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Scarcity forces choices to be made

e Opportunity cost
e a crucial concept in economic
analysis

e the quantity of other goods that
must be sacrificed to obtain
another unit of a good
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What i1s Economics?

e ECONOMICS ...
e is the study of how society decides:

— What
— For whom
— How
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The distribution of world population and GNP,
2003
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Resource allocation

 Resource allocation is crucial for a society

e and is handled in different ways in different
societies, e.g.:

—Command economy
—Mixed economy
—Free market
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Market orientation
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Normative and Positive Economics

e Positive economics deals with objective explanation
— e.g. if a tax is imposed on a good its price will tend to rise

e Normative economics offers prescriptions based on
value judgements

— e.g. a tax should be imposed on tobacco to discourage
smoking
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Micro and Macro (1)

e Microeconomics

— offers a detailed treatment of individual economic
decisions concerning particular commodities

— Footballers’ wages and the price of oil, for example,
are both microeconomic issues
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Micro and Macro (2)

e Macroeconomics

— emphasises the interactions in the economy as a
whole

— Gross domestic product, the aggregate price level
and unemployment, for example, are all
macroeconomic issues
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Models and data

e Model

— a framework based on simplifying
assumptions

— helps to organise our economic thinking
e Data

— the economist’s link with the real world

— time series

— Cross section
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Real and nominal

e Many economic variables are measured in money
terms

e Nominal values
— measured in current prices
e Real values

— adjusted for price changes compared with a base
year

— measured in constant prices
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