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Program Course Aim

This course will introduce you to the fundamentals of economic
analysis and reasoning.

Credit Hours: 3 credit hours
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Program Learning Outcomes

At the end of this course, students should be able to:

* Describe and evaluate the models and methods used in economic analysis.

* Formulate real world examples in the language of economic modeling.

* Apply and use the economic models to analyze these issues.

* Assess the potential and limitations of the models and methods used in economic
analysis.

* program level competencies.
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Program

80% Short exams during the

Exams semester

&
Marks

20% Final Exam
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Orientation

Lecture Objectives of this Lecture

After studying this lecture, you will be able to:

» Define economics and distinguish between microeconomics and
macroeconomics

» Explain the three big questions of microeconomics
* Explain the three big questions of macroeconomics
* Explain the ideas that define the economic way of thinking
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* Scarcity

* All economic questions arise because we are unable to satisfy all our wants—
because we face scarcity.

Limited Resources vs. Unlimited Needs

* Economics is the social science that studies the choices that individuals,
businesses, governments, and societies make as they cope with scarcity.
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* Scarcity requires that people must
A) cooperate.

B) compete.

C) trade.

D) make choices.

« As an economic concept, scarcity applies to
A) both money and time.

B) money but not time.

C) time but not money. TH‘NK
D) neither time nor money.
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o Economics divides into Two Main parts: Microeconomics, Macroeconomics

Microeconomics Macroeconomics

Definition Microeconomics is the study of choices that Macroeconomics is the study of the performance of the
individuals and businesses make, the way those national and global economies.
choices interact in markets, and the influence of
governments.
Examples Why are people buying more e-books and fewer Why is the unemployment rate so high?
hard copy books?
Questions 1) What to produce ? 1)What Determines the Standard of Living?
2) How to produce? 2)What Determines the Cost of Living?
3) For whom to produce ? 3)Why Does Our Economy Fluctuate?
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Microeconomics Macroeconomics

Individual markets —  Whole economy (GDP)
Effect on price of a good . Inflation (general price level)
Individual labour market . Employment/unemployment
Individual consumer behaviour . Aggregate demand (AD)
Supply of good . Productive capacity of economy
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Microeconomics seeks to understand what determines:

1. What to Produce? 2. How to Produce? 3. For Whom to Produce?

Relates to Selection of Relates to selection of Relates to part of society
goods to be produced technique of production for whom goods are to
L be produced
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Microeconomics seeks to understand United States
what determines:

1. What....?
e (Goods and services are the objects that Brazil

people value and produce to satisfy
human wants.

China
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ENTREPRENEURSHIP

Microeconomics seeks to understand
what determines:

2. How....? CAPITAL
Goods and services are produced by using

factors of production: the inputs used to
produce goods and services

LABOUR
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2.
1.

2.

3.

4.

How... .2 ENTREPRENEURSHIP
Land:
o The “gifts of nature” that we use to produce goods and services . ef 3 LABOUR
Labor: b
o _The work time and work effort that people devote to producing goods  xpa
and services
o The quality of labor depends on human capital, which is the
knowledge and skill that people obtain from education, on-the-job
training, and work experience.
Capital:
o The tools, instruments, machines, buildings, and other constructions that
businesses use to produce goods and services
Entrepreneurship :
o The human resource that organizes land, labor, and capital.
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3. ForWhom/Who,,,. ?

e \Who gets the goods and services depends on the jncomes that people earn.

o Land earns rent.
o Labor earns wages.
o Capital earns interest.

o Entrepreneurship earns profit
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* When firms in an economy start producing more computers and fewer televisions,
they are answering the _ question.

A) “when”

B) “for whom”

C) “what”

D) “where”

« few machines and a great deal of labor, it is answering the part of one of
the two big economic questions.

A) "what"

B) "how"

C) "where"

D) "for whom"
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» The fact that people with higher incomes get to consume more goods and services

addresses the part of one of the two big economic questions.
A) "for whom"

B) "when"
C) "where"
D) "how"
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1) What Determines the Standard of Living?
« The standard of living is the level of consumption that people enjoy on the average and is

measured by average income per person.

2) What Determines the Cost of Living?

 The cost of living is the amount of money it takes to buy the goods and services that a typical
family consumes

e In the time of inflation, decreasing value of $, increasing cost of living.

e In the time of deflation, increasing value of $, decreasing cost of living.
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3) Why Does Our Economy Fluctuate?
» The business cycle is the periodic but irregular up-and-down movement in production and jobs in an

economy.
Graph 1
Peak Trend line
Peak
Recession
Recession
Real Expansion o
GDP
Trough
Trough
Time
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Positive statements Normative statements

Definition | © are about what is °  Are about what ought to be. (a value
o Statements may be right or wrong, judgment.)
°  Statements can be tested °  Statements express an opinion, but they
don’t assert a fact that can be checked.
They are economics. °  Statements depend upon values and cannot
be tested.

They are not economics.

Examples | © “Our planet is warming because of the amount | ©  “We ought to cut back on our use of coal”
of coal that we are burning”
“The minimum wage should not be increased”.

“Arise in the minimum wage will bring more

ﬂ teenage unemployment.”
.
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« The statement “Prices rise more in countries with rapid growth in the

money supply” is
A) a political statement.
B) a positive statement.

C) a normative statement.
D) an ethical statement

« ""Government should act to reduce poverty levels."

A) This statement is a normative statement.

B) This statement is a positive statement.

C) This statement is an example of the fallacy of composition.

D) This statement is an example of the post hoc fallacy. TH'NK
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Summary outlines

Definition of Economics, and Scarcity
Microeconomics, and Macroeconomics
The 3 big Questions of Microeconomics
The 3 big Questions of Macroeconomics

Comparison between Positive statements and Normative
statements
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