
1.1
The Economic principle
What should we produce/using our
scarce resources?
How much should we produce?
Who do we produce it for?

Factors of production:
Land Labour Capital
Enterprise
Rent Wages Interest
Profit

What can we produce?
All goods and services produced are
made from the combination of this four
resources:

1. Land
2. Labour
3. Capital
4. Enterprise.

Land resources:
On or in the earth natural resources
available for production. Ej soil,
timber,coal, water and food

Labour:
Physical and mental work for people as
part of producing goods and services
including the transformation of raw
materials into finished goods.

Capital:
Not only the money needed to purchase
goods in a market but also the tool
machines to create them. Ej: oven
(cooking companies)

Enterprise.
This is the ability of people to see a
unsatisfied want   and have the skills to
combine, land, labour and capital to
produce these goods.

The satisfaction of human wants
Definitions
Needs:

Basic items required to live.
Wants:

Desires we have beyond our
needs-.
Resource Allocation:
How we as a society chose to use our
resources.

Goods:
Are tangible (something you can touch).

Services:
Are intangible (no physical properties
but has value. Ej. education)
Consumption:
The people who do this are consumers
and their spending is called
consumption.

Consumer durable goods:
They last a long time. Ej: cars,
appliances, clothes.

Non- Durable goods:
Perishable ( can run out) ej. Food and
water

Consumer services:
Health care

Public goods:
The government pays for it. Ej: street
lighting, police.

Merit goods:
Goods and services that the
government feels that people will
under-consume . Which should be
provided so that consumption does not
depend on the ability to pay. Ej:
education, healthcare.

1 of 32



Preferred stocks- these stock will
receive dividends before any other
shareholder, given their preference
these are generally worth more. These
shareholders often do not have voting
rights. (more valuable for the
shareholders, give dividends (profit)
sooner).

Common stock- these stocks receive
dividends after preferred shareholders.
These shareholders receive one vote
per share at the AGM (annual general
meeting) where votes for who sits on the
board of directors will occur. (normal)

Preferred stock Common stock

Normally issued
to investors in the
company

Early on priced
higher than
common stock

Not normally
subject to
investing

Additional rights:
-dividends (profit)
-liquidation
preferences
-anti-dilution

Normally issued
to employee and
founders

Early on costless
that preferred
stock

Normally subject
to vesting

Stock Exchange

The stock exchange is a organization
that allows individuals and firms to buy
and sell shares.
It brings together buyers and sellers of
post floatation stocks.

Provides up to the minute market prices
on different stocks and quantities traded.

Supervise the conduct of firms or
brokers who buy and sell shares.

Why have stock exchanges

The stock market easily allows firms to
raise finance through external
individuals allowing thousands of
owners to invest creates very large
amounts of capital available for
investment.

Stock exchanges are available to the
public however purchases and sales
must be made through a stockbroker.

Stock Brokers

Brokers buy and sell shares for a fey
known as a commission. This is a
percentage of the sales agreed upon by
the buyer or seller and the broker

Brokers work together to find buyers
and sellers all around the world.

Share price indices

IT is possible to have a overall idea of
the performance of the stock market
through a stock market index.

An index will take a sample of stocks a
average the performance (change in
value) over time.

These are a good way to see how the
stock market performs as a whole.

Bulls and bears
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Disadvantages
- Financial information may have to

be disclosed
- Can out vote each other
- Shares can only be sold privately

Public limited company

Minimum of shareholders
Shareholders own the company
Cannot be sued
Limited liability
Publish anual accounts
Directors run the companies

Advantages
- Limited liability
- Receive dividend from profits
- Elect directors to manage the

company
- Shares can be sold publicly

Disadvantages
- Legal costs may be high
- Annual accounts must be

published
- Directors may run the company

Multinational

A multinational is a firm that operates in
more that one country but will usually
have its headquarters based in its
country of origin.

Multinational are some of the largest
companies in the world, selling many
billions of dollars worth of goods and
services, and employing many
thousands of people globally.

- It has huge global customer base
and revenue potential

- It can minimize transport costs
locating plants across different

countries to be near raw
materials or large consumer
markets

- It can minimize wage costs by
locating operations in low-wage
economies

- It has low average production
costs from large-scale production

- It can raise significant capital for
business expansion r & d to
employ highly skilled labour

Benefits
- Provides jobs and incomes
- Brings business knowledge, skills

and technologies which can help
other firms

- Pays taxes on its profits
- Increases profit

Costs
- They can transfer their profits to

other countries to avoid paying
taxes

- May force local competition
- May exploit workers

Cooperative
A cooperative  is owned by its members
for mutual benefit.
There is one member, one vote policy.

Worker cooperative
● workers own all shares
● Managed by its workers
● They have limited liability
● They share any profits

Retail cooperative
- Owned by its members
- Managers run the organization
- Owners have limited liability
- Members receive profits

Public corporation
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‘Typical’ households and the basket of
goods and services they purchase
change over time due to:
Changes in tastes and fashion
The introduction of new technology
Changes in demographics
CPI will have to take into account
changes in the quality of goods and
services over time. This is difficult to
measure.
International comparisons of consumer
price inflation are difficult to make
because household composition and
spending patterns vary widely within and
between countries.

Causes of inflation
Inflation comes from several sources
It can come directly from the domestic
economy
Price strategies of leading food retailers
based on the strength of demand or
competitive pressures
A rise in VAT cause firm’s production
costs to go up and these being passed
onto the consumer

It can be “imported”
Increase in the price of crude oil or other
imported commodities, foodstuffs and
beverages
Changes in exchange rates
If the Colon falls against the dollar, the
price of all dollar denominated imports
increases

Causes of inflation
There are three main causes of Inflation

Demand-pull inflation
Cost-push inflation
Growth in the money supply

Demand pull inflation
Demand-pull inflation is caused by
increases in aggregate demand
(outward shifts of the AD curve)

As AD shifts outwards firms will increase
output and increase their prices

The extent of the increase in prices
depends on the shape of the AS curve

Persistent demand-pull inflation is
caused by continuous outward shifts in
AD as may be seen during a boom

COST PUSH INFLATION
Cost-push inflation is caused by
decreases in aggregate supply (inward
shifts of the AS curve)

As firms face an increase in costs they
will decrease output and increase their
prices

Persistent cost-push inflation may occur
if workers demand further increases in
wages to compensate for rising prices

This can cause a wage – price spiral

Stagflation
When a ‘supply side shock’ such as a
dramatic oil price increase suddenly hits
the world economy it can cause both
inflation as well as a stagnant economy
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