Chapter 2: Thinking like an economist

  Economic models-
We try to model human behavior so we can make accurate predictions about potential economic outcomes
This involves making assumptions based on theory
Our first model: The Circular- Flow Diagram
A visual model of the economy that shows how dollars flow through markets among households and firms
Firms- produce goods and services using inputs such as labor, land, capital
Households- own the factors of production and consumer goods and services the firms produce
Two types of markets-
1)  Markets for goods and services- households are buyers and firms are sellers 
2) Market for factor of production- households are sellers and firms are buyers

Our 2nd model: The Production Possibilities Frontier
Production Possibilities Frontier- Is a graph that shows the various combinations of output that economy can possibly produce given the available factors of production/production technology (opportunity cost= slope)
Microeconomics- study of how households and firms make decisions and how households and firms make decisions and how they interact in markets
Eg. Study the effects of rent control in houses in Toronto
Macroeconomics- study g economy wide phenomena eg. Inflation, unemployment, economic growth
Eg. Study effects of borrowing from the federal government
Positive Statements- make a claim about how the world is
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