Issues & Methods of Economics
“Economics is a subject you can learn only by working through problems yourself,” says Professor John Palmer of the University of Western Ontario. Economic studies the choices that are available to society – choices such as: what industries will be expanded? Which taxes are most conductive to raising income standards? What are the costs and benefits of free trade? What are the most effective ways to reduce unemployment? Every society faces a problem of choices, because its resources are limited. By resources, economists mean labor, raw materials, machines, factories.

Two possible goods that we can focus on is food and manufactured items. Here is the graph that indicates at a glance the fact that society faces a trade-off concerning how it can allocate its scarce resources between producing these two different outputs.
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Remember, resources are scarce. We cannot produce everything; we have to choose. One option can be to put absolutely every resource into the farming sector to produce as much food as we can (as shown above). The other extreme is to put all our labor, machines and other resources into the manufacturing sector, and to produce as much as we can in that area. Society has the choice on any one number of outcomes between two extremes. The curve represents all of the intermediate possibilities. The reason why we draw this line curved in this “bowed out” fashion because some resources are specialized. They are more productive when used to produce something and when we try to shift them to other production, we give up lots of one resource, but we don’t get much more of the other things in return. We call this curved line the nation’s production possibilities curve. It marks the boundary of attainable and unattainable goods. The outcome at any point is called inefficient by economists.

How can we get stuck on an inefficient point? One way is if we had a large and prolonged recession. There are unemployed people and unused machines in factories. Economists try to understand why there is unemployment with people and machines. Such a misallocation of resources prevents using each resource to its best advantage. The result is simple: less of everything is produced.
There is one dimension between what makes things good or bad – how those goods are distributed. Policies intended to redistribute wealth toward the less fortunate often force the economy to move from a certain point, down. One of our primary goals is to indicate the best policies for minimizing the conflict between equity objectives and efficiency objectives.
The opportunity cost of any action is the value of the best foregone alternative. Basically, it means that what you have to give up taking that action. And that’s why we sometimes we refer to the curve as an opportunity cost curve. There are two main ways that we can expand our production possibilities curve: we can improve our technology or we can get more resources. One way to improve our technology is to use production methods involving increased specialization. The more workers do very precise tasks and get particularly good at them, the more productive they become. Historically, this is one of the important ways nations have become wealthy. Our production possibilities curve can also shift out if we acquire more inputs. And investment is a good example of how we can get more capital goods. By withholding some of our resources from producing either food or manufactured consumer goods today, we can use the leftover resources to invest in more machines and factories and research. By doing this, we pull the production possibilities curve close to the origin, but then later on, our workers have more machines to work with. This leads to higher productivity.
Firms are demanders of labor. Households are suppliers of labor. That is something commonly known throughout the years. Things talked about were: trade-off, supply and demand, any many other topics.
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