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I.
Introduction
A.
Economics – The study of how best to allocate scarce resources 






among 
competing uses.

I.
The three core issues that must be resolved are:

1. WHAT to produce with our limited resources.
2. HOW to produce the goods and services we select.
3. FOR WHOM goods and services are produced; that is, who should get them.
II.
Scarcity:  The Core Problem
A. Scarcity – The fact that available resources are insufficient to satisfy all desired uses.

B. Factors of Production
1. Factors of Production – Resource inputs used to produce 




goods and services, e.g., land, labor, capital, entrepreneurship.

2. There are four basic factors of production.

· Land – refers not just to the ground but to all natural resources such as crude oil, water, air and minerals.

· Labor – refers to the skills and abilities to produce goods and services.  Hence, both the quantity and the quality of human resources are included in the “labor” factor.

· Capital – Fishing nets are a final good in Thailand that are themselves a factor of production in obtaining the final goods (fish) that people desire.

· Capital – Final goods produced for use in the 




production of other goods, e.g., equipment, structures.

· Entrepreneurship – It’s not just a matter of what resources you have but also of how well you use them.

· Entrepreneurship – The assembling of resources to produce new or improved products 



and technologies.

C.
Limits to Output
1. No matter how an economy is organized there is a limit to how fast it can grow.

2. The most evident limit is the amount of resources available for producing goods and services.

D. Opportunity Costs
1. Opportunity Cost – The most desired goods or services that 


are forgone in order to obtain something else.

IV.
Production Possibilities

A. The Production Possibilities Curve  

1.  Production Possibilities – The alternative combinations of 


final goods and services that could be produced in a given time 


period with all available resources and technology.

2. The production possibilities curve illustrates two essential principles:

· Scarce resources – There is a limit to the amount we can produce in a given time period with available resources and technology.

· Opportunity costs – We can obtain additional quantities of any desired good only by reducing the potential production of another good.

B. Increasing Opportunity Costs  

1. Why do the opportunity costs increase?  Mostly because it is difficult to move resources from one industry to another.

2. The “law” of increasing opportunity cost says that we must give up ever-increasing quantities of other goods and services in order to get more of a particular good.

C. Efficiency  

1. Efficiency – Maximum output of a good from the resources 



used in production.

D. Inefficiency  

1. If we are inefficient, actual output will be less than the potential output.

E. Unemployment
Countries may also end up inside their production possibilities curve if all available resources aren’t used.

F. Economic Growth  

1. Economic Growth – An increase in output (real GDP); an 



expansion of production possibilities.

V.
Basic Decisions

A.
WHAT - There are millions of points along a production possibilities curve, and each one represents a specific mix of output.  We can choose only one of these points at any time.

B.
HOW – Decisions must also be made about HOW to produce.

C.
FOR WHOM – After we’ve decided what to produce and how, we must address a third basic question:  FOR WHOM?  Who is going to get the output produced?  Should everyone get an equal share?

VI.
The Mechanisms of Choice
A. Answers to the question of WHAT, HOW, and FOR WHOM largely define an economy.  But who formulates the answers?

B. The Invisible Hand of a Market Economy
1. Adam Smith said the “invisible hand” determines what gets produce, how, and for whom.

2.
Market Mechanism – The use of market prices and sales to 




signal desired outputs (or resource allocations).

4.
The essential feature of the market mechanism is the price signal.

5.
The market mechanism can also answer the HOW and FOR WHOM questions.

6.
Laissez Faire – The doctrine of “leave it alone”, of 




nonintervention by government in the market mechanism.

C. Government Intervention and Command Economies
1. The laissez-faire policy Adam Smith favored has always had its share of critics.

2. Karl Marx emphasized how free markets tend to concentrate wealth and power in the hands of the few, at the expense of the many.

3. John Maynard Keynes seemed to offer a less drastic solution.

· Keynes thought the market was pretty efficient in organizing production and building better mousetraps.

· However, individual producers and workers had no control over the broader economy.  He believed the cumulative actions of so many economic agents could easily tip the economy in the wrong direction.

D.
A Mixed Economy
1. Mixed Economy – An economy that uses both market signals and government directives to allocate goods and resources.

E. Market Failure
1. Market Failure – An imperfection in the market mechanism 


that prevents optimal outcomes.

F. Government Failure
1. Government Failure – Government intervention that fails 



to improve economic outcomes.

VII. What Economics is All About

A.
Macro vs. Micro


1.
Macroeconomics – The study of aggregate economic 



behavior, of the economy as a whole.



2.
Microeconomics – The study of individual behavior in the 




economy, of the components of the larger economy.

E.
Theory vs. Reality
1. The distinction between macroeconomics and microeconomics is one of many simplifications we make in studying economic behavior.

2. We formulate theories, or models, of economic behavior and then use those theories to evaluate and design economic policy.

3. Ceteris Paribus – The assumption of nothing else changing.
**
