
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Opportunity Cost | |
PPC tEgmmdshJus about opporiumhﬁ cost! 85
~,If Acompany moved from 4 place 1o another ﬂw«;\ \AJI” prod.uce.,: _
94moreo(m oods | out G l%s(’@ oods . I~
? Ruextrad( B) have. an oppor’mmbﬂ dost lof @& 13)
ir&qh't linel PPC has a constant slope .y coos‘ran\-.opporhmn’rg cost b
. Wed‘oui" PPC has &l mcreasmq 0pp0r+um‘rg‘cosr‘
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| 30

AR L ey

20 )
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] Pro'du'uhq ﬂom ELQu(mé s L] P?'('Jd\'lc\'ng‘ fhe fiest 200 R réqm‘ro_s qiv?hg
—-qiving p BUw B L1 | uwp &SR,
. constant oPP"thmhd cost, . However_ proolucmq the nex 0! RY ¢ eqt;jr
L . Qiving up 28 more AY Chthu_op nityy

Lid L leosP®) |

] 0 or’rum cost are Hypicallyincreasing!. As more of aqood is roduced,
- Es op orﬁmhj cost. r“n\ges b.g Lause | wg:l - swited|inpute are usedpu,p, _

ﬁ ! le&s_Ladaphve*/iao\ap\'ab\e' mpuh‘ musf b&used¥ instead. .

:[V Economlc Growth. | ' 0 O ol e S I
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;%: economic growth means an  expansions of the econamy's produckon 1
I d B 5 _posgibilities’ (can produce. more of e.\/e,nd{-’mm
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ECONOMlCS‘ l 4 COMPr\RATNE ﬁDVﬂNTﬂ&E AND TRP\DF

" | 1

- T. Gain_from Trade S |
—+-Inla marke+ ) molmdualslenqaqg in Trade (kovide qoods /serwce and lteceive
~ , l qoods /service in return,
Qams Lfmm;tréde’- Pe,ople can. qef more of what tney want through trade
. tan | wsf gelf - gufficient.
Sped\‘ahzahon‘ _each g Beraon spec:\ahze in a fask that he or
a |

i T B shehsuaood

#—‘ Real h?e examp\e /B? centuny§ pin Fac*org , leach worker spedialized in one |
. AN SIET. mamﬂ steps in pin making:! drawing, cutting
b ,fo L po;rrhnc), packagmqs = v Hg (00 pms a day . Withouj
ke B 8 B 4§ . ‘s\)ec,\ahzahor\ #het;\ might each make fewer an 20
| MA.A.*_,‘,pms §, 714 LA IS0 i W A 0

«
«
R
=
-
=
=
=
=

. Spocializatiory leao‘s 1o _people \call focusa% on the roduchca of only
lo%e* lp:t!; of | qoode / semg L:i‘d eﬂtacﬂ/an’raqe.) ; 5

. Markets allows jndividusls cantaccess? the qoools /servites ihey needy
Knowmq Hhey c,an celyon. o’qbecsx_for ihesa_qeeds! allows . them to focusw
_on §Nsiclon n_&pwa fesy | | | || | | s
[Lefy H,,,J A bl |
T Comparative ﬁc\van’raqe and qaing rom. TradeA Lap b ’

. PPC Imay_illustrates | ams_tfrom Trade_;tcadwbased on_comparahve aclvan
. The Follo\limq exampe me? belp| yal\ understand: || P Y

[
[
PLE S G LRl S Bl 58 |

'[h;&‘s Tbm [ andelMs Hank . Rackstory " Tom bemq stranded on
L 1 O T 5 P A i 8 " his |s\anc\ , Hank (8s a castaway)is
i (ﬁ;, B L S A I £ ﬁk | wasghed ashore . Eathoneofem = |
0 555 ) O 11 8 _specialized in one of the thineys ( they
R D i 50 0 OV Bt e R R do particulardywell.
,,,_Nmi Toe | | | Name. LHan\& Ly obvmusM there will be poren’nai’
~ i5ped Hy _.,‘Flshlngt,_sgpwa\i‘g lClJlM}bmgei —Qaimﬁrom trade. between 2 . —d
,whahf nmiher o{- them is_ quod at anqmmqll There ana qaing from trades {
even[a‘mm,q 'f one of - 'Pnem \S!m,i:Lo.s?euallgqmdﬁ% an\d-tmr\q \
. The PPC (.lmear )Mo(- bo+h \f theyre nof cfoo! 'afar\q’rhmq quools coconut /f\sh)
cvwn el Ll | | tecon fsl._‘ B 8 2 BAVED ol SRR |
AREAS | il L ol M ‘;‘.,,. lhihe?_qrap\ns,_ 1d
30, T\'\aw}\k's PPL_ | tom _consumed 28 fish
K tC I D L] 8 L ol BRI PG and Yeownut /week,
Tish B 151 e B e  Hanknsumed 6 fish
ptoduqhvz.) 1 and € coconut /wen.K‘
o ‘lw_ R il B .ﬁ._Pom’r A ardd reprosen
e i A ‘ , cquumPhon,wmxou!
il B ket NG i [ -'ng R boﬂxtvadnq
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. We know the 1wo castaway have different oppartunityicosts, deal is possible,

This is how adeal works: et
o, Since tom specializedin . Hank specializesin
S Hhe produthion of fishy, he "rhe ro&.‘chon of
- catch 40 per wee,k, coc.on\m, Qathering.
BBl and qive A0) o Hank 4 20 per week, qive/g
: to Moml.
Without Trade’ With trade Gains from Trade
-Productions (Consumption  Production’ Consump ton
Tom! ‘Fishi = g 2¢ 30 30 +9
__Coc.of\‘u\s{ 9 9 L O 10 + A
ek sl | 6 6 o 10 +4
~ (Coconuts': g R ! 20 A0 + 2

3 An individualr has a Comparah\!e advantagelin producing a qoed /service
- IE| the opportunitylcost is lowerd than othecsy A

. in this example: Tom has a comparative advataqe in catc,hmq fish

2 Anindividual has an ahsolute/advantage in producing a qoodl | service
|F can malke more! with a Qiven amount of hmel/resouccesy

. inthis example : Tom has an absolute advantage in both achivites .

wwv’fs ........... 77 7. I NS N L A (S 00 S0P Y [N COF | ]

.............. LT DT T Tl dnlikel po nk
........ L | | HankSPPCL | | | | | I\ R befurg, poin’
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i S50 T N 55 ad | - lconsum phion i with
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A 1 8 Sl T 8 S FEE1 S B

5 P " ) =4 50 I O A8 A

| "AHB consumphion withaat 1rade L L,fD cbn;suknbﬁé}:viifh%ﬁ’éa.;f.;_. M
— B F . produchon with frade . | B I O 2 0 5 o )

p.TLT Mu‘rual\\:\,Benef\uaerermg of Trade 1] | ;1 Ol X
}e;m,s_o fifcade ¥ indicate the rate_at which cme qo::d can be exchanqed s
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