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TOPIC 1: ECONOMIC MODEL
(by Walter Nicholson)

1. Definitions:
e Economics
The study of the allocation of scarce resources among alternative uses
e Microeconomics
The study of the economic choices individuals and firms make and how those choices
create markets
2. What is Economic Models?
Simple theoretical descriptions that capture the essentials of how the economy works
> Used because the “real world” is too complicated to describe in detail
->Models tend to be “unrealistic” but useful. While they fail to show every detail (such as
houses on a map) they provide enough structure to solve the problem (such as how a map
provides you with a way to solve how to drive to a new location)
3. The Production Possibility Frontier
A graph showing all possible combinations of goods that can be produced with a fixed
amount of resources. From Figure 1.1, it is showing a production possibility frontier where
the good goods are food and clothing produced per week. At point A, 10 units of food and

3 units of clothing can be produced
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