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In this chapter,
look for the answers to these questions:

* What is the difference between microeconomics and
macroeconomics? Between positive and normative?

* What are economists’ two roles? How do they differ?

* What are models”? How do economists use them?

* What are the elements of the Circular-Flow Diagram?
What concepts does the diagram illustrate?

* How Is the Production Possibilities Frontier related
to opportunity cost? What other concepts does it
llustrate?
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Microeconomics and Macroeconomics

Microeconomics is the study of how
households and firms make decisions and how

they interact in markets@

Macroeconomics is the study of economy-wide
phenomena, including inflation, unemployment,

and economic growth. (an>§ \Q}AA) G}Lb
These twé branches of

qleriwined, yet dlstlnct—they address different
guestions.
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8l Jls
The AS ScientistD L’f@i—g =

Economists play(twoi roles:
1. . try to explain the world \5

2. : try to improve it @LA;ZW,

In the first, economists employtjrle{/m>

scientific method,
the dispassionate development and testing of

theories about how the world works.
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Assumptions & Models
Assumptions 4

- Simplify the complex world /\\ﬂ?

- make it easier to understand

Example: To study international trade, assume two
countries and two goods.

Unrealistic, but simple to learn and
gives useful insights about the real world.

Model: @M,&d\ CJ.«IJ M JlSéi

- a highly simplified representation of a more
complicated reality.
Economists use models to studv economic ISSUES.

© 2012 Cengage Learning EMEA. All Rights Reserved. May not be copied, s ed, or du / licated, i / le / /
as permitted in a license distributed with a certain product or service or (II/IL’I'H‘ISL on a pa // / / / /




Some Familiar Models

A road map
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Some Familiar Models

A model airplane
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Some Familiar Models

The model teeth at the :
dentist’s office Don't forget
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Our First Model:
The Circular-Flow Diagram

The Circular-Flow Diagram: a visual model of the
economy, shows how dollars flow through markets
among households and firms

= Households ¢ sl

o firms cpatidl < OCFUEE A I/_V\MUWV\/
S he
Two markets:

= the market for goods and services /
= the market for “factors of production” /

Two types of “actors\”z@w&wwf R
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FIGURE 1: The Circular-Flow Diagram
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Factors of Production

Factors of production:

the resources the economy uses to produce
goods & services, including

labor
land

capital (buildings & machines used in

production)

© 2012 Cengage Learning EMEA. All Rights Reserved. May not be copied, scanned, or duplicated, i / le part, cw‘epl /i)r use

as permitted in a license distributed with a certain product or service or (11/1(41'\1‘1.% ona /)a,\.\'m)/‘(lf/ / / te for clas



4 factors of production FOP
Wyl Jolgc

eland =Y
elLabour Jlexll

eCapital Jlll Ll
eEntreprener (xn aiiuall

L U S

13

© 2012 Cengage Learning EMEA. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use
as permitted in a license distributed with a certain product or service or otherwise on a password-protected website for classroom



FIGURE 1: The Circular-Flow Diagram
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