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Circular flow diagram – a visual model of the economy that shows how dollars flow through markets among the households and firms
· Firms produce goods and services using inputs, such as labour, land, and capital. These inputs are called the factors of production.
2 Types of Markets:
· In the markets for goods and services, households are buyers and firms are sellers.
· Households buy the output of goods and services that firms produce.
· In the markets for the factors of production, households are sellers and firms are buyers. 
· The households sell the use of their labour, land, and capital to the firms.
Microeconomics vs. Macroeconomics
· Microeconomics is the study of how households and firms make decisions and how they interact in specific markets.
· Macroeconomics is the study of economy-wide phenomena, including inflation, unemployment, and economic growth.
Positive vs. Normative Analysis
· Positive statements are descriptive. They make a claim about how the world is. When economists are trying to explain the world, they are scientists.
· Ex. “Minimum-wage laws cause unemployment.” 
· Normative statements are prescriptive. They make a claim about how the world should be. When economists are trying to help improve it, they are policy advisers. 
· Ex. “The government should raise the minimum wage.” 
· Why Economists Disagree
· Different scientific judgments
· Different values
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