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CHAPTER 1 – THE CENTRAL IDEA  

1.1 Scarcity and Choice for Individuals  

SCARCITY PRINCIPLE 

§ Scarcity principle (no free lunch principle): Although we have boundless needs 
and wants, the resources available to us are limited. Consequently, having 
more of one good/thing usually means having less of another.  

§ People benefit from economic interactions – trading goods and services – with 
other people.  

§ Gains from trade occur because goods and services can be allocated in ways 
that are more satisfactory to people.  

OPPORTUNITY COST 

§ Opportunity cost: The value of the next best forgone alternative that was not 
chosen because something else was chosen.  

§ Example: The opportunity cost of going to a tutorial class is having lunch with 
friends.  

§ Personal, as everyone has different alternatives that they are giving up. 

SPECIALISATION  

§ Having people produce the good for which they have a comparative 
advantage. 

§ Enables the economy to achieve productive efficiency by producing at 
minimum cost.  

§ Therefore, maximising the level of output produced from its scarce resources.  

COMPARATIVE ADVANTAGE: THE BASIS FOR TRADE  

§ Absolute advantage: When one person is able to produce a good or service 
with less resources then another person (JUST BETTER). 

§ Comparative advantage: When one person’s opportunity cost of producing a 
good or service is lower than another person’s opportunity cost.  

§ Law of Comparative Advantage: The individual or country with the lowest 
opportunity cost of producing a particular good should specialise in producing 
that good.  

Opportunity Costs when production is in quantity per/hr = 
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1.2 Scarcity and Choice for the Economy as a Whole  

PRODUCTION POSSIBILITES CURVE  

§ A graph that describes the maximum amount of one good that can be 
produced for every possible level of production of another good.  

§ PPCs slope downward because the scarcity principle that states that the only 
way a person can produce more of one good is to produce less of another.  

§ An increasing opportunity cost is depicted by a PPC that is bowed away from 
the origin.  
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ð Different people in the group have different opportunity costs, hence 
there is diminishing marginal returns for people who do a particular 
thing which they are not suited to, decreasing efficiency.  

§ A straight line PPC depicts a constant opportunity cost of producing both 
goods.  

§ The PPC shifts out as resources increase.  

FACTORS THAT CAUSE THE PPC TO SHIFT OVER TIME 

Economic growth is represented by an outward shift of the PPC: 

§ Increases in the amount of productive resources available. 
ð Investment in new factories and equipment  
ð Increases productivity  

§ Improvements in knowledge or technology  
ð Existing resources more productive (labour, capital)  

§ Population growth  

 

CHAPTER 2 – OBSERVING AND EXPLAINING THE ECONOMY  

2.1 Variables, Correlation and Causation  

CORRELATION VS. CAUSATION  

§ Correlation: One event usually occurs with another  
§ Correlation does not imply causation. 

ð Example: High readings on a thermometer are correlated with hot 
weather. But the thermometer readings do not cause the hot 
weather.  

Economics is the study of the production, distribution and consumption of goods and 
services. It is the study of how people make choices under conditions of scarcity and 
of the results of those choices for society. 

Microeconomics: The study of individual choices and of group behaviour in 
individual markets.  

Macroeconomics: The study of the performance of national economies and of 
the policies that governments use to try to improve economic performance.  

THE CETERIS PARIBUS ASSUMPTION 

§ “All other things being equal.” 
§ Refers to holding all other variables constant or keeping all other things the 

same when on variable is changed.  

POSITIVE VS. NORMATIVE STATEMENTS  

§ Positive statements are “what is” factual statements.  
§ Normative statements are “what should be” statements that involve value 

judgements that cannot be tested.  
1. Voluntary exchange is mutually advantageous.  


