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Economics studies the choices that are available to society. Choices such as what industries will be expanding, which taxes are most conducive to raising income standards, what are the costs and benefits of the trade, what are the most effective ways to reduce unemployment? Every society faces a problem of choices that they must decide upon because their resources are limited. By resources, economists mean lumber, raw materials, machines and factories. 


For example, a society has to decide how much food to produce, and how many manufactured goods to, well, manufacture. One choice is that a society can put all of their resources into making food, but that leaves no room to manufacture goods, and therefore is not a good economic decision. The other option is for a society to put absolutely everything into manufacturing goods, but there again the society will have no more resources left to make good, and therefore, that decision is also not a good economic one. To determine how much of what a society can produce, economists look at what is called a production possibilities curve which tells what is attainable and what is unattainable, and how much of what has to be given up to produce so much more of the other good in question.


How can a society get stuck at an inefficient point? This occurs when there is a recession, when there are many unemployed men and women in the work force, and unused machines and factories. One job of economic analysis is to try and understand why recessions develop, and what the government may or may not be able to do about it. There’s another reason for getting stuck at an inefficient point on the production possibilities graph. Even if a society has unemployed resources, a society can badly use those resources. For instance, a society could have all of their farmers manufacturing goods, and all the manufacturing workers growing crops. This would not produce a good outcome, and is known as a misallocation of resources.


The opportunity cost of any action is the value of the best-foregone alternative. That is, what you have to give up to take that action. That is why the production possibilities curve is often called the opportunity cost curve. The opportunity cost is what you have to give up to take another action. For example, the cost roughly for college tuition and books is about $10,000. Now what one has to give up to soak in that knowledge, could possibly me $25,000 from a job that they could be working at instead of going to college.  


The production possibilities curve is a model to demonstrate the opportunity cost in economic theory. All theories have simplifying instructions. Think of using a map to find your way in a strange city. A map with too much detail would be confusing; one just wants one that has the street names so one could find their way around more easily. 


Positive normative statements are the kinds of things that can be settled by an appeal to the fact they’re either true or false. An example of a positive normative statement might be lower taxes lead people to give more money to charity. Propositions like this are the sort of things that economics can examine and test. Normative statements involve words like, “should” or “ought.”


Firms are the demanders of labor; they want to hire people to produce goods. Second, there are the suppliers of labor, the households, the people who have the hours available to work, and are considering trying to find a job.  

