Chapter 1 Notes on Economics

Section 1 Objective: to identify scarcity and choice.
I.  Scarcity and the Factors of Production


A.  Scarcity and Choice


1.  Need – air, food, and shelter that is necessary for survival.


2.  Want – an item that is NOT essential for survival, rather a 



        desire
***People cannot have everything they want, they must choose!!!
3. So, What is economics?  The study of how people seek to satisfy their needs and wants by making choices.
B. Scarcity

1.  Goods -  physical objects, such as shoes and shirts.

2.  Services – actions or activities that one person performs for another.

3.  Scarcity – this is when the limited quantities of resources meet unlimited wants.  Examples: Playstation 2, Cabbage Patch Dolls

4. Shortage – a shortage occurs when producers cannot or will not offer goods or services at current prices.  (Gas Shortage in the ‘70s)

C. Factors of Production
1.  Factors of Production refer to resources that are used to make good and services (land, labor, capital).

a. Land – all natural resources that are used to produce goods and services.

b. Labor – effort that a person devotes to a task for which a person is paid.

c. Capital – any human-made resource that is used to produce other goods and services.  There are two types of capital:

i. Physical capital – human made objects used to create other goods and services, such as buildings and tools.  Physical capital creates extra time, more knowledge, and more productivity.
ii. Human capital – is the knowledge and skills workers gain through education and experience.

D. Entrepreneurs – ambitious leaders who decide how to combine land, labor and capital resources to create new goods and services.

E. Scarce Resources 

1.  Goods and Services are scarce, because the land, labor, and capital that are used to make them are scarce.

Section 2 Objective: to identify trade-offs, opportunity costs, and to evaluate decisions driven by “thinking at the margin.”
II. Opportunity Cost

A. Trade-Offs – are all the alternatives that we give up whenever we choose one course of action over another.

1. Individuals – work or play, spend or save!

2. Businesses – Farmer grows corn instead of beans.

   Factory makes tables instead of chairs.

3. Society – “Guns or Butter” or more military goods or civilian goods.

B. Defining Opportunity Costs

1. Opportunity Costs – the most desirable alternative givn up as a result of a decision.

C. Thinking by the Margin – it is when you decide how much more or how much less to do.

1.  Sleep or Study: If I go to sleep now, I will get 5 hours of           sleep.

2.  Making Decisions at the margin: the “All or Nothing” concept.



3.  Cost and Benefit at the margin.

Section 3 Objective: to identify the production possibilities curves.

III. Production Possibilities Curves

A. Production Possibilities Curve (PPC) is a graph that shows alternative ways to use an economy’s resources.

1. Farm /vs/ Factory Goods

2. Capital /vs/ Consumer Goods


B.  Drawing a PPC



1.  Production Possibilities Frontier (PPF)

a. it is the line that shows us the maximum possible    output.


C.  Growth, Efficiency, and Cost



1.  PPG shows us:




a. How efficient the economy is.




b. Whether the economy has grown or shrunk.




c. Opportunity cost of a decision to produce one or more         


    goods
2.  Efficiency – using resources in such a way as to maximize    the 

  production of goods and services.

a. Underutilization – using fewer resources than the economy is capable of using.
3. Cost – it is the alternative that is given up because of a decision.

a. Law of Increasing Cost – as we shift from making one good or service to another, the cost of producing the second item increases.

