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CHAPTER 1: 

The Nature of Economics & Positive and normative economics 

 

I. Theories and Models 

Theory-often expressed in words.           Model-often expressed in mathematical           

terms/figures. 

 

e.g. ‘Consumption is dependent upon income’             ‘𝐶𝑡 = 567 + 0.852𝑌𝑡′ 
 

II. Ceteris Paribus 

-is the condition where the change of one variable shows the impacts on other variable 

assuming that all other factors that affects the variable remain same. 

 

e.g. The factors that affects demand are income, advertising, fashion/tastes, price of 

complementary/substitute goods, etc. If income increases, the demand for the product 

will increase if other factors which affects the demand remain same. 

 

III. Positive and Normative Statements 

1. Positive Statements 

-statements about economics which can be proven to be true/false. They can be 

supported/ refuted by evidence. 

e.g. 27% of adults worldwide were overweight in 2016. 14% of men and 21% of 

women were classified as obese. 

 

2. Normative Statements 

-statements which cannot be supported/ refuted because it is a value judgment. 

-opinions about how economies and markets should work. 

e.g. Oman should impose indirect taxes of 15% on sugary drinks. 

 

 

 

 

                                

 

 
 

 

 

 



4 
 

CHAPTER 2: 

Scarcity 

I. Scarcity  

-means that economic agents such as individuals, firms, governments and 

international agencies can only obtain a limited amount of resources at any moment 

in time. 

e.g. A family has to live on a fixed budget, it cannot have everything it wants. 

 

Scarce resources-resources that are limited in supply so that choices have to be made 

about their use. 

 

Economic Goods-goods that are scarce  Free goods-goods that are unlimited 

because their use has an opportunity cost. in supply & which therefore have 

       no opportunity cost. 

 

II. Infinite Wants 

-people have a limited/ finite number of needs which must be satisfied if they are to 

survive as human beings. 

e.g. food, water, heat, shelter, etc. 

 

-At the same time, human wants are unlimited. As there is always something which 

that person wants more of. 

e.g. more food, bigger house, longer holiday, etc. 

 

III. The Basic Economic Problem 

-Resources are scarce but wants are infinite. It is this which gives rise to the basic 

economic problem and which forces economic agents to make choices. 

 

-Every choice involves a range of alternatives. These choices can be graded in terms 

of the benefits to be gained from each alternative. 

e.g. Should the government spend its tax revenue of £10 billion on nuclear weapons, 

better schools or greater care for the elderly? 

 

-the benefit lost from the next best alternative is called the opportunity cost. 

 

-Free goods have no opportunity cost. No resources need to be sacrificed when 

someone, say, breathes air or swims in the sea. 

 

IV. What is an economy? 

 

A system which attempts to solve the basic economic problem. 

1. What is to be produced? 

e.g. What proportion should be spent on protecting the environment? 
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2. How is production to be organised? 

e.g. Are smartphones to be made I the UK, Japan or Taiwan? 

3. For whom is production to take pace? 

e.g. What proportion of output should go to workers? 

 

V. Economic Resources 

     Factors of production 

1. Land- is not only land itself but all natural resources below the Earth, on the 

ground, in the atmosphere and in the sea. 

 Non- renewable resources- resources, such as coal or oil, which once 

exploited cannot be replaced. 

 

 Renewable resources- resources such as fish stocks/ forests, that can be 

exploited over and over again because they have the potential to renew 

themselves. 

 

2. Labour 

-workforce of an economy. 

-education and training will increase the value of that human capital (value of a 

worker), enabling the worker to be more productive. 

 

3. Capital 

-is the stock of manufactured resources used in production of goods and services. 

 

4. Enterprise/ Entrepreneurship 

-seeking out of profitable opportunities for production and taking risks in 

attempting to exploit these.  
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CHAPTER 3: 

Production Possibility Frontiers 

 

I. Production Possibility Frontiers 

-also known as production possibility curve, production possibility boundary/ the 

transformation curve. 

 

-shows the different combinations of economic goods which an economy is able to 

produce if all the resources in the economy are fully and efficiently employed. 

 

 

Meanings of every point: 

 Point A/B/C (Full employment level of output) 

-resources are used efficiently. 

 Point D (inefficient production combination) 

-resources are used inefficiently. 

 Point E (unobtainable) 

-the economy cannot produce at any point outside PPF  

because the PPF shows the maximum potential output 

of an economy where all the scarce resources are already full used up. 

 

II. Distinction between Movements/ Shifts in PPF 

o Movement along the PPF uses the same number of resources and shifts 

production from fewer consumer goods to more capital goods, for instance. This 

incurs an opportunity cost. 

 

o Shifting the PPF curve outwards for example, uses either more resources or 

resources of a greater quality. This reduces opportunity cost of producing either 

capital/ consumer goods since more goods can be produced overall. 

 

 

 

 

 

III. Economic Growth and Economic Decline 

A. Economic Growth 

-is when the resources increases, output will increase so the PPF will shift 

outwards/ right. 

Causes of Economic Growth: 

 The quantity of resources available for production increases, for instance, 

there might be an increase in the number of workers in the economy. 

 There is an increase in the quality of resources; education will make workers 

more productive whilst technical progress will allow machines to produce 

more. 

Shifting the PPF curve will either lead to economic growth 

or economic decline. 
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B. Economic Decline 

-is when the resources decrease which will lead to fall in output. Hence, PPF will 

shift inwards/left. 

 

Causes of Economic Decline: 

 A rapid fall in the number of workers in a population can reduce potential 

output. 

 Some environmentalists predict that global warming will devastate world 

agriculture and this will have a knock-on effect on all production which 

could lead to economic decline. 

 

IV. Consumer Goods and Capital Goods 

 Consumer goods-goods and services that are used by people to satisfy their needs 

and wants. 

 

 Capital goods- goods that are used in the production of other goods such as 

factories, machines, etc. 
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CHAPTER 4: 

Specialisation and the role of money and financial markets 

 

I. Specialisation and Division of labour 

      Is the production of a limited         is the specialisation by workers who perform 

   range of goods by an individual/     different tasks at different stages of production  

   firm/ country to produce a specific     to make a good/service.  

   good. 

 

A. Adam Smith’s views on the Division of Labour 

-Specialisation occurs when each worker completes a specific task in a production 

process. The concept was famously stated by Adam Smith, who showed how, 

through the division of labour, workers productivity can increase. Firms can 

then take advantage of increased efficiency and lower average costs of 

production. 

 

B. Advantages and Disadvantages of Specialisation/Division of Labour 

Advantages: 

 Higher output and potentially higher quality, since production focuses on 

what people and businesses are best at. 

 Time is saved because workers are not constantly changing tasks, moving 

around from place to place and using different machines and tools. 

 Disadvantages: 

 Work becomes repetitive, which could lower the motivation of workers, 

potentially affecting the quality and productivity. Workers could become 

dissatisfied. 

 There could be more structural unemployment since skills might not be 

transferable, especially because workers have focused on one task for so 

long. 

 

II. Sectors of the Economy 

1. Primary Sector 

-raw materials are extracted and food is grown. 

e.g. agriculture, forestry, fishing, etc. 

 

2. Secondary/ Manufacturing Sector 

-industries involved in the production of goods, mainly manufactured goods. 

e.g. motor manufacturing, furniture making, etc. 

 

3. Tertiary/ Service Sector 

-industries involved in the production of services. 

e.g. transport, sport and leisure, financial services, etc. 

 

 


