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Economists have two roles
-As scientists: try to explain the world
-explain how the world functions or works
test theories regarding how the world works

-As policy advisors: try to improve the world
try to be perspective: how to make things better
advise on how to improve the world 

Two types of statements:
 As scientists
Positive statement: descriptive in nature
>describe how the world works 
 As policy advisors
Normative statements: perspective nature
>how to improve the world 
[bookmark: _GoBack] Positive statements can be confirmed or refutes, normative statements cannot. 

Why do Economists Disagree?
 Economists often give conflicting policy advice (i.e. have disagreeing) 
Why?
 They have differences in scientific judgment
>Disagree about the validity of alternative theories about the size of the effects, or the behavior of households and firms. 
 They have different normative values
> Different views about what policy should accomplish.
 Yet, there are many propositions about which most economists agree. 

Thinking Like an Economist 

Assumptions and Models
 Assumptions: are made to simplify what is a complex world; to make understanding the world easier 
 Examples: International trade will assume that worlds consists of two countries and two goods
- unrealistic but simplifies the problem
- yet yields useful insights about the more complicated world 
 Model: highly simplified representation of a more complicated reality
- helps understand how things function
- Economists use models to study economic issues

The Circular-Flow Diagram
-Circular-flow Diagram
-Visual/simplified of the economy
-Shows the flow of physical inputs and outputs and the fow of money (dollars) through markets among households and firms
 Includes two types of “actors”:
-households
-firms
Includes two markets:
-the market for good s

Definition: Factors of Productions
Factors of Production: the resources that the economy uses to produces goods and services

They include: 
-Labour
-Land
-Capital (buildings, and machines used in the production of goods and services)

The Circular-Flow Diagram
(refer to textbook for chart)
Households:
-own the factors of production, sell/rent them to firms for income
-buy and consume goods and services 
Firms:
-buy/hire factors of production, use them to produce goods and services

What this Diagram Omits:
The Government:
-collect taxes
-purchases goods and services 

The Financial System
-matches savers’ supply of funds with borrowers’ demand for loans

The Foreign Sector
-trade in goods and services, financials assets, and currencies with the country’s residents 

The Production Possibilities Frontier
-Economics is sometimes referred to as the dismal science
Why?
 Because at the core of economics are the following concepts:
-resources are scarce
-people face tradeoffs
-people have to choose
^ These principles underpin the PPF and opportunity cost  (you have something here, you have to give up something there)

Translated into simple English: 
“There is no free lunch”
“Everything has a cost”

Production Possibilities Frontier (PPF):
-Graph that shows the combinations of:
-Two goods the economy can produce given the available factors of production (i.e. resources) and available production technology

Examples:
2 Goods: Computers and Wheat
1 factor of production: labor (measured in hours)
 economy has 50,000 labor hours per month available for production
(refer to textbook for chart/graph)

The PPF and Opportunity Cost
 Opportunity cost of an items is what must be given up to obtain that item 
 Moving along a PPF involves
Shifting resources (e.g labor) from the production of one good to the other
 Society faces a tradeoff: 
getting more of one good requires sacrificing some of the other
 The Slope of the PPF: 
tells us the opportunity cost of one good in terms of the other 

(Refer to chart in textbook) \
 Opportunity cost: a computer is 10 tons of wheat
 Have to give up 10 tons of wheat to get 1 computer 

Economic Growth and the PPF
(refer to chart in textbook)
With additional resources or an improvement in technology.
 The Economy can Produce:
   -more computers
   -more wheat
   -or any combination in between. 

 (refer to chart in textbook: Beer/Mountain Bikes)

Why PPF Might Be Bow-Shaped
 PPF is bow-shaped
   -When different workers have different skills
   -Results in different opportunity costs of producing one good in terms of       the other

 The PPF would also be bow-shaped
   -When there is some other resources, or mix of resources with varying opportunity costs 
(Find Exercise chart in textbook: Comps vs. Cars)
(Another Exercise: Production Possibilities Frontier)
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