Economics

Why Should You Care?

Here’s Why ….

· Your county decides to raise the local sales tax to fund transportation improvements.

· You want to buy a car, but it’s very popular, hard to find and very expensive.

· A hurricane has just hit, and you are finding it near impossible to find gasoline.  Then when you do, it’s very expensive.

· ONCE YOU UNDERSTAND ECONOMICS … YOU CAN PREDICT THE FUTURE.

What is Economics?

· The study of what people need and how  they get it.

· In order to get what they need, people must make choices.

· Those choices are all economic choices.

Macro vs. Micro

· Macroeconomics focuses on whole systems of production, distribution, society’s needs.  Examines relationships between providers and consumers.

· Microeconomics focuses on individual groups like a specific business, a group of people or on specific parts of a larger economy like prices or employment trends.

Scarcity vs. Shortage

· We live in a world where there are a limited amount of resources to meet unlimited needs.  This is called Scarcity.

· Not the same thing as shortage which is when producers can no longer supply a good or service at current prices. 

· Shortages can be temporary.  We always live with scarcity.

Factors of Production

· Land-all natural resources used to produce goods and services.

· Labor-the work done by a person to  provide a good or service; for which that person is paid.

· Capital-any man-made resource used to  provide a good or service.

· Physical capital-builings, tools, machines used to make goods.

· Human Capital-knowledge and skills a person gains through education and experience.

Entrepreneurs

· People who decide to put land, labor and capital together to provide goods or  services.

· Bill Gates

· Famous Amos

· Roy Kroc

Opportunity Cost

· You can never get something for nothing.  This is called opportunity cost.

· Every decision we make requires trade-offs.  We give up something (money, time) to get a good or service.

Opportunity Cost

· You decide to drive a mile out of your way to save 10 cents on gas.

· What are the opportunity costs in that situation?

Guns Or Butter

· Opportunity cost at the national and international level can be looked at in terms of guns or butter.
· Guns-military goods (planes, tanks, nuclear warheads)

· Butter-consumer goods (clothes, food, movie tickets, etc.)

· Spend more on guns; you have less for butter.

Thinking at the Margin

· This means deciding how much more or less to do.

· You think at the margin every morning when you decide: “Do I sleep in, or get up and get going?”

· Legislators think at the margin when they figure out how much to spend on government programs vs. what the benefits are.

· Once the costs outweigh the benefits, you’ve gone past the margin.

Production Possibilities

· Production Possibility Curves-Show different ways to use resources and what benefits you get.

· To draw one you have to decide which goods to compare.  You must also assume that if you  produce a certain amount of one thing, you have to produce less of the  other thing.

· Example: Use all your resources to produce 20 million toothpicks or 20 million baseball bats.

· The line you draw of production possibilities is called the production possibilties frontier. 

What are These Curves Good For?

· Can help improve efficiency.

· Help determine how much an economy is growing or shrinking.

· Determine the opportunity cost of producing one more good or service.

· Working along a production possibilities frontier means an economy is working at its most efficient point.

· Any point inside the curve is underutilization.

Growth and Cost

· Production Possibility curves change when growth or cost change.

· Growth-more human or physical capital.  This can cause the production possibility frontier to shift to the right or become greater.

· Cost-anytime we say cost, we mean opportunity cost.  What are you giving up to gain something?

Law of Increasing Costs

· As production shifts from one item to another, opportunity costs go up.  You begin to produce less of one thing while you produce more of another.

Economic Systems

3 Key Economic Questions

· What goods and services should be produced?

· How should these goods and services be produced?

· Who  consumes these goods and services?

· All these questions are meant to help deal with scarcity.

Economic Goals

· Economic Efficiency

· Economic Freedom 

· Economic Security and Predictability

· Economic Equity (how much does each  group get?)

· Economic Growth and Innovation

Traditional Economy

· Traditional-the simplest form.  Based in tribal societies that make decisions based on tradition and ritual. (Aborigines, American Indians)

· Advantages-no uncertainty (you contribute to the economy the same way your family has for years.

· Disadvantages-discourages new ideas and innovation.

Command Economies

· A central authority decides what is produced, how much, by whom and who gets what.

· Example: Soviet Union, Cuba and China

· Advantages-can change direction rapidly to meet new needs. (Guns to butter and back)

· Disadvantages-not designed to meet needs of consumers, discourages innovation.

Market Economies

· Consumers and providers come together to decide what is needed, how much is needed and who gets it.

· EX. The U.S.A, Great Britain, Canada

· Advantages-adjusts to change, freedom for what to buy and what to make, small amount of govt. interference, everyone shares decision-making.

· Disadvantages-Does not care for everyone  equally,does not provide enough of everything for everyone,high degree of uncertainty due to change.

The Free Market

· A market is an area where buyers and sellers exchange things.

· Markets exist to allow for specialization, buying and selling what we need and want.

· In a free market economy factors of production are privately owned.

· Free market economies consist of households and firms.

How Does the Market Function?

· Competition and self-interest

· These concepts laid out by Adam Smith in “The Wealth of Nations”.

· According to Smith each buyer and seller thinks only of themselves. It’s the motivating force.

· In search of the best deal for themselves consumers look for best price.  And sellers give it to them to make sales.

The Invisible Hand

· When self-interest and competition work together it’s called the “Invisible Hand”.

· Buyers get what they want (goods and services) and providers get what they want (money and sales)

Centrally Planned Economies

-Government controls factors of production

-There is no self-interest or competition.

-Socialism-social and political philosophy that insists all wealth should be distributed evenly through society.

-Communism-has a centrally planned economy.  All economic and political power rests with central government.

Problems of Centrally Plannned Economies

· Offers poor quality goods, shortages and diminished production.

· Can be successful on a small scale (increasing military output) but a failure when it comes to producing all goods and services.

· Workers are not encouraged to work harder, create innovations.

The Rise of Mixed Economies

· Economists like Adam Smith believed in a laissez faire approach.

· In truth each economy requires some government intervention. (military protection, national transportation)

· It becomes a balance between control and freedom.

Government’s Role

· Government pays for labor and capital from the private sector.

· Government also buys goods and services in the free market.

· Government also provides certain goods  and services.

· Our system is also referred to as a free enterprise system.  Private citizens or corporations own goods.

To Sum Up ….

· The United States has a free enterprise system where private citizens or corporatiions own factors of production.

· However, government creates regulations to protect safety, ensure vital services, and care for  certain segments of society.

