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Chapter 1
Economics

© Learning Objectives

This chapter aims to provide you with some insights into basics of economics.

¢ Economics is best described as the study of humans behaving in response to
having only limited resources to fulfill unlimited wants and needs.

® Scarcity refers to the limited resources in an economy.

® Production possibility frontier ( PPF) allows us to determine how an economy
can allocate its resources in order to achieve optimal output.

® Demand and supply refer to the relationship price has with the quantity
consumers demand and the quantity supplied by producers.

¢ Perfect competition represents a market with many businesses competing with
one another. Monopoly characterizes a market in which the supplier determines
prices. Monopolistic competition refers to a category of imperfect competition.
Oligopoly is a market form in which a market or industry is dominated by a small

number of sellers.

© Lead-in

Financial Crisis, also known as Global Financial Crisis or 2008 Financial Crisis, is
considered by many economists to have been the worst financial crisis since the Great
Depression of 1930s. It threatened the collapse of large financial institutions, which was
prevented by the bailout of banks by national governments, but stock markets still
dropped worldwide. In many areas, the housing market also suffered, resulting in
evictions, foreclosures and prolonged unemployment. The crisis played a significant role
in the failure of key businesses, declines in consumer wealth estimated in trillions of
U.S. dollars, and a downturn in economic activity leading to the 2008-2012 global

recession and contributing to the European sovereign-debt crisis.
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© Text

Economics may appear to be the study of complicated tables and charts, statistics
and numbers. But, more specifically it is the study of what constitutes rational human
behavior in an endeavor to fulfill needs and wants.

As an individual, for example, you face the problem of having only limited
resources with which to fulfill your wants and needs. Consequently you must make
certain choices with your money. You'll probably spend part of your money on rent,
electricity and food. Then you might use the rest to go to the movies or buy a new pair
of jeans. Economists are interested in the choices you make, and inquire into why, for
instance, you might choose to spend your money on a new DVD player instead of
replacing your old TV. They would want to know whether you would still buy a carton of
cigarettes if prices increased by $2 per pack. The underlying essence of economics is
trying to understand how both individuals and nations behave in response to certain
material constraints.

We can say, therefore, that economics, often referred to as “dismal science”, is a
study of certain aspects of society. Adam Smith; the father of modern economics and
author of the famous book An Inquiry into the Nature and Causes of the Wealth of
Nations, spawned the discipline of economics by trying to understand why some nations
prospered while others lagged behind in poverty.

To study these things, economics makes the assumption human beings will aim to
fulfill their self-interests. It also assumes individuals are rational in their efforts to fulfill
their unlimited wants and needs. Economics, therefore, is a social science, which
examines people’s behavior according to their self-interests. The definition set out at the
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