
The Global Economy Lectures 
 
Topic 1: Introduction to the Global Economy 
 
Three Important Concepts 

• Economics: foundations and models (brief overview) 
• Choices and trade-offs in the market 
• Determination of Prices: demand and supply interactions (focusing on individual 

goods and services prices) 
 
1) Economics: foundations and models (brief overview) 
 
What is macroeconomics? 

• Macroeconomics is the study of aggregates or whole systems (the economy)  
• A central concern of macroeconomics is how the economy as a whole grows and 

changes over time 
 
Macroeconomic aggregates:  

• Gross domestic product (GDP): total output of goods and services produced in a 
country over a given period of time, normally a year 

• General price level: measure of the average price of all the goods and services in an 
economy 

 
Why study macroeconomics? 

• Changes in interest rates, unemployment and the exchange rate not only impact 
banks’ and governments’ decisions and policies but can also change your personal 
decisions 

• Examples of personal decisions include the decision to buy a house, borrow from the 
bank, go on to further study or join the labour market 

• Knowing macroeconomics will help you to make smarter decisions to either protect 
yourself from adverse economic changes or take advantage of positive changes  

• Macroeconomics is essential to determining good policy and building economic 
systems that are prosperous and environmentally sustainable 

 
Macroeconomics vs. microeconomics 

• Microeconomics: the branch of economics that examines individual decision making 
by firms and households, and the way in which they interact in specific industries 
and markets 

• Macroeconomics: the branch of economics that examines the workings and 
problems of the economy as a whole 

• The macroeconomy behaves differently than if each individual component 
were considered by itself 

 
Economic models 
Economic models are explanations of how the economy or part of the economy works  
  



•  Example: If the output of an economy grows by 10 per cent this year, what is likely 
to happen to the inflation rate? 

•  Are there other disturbances and variables that influence output and inflation 
outcomes?  

• To make the analysis manageable, we usually hold these other things constant so we 
can think through the effects of output change on inflation 

• Economic models use a ceteris paribus assumption, which means that our models 
hold ‘other things equal’ 

 
Macroeconomic models 

• Economic models and theories are used to describe and explain economic facts and 
observations 

• A macroeconomic model is an explanation of how the economy or a large part of the 
economy works 

• Macroeconomic models are abstractions, or simplifications, of the real world that 
can be described with words, numerical tables, graphs and algebra 

 
Positive vs normative statements 

• Positive economics is about what is observed as ‘facts’, open to testing, verifiable or 
can be proved or disproved  

• Normative economics is about values, emotions, beliefs, involves ‘value judgements’ 
• Macroeconomists generally do not view making normative policy decisions as 

their job 
• Politicians have the job of deciding what the community thinks is right or 

wrong 
 
Positive economics 
Positive Economics is about how the economy in fact works. Positive economics is about 
whether an economic policy is likely to be effective 
Examples:  

• What would happen in response to an interest rate cut? 
• Observing or deducing that there is an inverse relation between the unemployment 

rate and inflation rate of one country  
 
Normative economics 
Normative economics recommends particular policies that encourage a desired amount (or 
type) of growth 
Example: 

• The unemployment rate is too high and the government should take action in order 
to reduce the unemployment rate 

 
Conflicting policy goals 

• Societies cannot necessarily achieve all their policy goals simultaneously 
• Some goals are quite compatible, but others tend to conflict 
• Ideally decision makers are looking for the best trade-off – minimising what you have 

to give up to achieve a policy goal 
 



2) Choices and trade-offs in the market 
 
Production possibility frontiers and real world trade-offs 
Graphing the production possibility frontier 

▪ Production possibility frontier: A curve showing the maximum attainable 
combinations of two products that may be produced with available resources.  

▪ Opportunity cost: The highest-valued alternative that must be given up to engage in 
an activity.   
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