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II 
Objectives
After studying this chapter, you should be able to:
LO 1.1
Explain the importance of understanding economics

LO 1.2
Discuss economics as a profession

LO 1.3
Discuss the subject matter of economics

LO 1.4
Define resources, classify them into categories, and discuss the incomes derived from each category of resources

LO 1.5
Explain the scientific method and discuss economic methodology

LO 1.6
Identify positive and normative economics and explain why economists sometimes disagree

LO 1.7
Recognize different types of variables and cause-effect relations

LO 1.8
Distinguish between microeconomics and macroeconomics

III
An Overview of the Chapter 

Students should make use of MyEconLab for a better understanding of the material. MyEconLab contains self-graded tests as well as score-based personalized study plans.

This chapter presents economics as a discipline that is relevant to many of the issues and problems that students experience in their own lives. An attempt is made to sensitize students to the importance of economics in their own lives and to generate interest in the study of economics. The basic economic problem of scarcity is introduced quite early.

The definition of economics presented in this chapter contains a reference to resources. The relationship between scarce resources and choices is established early in the chapter. This relationship will be developed further in Chapter 3.

One should not be surprised that students taking an introductory course in economics at college or university would be interested in knowing the importance of studying economics. It is a legitimate question for students to ask, “Why study economics?” That issue is addressed in this introductory chapter.

Economics is a science, and it is important for students to understand the scientific procedure early in their study of economics. They should be familiar with scientific inquiry and with economic methodology. It is important for them to have an early initiation with models.

Disagreement among economists is probably exaggerated in our culture. Students should be made aware of the nature and sources of such disagreements. It should be pointed out there is indeed substantial disagreement among economists and that the disagreement may lead to a better understanding of how the economy works. It should be stressed however, that there is substantially more agreement among economists than disagreement.

Explanations of endogenous and exogenous variables, and stocks and flows facilitate the teaching of certain topics in economics at a later stage. It should be noted that endogeneity and erogeneity cannot be determined in the absence of a model. Students should be warned of the danger of concluding that correlation implies causation. Closely related to this problem is the post hoc fallacy. Examples of these problems will be useful in helping to avoid these difficulties.

The relationship between economic theory and economic policy should be pointed out so that students will see the practical implications of theory. The relationship between policy and objectives should also be stressed.

The chapter ends with a discussion of the difference between microeconomics and macroeconomics. Students should be made aware that microeconomics and macroeconomics do not have competing theories of how the economy works. In fact, they provide different tools that can be used in studying different aspects of the economy.

IV
Teaching Tips 

On the first day of classes, one of us usually starts off by saying that this is an economics class. Of course, most of them know that, but occasionally one or two students would immediately leave, after finding out that they are in the wrong place. Laughter ensues, and that seems to relax the students. He then asks students to tell him some of the things that they expect us to talk about in the class.

It is the first day of classes, and you have a class of students who are eager to know about the subject matter of economics. And your task is to convince these students that the study of economics is important but also fun. If you ask the class what economics deals with, it becomes clear that students have misperceptions about economics. Some students think economics focuses on business, the stock market, or money. Of course, some will also say it deals with the economy. If you ask them why they are taking the course, you will get a wide range of responses. Some are taking the course because it is a required course in their program; others may want to make a killing in the stock market because they have heard that understanding the “fundamentals of the market”, that is the economic reasons behind the changes in the values of stocks, is essential in making money in the stock market. Some are taking it only because their friends are taking it, and some may just be curious. Whether you are teaching the course to a homogenous group of students in a program or to a heterogonous group of students, it is important to make the subject of economics appealing to a large segment of the students. 

There are different ways of impressing students about the general importance of studying economics in your first lecture. One instructor asks students to list three economic, social, and personal problems. You will be amazed at the types of problems that students come up with. You can write on the blackboard some of the most interesting problems, and ask students to examine the economic aspects of these problems. Most students will be able to see generally how problems have either economic roots or aspects. Then, challenge them to think of a problem that does not have an economic cause or aspect. The most common response involves personal issues, being sick, academic performance, or altercation with a boyfriend or a girlfriend. Take one of these problems, the one that appears farthest detached from economics, and invite the class to list possible economic variables that could have resulted in the problem. Many students like discussing altercations. You can invite the class to think of some possible economic causes of the conflict. Invariably, some students will come with some funny, but convincing explanations. The laughs break the ice. Then, if you ask students, some possible ways of mending the conflict, you will again get all kinds of interesting responses, ranging from buying flowers to going to a nice restaurant, to buying gifts. By now, most if not all of the students will be convinced about the importance of studying economics. And you have most probably succeeded in convincing most of the students, if not all, that economics is a broad subject and can enlighten us on different aspects of social life, other than just the economy. 

V
Lecture Notes
A. Why study economics?
a) To understand society and decision making

Studying economics enables students to understand how the economic system functions, how the economy affects social problems, and how economic factors influence the decisions of individuals, firms, and governments. 

b) To understand world affairs

Most, if not all social and political problems, have economic causes or aspects. Understanding economics helps us understand the main economic factors behind political events, such as the uprising in Middle East. Not only does economics shed light on the events taking place in a country, but it also helps us understand international relations, the political and economic relationships between countries. For example, the US and Canada are each other’s important trading partners. This economic relationship in part explains the strong political relationship between the two countries.
c) To be informed citizens 

A knowledge of economics can help individuals make the right decisions as consumers and to have a better understanding of the economic policies of the government. If individuals are able to assess the policies of political parties, they may even vote for the candidate who best represents their economic interests. 
d) Logical thinking 

The economic way of thinking is based on drawing conclusions from a set of assumptions about the motivations of individuals, firms, and governments. In economics it is assumed that individuals are motivated by improving their well being (or maximizing their satisfaction), which means the weigh the benefits and costs of all the important decisions they make. And their decisions will be considered rational when the benefits outweigh the costs. It is assumed that consumers make their optimum choice, the best choice, when the marginal benefit of doing something is equal to its marginal cost. 

e) Personal satisfaction

The study of economics, with its concepts, models, and theories, and its logical presentation of issues, is intellectually rewarding. Being an economist can also be financially gratifying. Economists are among the most highly paid social scientists. 

B. Economics as a profession 

Economists work in all sectors of the economy – in manufacturing, services, and the primary. They work for companies, governments, non-government organizations, community organizations, labour unions, think tanks, and international organizations. 

C. What is economics?

a) Economics is a social science that studies the allocation of scarce resources to meet the fulfillment of needs and wants. 

b) Scarcity: Economics considers scarcity a fundamental problem that all individuals, firms, and governments face. Economics postulates that even in a rich country like Canada, there is scarcity. Scarcity arises because resources are limited and human wants are unlimited. 

c) Choices: The amount of resources that an individual, a firm, or a government has is limited. At the same time resources have alternative uses, and wants are unlimited. This means that individuals, firms, and governments have to decide as to how best to use their limited resources: they have to make choices, and making choices or making decisions always involves tradeoffs. 

d) Social Science: any discipline that studies an aspect of society. Psychology studies human behaviour; sociology studies social values, groups, and institutions; political science studies the political system, and economics studies the economic aspects of society. Each discipline enriches other disciplines. For example, economics contributes to the understanding of how the economy influences the political system, and political science explains how the political system affects the economic system, government regulations, and the government policies in an economic system. Sometimes, the disciplines may be fused to create a new understanding of society. For example, the relatively new field of “Behaviour Economics” combines the different approaches of economics and psychology to explain economic behaviour. 

e) Resources: inputs used for the production of goods and services. Resources are also known as factors of production in economics. Goods are tangible object such as cars, tables, chairs that satisfy wants; and services are intangibles such as healthcare, education, public transit. A bad is something, such as pollution that brings disutility (dissatisfaction) to individuals. 

f) Classification of resources: economists divide resources into land, labour, capital, and entrepreneurship.

1. Land: provided by nature.

2. Labour: the physical and mental input of humans.

3. Capital: can be divided into two three: physical, financial, and human. Physical capital is anything made by humans used for the production of goods and services. Financial capital is the funds required to purchase physical capital. Human capital is the characteristics of labour, such as personality, motivation, education, training, experience, and health that affect performance. 
4. Entrepreneurship: the business acumen to produce or improve a new product or service. 
5. Incomes: resources are used to produce goods and services. The sale of these goods and services generates income, which is distributed among the owners of resources. 

i. Rent: received by owners of land

ii. Wages: received by workers

iii. Dividends and interest: received by owners of financial capital

iv. Profit: received by entrepreneurs. 

D. Economics and the Scientific Method 

a) Science: a method of acquiring knowledge based on observation, experiment, and testing.

b) The scientific method: a set of steps for acquiring knowledge. These steps include:

1. Observation and measurement: the event or the phenomenon to be observed has to be defined. Such definition in the social sciences is known as “operationalize”. In order to measure events or phenomena, we need instruments. In the physical sciences, we use physical instrument such as scales, telescopes, or microscopes, but in the social sciences we use constructs such as surveys, experiments, observations, content analysis, and simulation to gather data. 

2. Hypothesis: a statement on the relationship between two or more variables.

3. Testing: a method of verifying if the hypothesis is confirmed or not. The physical sciences rely on experiments to test hypothesis, but economics mostly uses statistical analysis, particularly econometrics, to test hypotheses. In statistical testing, certain procedures and rules are followed to confirm or to fail to confirm a hypothesis. 
c) Economics as a social science: Since economics, unlike the physical sciences, deals with humans, it is often difficult to predict how individuals may behave under different circumstances. While it may be difficult to predict individual behavior, it is possible to generalize about how most people could behave in a similar situation. 

d) Economic model: a simplified representation of economic reality. Economists use models to predict changes in the economy or in an aspect of the economy, under certain restricted circumstances. An economic model does not replicate reality. The construction of economic models follows the principle of Occam’s razor, the principle of stripping away irrelevant details. The elements of a model include:
1. Definitions: all the variables used in the model must be clearly defined, or operationalized. 

2. Assumptions: the conditions under which the model functions need to be stated. These assumptions include: 

i. The behaviour of economic agents, households and firms.
ii. The economic reality that the model represents. This includes the interaction among the variables included in the model and equilibrium conditions. To show how the model predicts economic outcomes, economists further make the ceteris paribus assumption, that is, assuming all other variables remain unchanged, what are the consequences of changing one of the variables included in the model. This is also known as partial equilibrium analysis. 
3. Hypothesis: as stated earlier, hypothesis is a statement on the expected relationship between the variables of the model. Hypotheses are derived from theories. An economic theory is a general explanation of the economy or its components. 

4. Prediction: a conditional statement on the relationship between two or more variables of the model. A model is considered reliable if it predicts economic reality consistently. A distinction is often made between economic prediction and economic forecasting. An economic prediction is a statement about the direction of a variable under certain circumstances, while economic forecasting is assigning numerical value(s) to a variable, when certain conditions are fulfilled. 

e) The “goodness” of a model: an economic model that explains and predicts economic reality consistently is considered good. We test hypotheses in economics using statistical methods, especially econometrics. Econometrics is a field of study that incorporates mathematics, statistics, and economics.

E. Positive and Normative Statements

a) Positive statements: deal with the facts. They refer to what “was, is, or will be”. These statements can be verified by appealing to the facts. They can be determined to be true or false. Positive economics describes how the economy or certain components of the economy function. 

b) Normative statements: express one’s value judgment. They incorporate words such as, “ought to”, “must”, or “should”. They reflect a philosophical point of view on an issue. Normative economics expresses an opinion on an economic issue, including opinions on government policies. 

c) Disagreement among economists: economists, like other scientists in a particular field, sometimes disagree on the explanations of economic reality and on the policy prescriptions to problems. The disagreement can be substantive or non-substantive. Substantive disagreement come about because of ideological differences and the different models economists use; non-substantive disagreements come about because of differences of opinion on the magnitude of and direction of a change in a given variable, within the same model. 

F. Cause and Effect and Variables

a) Variable: anything of interest that takes different values. Price, income, consumer spending are examples of variables. 

b) Constant: something that remains the same, under different circumstances. Rent paid by a business could be constant during the duration of the lease agreement.

c) Endogenous and exogenous variables: Endogenous variables are variables whose values are determined within the model, and exogenous variables are variables whose values are determined outside the model. Models define which variables are endogenous and which are exogenous.

d) Stock and Flow variables: Flow variables are expressed as amount and quantities per unit of time, such as per week, per month, or per year, while stock variables are expressed as amount or quantities at a given time. Flow and stock variables are related, a change in one affects the other. For example, income is a flow variable and savings is a flow variable. If income increases, savings will most likely increase; and if savings increase, interest income increases. The opposite process also holds true. 

e) Cause and Effect Relationships: In a causal relationship, a change in one variable results in a change in another variable(s). But one has to be careful in assigning causality because:

f) Correlation does not always mean causation. Two variables can be perfectly correlated without having any causal relationship. Correlation does not establish which variable is the cause and which is the result. Correlation may hide a third variable causing changes in both variables or the correlation between two completely unrelated events, such as the number of camels arriving at an oasis the Sahara and the value of stocks in the Toronto Exchange . 

g) Post Hoc Fallacy: Not all events that occur sequentially are casually related. A preceding event does not mean that it was necessarily the cause of another subsequent event. A decrease in the value of stocks at the Toronto Exchange could be preceded by the birth of a baby in the Montreal General Hospital.
G.
Microeconomics and Macroeconomics 
a) Microeconomics deals with the components of the economy. It covers the behaviour of consumes and firms in specific markets. Microeconomics is often concerned with the efficient allocation of resources

b) Macroeconomics studies the economy at large. It is concerned with total output, total employment, the average price level, economic growth. 
VI
Answers to Reading Comprehension Questions
LO 1.1
Explain the importance of understanding economics
1.
Present an argument to support the claim that economics is worth studying.


Benefits of studying economics include understanding society and world affairs; being an informed citizen; developing logical thinking and decision-making skills; deriving personal satisfaction; and earning potential. 

2.
If you were to purchase a car, what benefits would you consider? What costs would you consider?


Among the benefits that you would consider are the convenience that the car provides; possibly lower transportation cost; the satisfaction, pleasure, and possibly prestige of owning your own car; and the amount of time you would save in getting from one place to another. Among the costs that you would consider are the value (monetary) of the car, insurance, gas and oil, maintenance and parts replacement, parking costs, and (importantly), what you have to give up in order to buy the car.

 3.
Describe a recent world affair that you believe to be related to economics.

Almost all world events are related in one way or another to economics. Their causes may not be strictly economic, but they will usually have some economic consequences. In April 2011, events that captivated world interest were the earthquake and tsunami in Japan and the uprising in Libya. In the early part of 2011, there were uprisings and protests in Libya, Yemen, Syria, Egypt, Bahrain, Iran, and Jordan. Any of these could be selected as a recent world affair. For this answer, however, we will focus on Libya.

In February, 2011, unrest erupted in Libya as opponents of Colonel Muammar Qaddifi’s government staged anti-government demonstrations. Colonel Quaddifi responded with a level of violence against his opponents that resulted in civil war. The world saw the situation as being grave and potentially internationally destabilizing. Accordingly, the United Nations Security Council voted to authorize military action to prevent a possible bloody defeat of the opposing forces. As of April 9, 2011, the war waged on. 

The cause of this uprising in Libya may have been more political and social than economic; but the economic consequences are far-reaching. The Libyan economy has suffered a tremendous blow because of this particular event. Moreover, Libya is an oil-rich country, and the reduction in the production and exportation of oil from that country is likely to have a negative global impact.
LO 1.2
Discuss economics as a profession

1.
What opportunities exist for economic graduates?

Economic graduates can find employment in many fields of endeavour including marketing, management, business analysts, researchers, and education. Opportunities exist for them in banks, private firms, government, and not-for-profit organizations. Employment prospects are good for economic graduates. 

2.
What kinds of work do economists do?

Economists are employed in a variety of capacities. Among the work that they do are teaching and research, business and economic analyzes, forecasting economic trends, interpreting economic data, advising governments, and working as private consultants. 

3.
Why might an electrical power generating company hire an economist?

It might hire an economist to estimate the demand for electrical power, to figure out the effect of a price hike on its revenue, to analyze the impact of government policy on its operations, to analyze its cost structure, to figure out the effect of tax changes on its sales, or to analyze the economic environment in which the company operates.
LO 1.3
Discuss the subject matter of economics

1.
Why do individuals, businesses, and governments all have to make choices?


Individuals, businesses, and governments all have to make choices because they all face the problem of scarcity. If scarcity did not exist, then all individuals would have as much goods and services as they want for free; businesses would be able to have all the resources they want without having to consider cost, and governments would not be limited by any budgets. We would not need to pay taxes. 

2.
Economics is the study of scarcity and choice. Do you consider this to be an adequate definition of economics?


Although economics can be summed up as the study of scarcity and choice, such a definition may not be adequate to pinpoint the depth of the science of economics. Underlying the concepts of scarcity and choice are many complexities that are not captured by the terms “scarcity” and “choice.” Economics involves dealing with scarcity and the necessity for choice that it creates, but it also involves complicated analytical and logical processes that are not adequately captured by the two terms. 

3.
Would you personally be confronted with scarcity if you could buy all the goods and services you want?


Even if you were able to purchase all the goods and services that you desire, you would still be confronted with scarcity. For example, you could not be at two different places at the same time. Time, in this case, would be a scarce factor.

4.
What makes economics a social science?


Economics is a social science because it deals with human behaviour. When we talk about science in this context, we refer to a particular method of acquiring knowledge. This scientific approach involves observation and measurement (data collection and analysis), the formulation of hypotheses, and verification by testing of the hypotheses. Economists follow this scientific approach thoroughly, and that makes it a science. 
LO 1.4
Define resources, classify them into categories, and discuss the incomes derived from each category of resources

1.
Scarcity of resources is an economic reality. What are these resources and how are they broadly classified?


Resources are all those different things used to produce goods and services that people want. They are classified broadly into four categories: land (natural resources), labour (human resources), capital (man-made resources), and entrepreneurial services (risk-taking, leadership, organizational skills, etc.)

2.
Give two examples each of land, labour, capital, and entrepreneurship.


The following examples will suffice:

•
Land: rocks and lakes

•
Labour: a farmer tilling the soil and a mechanic fixing a car 

•
Capital: a factory building and railway tracks

•
Entrepreneurial services: a business person making a decision to hire five new workers and three partners planning to start a small business

3.
What is the difference between real capital and financial capital?


Real capital refers to produced resources such as machinery and equipment used to produced goods and services. This is distinguished from financial capital defined as funds used to acquire real capital

4.
Why can oil revenues from Alberta tar sands be classified as rent?


Rent is defined as income derived from natural resources. Since Alberta tar sands are natural resources, then revenue derived from them can be correctly classified as rent.

 LO 1.5
Explain the scientific method and discuss economic methodology

1.
What are the fundamental elements in scientific inquiry and to what extent do economists follow the scientific approach?

The fundamental elements in scientific inquiry are observation and measurement (data collection and analysis), the formulation of hypotheses, and verification by testing of the hypotheses. Economists follow this scientific approach thoroughly. However, because of the complexity of economic relations, economists construct models, which are simplifications of the real economy. 

2.
What is an economic model? Why do economists find it useful to construct models?

An economic model is a simplified version of an economy or some part of it. Models actually make the study of economics easier than studying the actual economy directly. Because the economy is so complicated, studying it directly would not result in much learning about it. We understand how the economy functions much better by constructing models and studying them than by attempting to study the economy in all its complexities.

3.
What are the components (parts) of an economic model?

The components of an economic model are definitions, assumptions, hypotheses, and testing.

4.
Explain the role of assumptions in economic models.

Assumptions play an important role in the study of economics. The assumptions help to strip away many of the complexities of the real economy, thus making it easier to focus of those aspects that are of most relevance to the study at hand. 

LO 1.6
Identify positive and normative economics and explain why economists sometimes disagree
1.
What is the difference between positive and normative economics?

Positive economics deals with how the economy actually functions while normative economics is conserved with opinions about how the economy ought to function. 

2.
Give two examples each of positive and normative statements. Give one example each of positive and normative economics.

The crucial point here is that positive statements can be verified whereas normative statements cannot be verified. Note also that positive statements are not necessarily true. 

Positive statements


Normative statements
1. There are 50 oranges in the bag.
1. The oranges should be smaller. 
2. The price of the book is $75.00.
2. The book ought to be cheaper.
Positive economics 


Normative economics
A study of the actual rate of 

The unemployment rate should
unemployment.


be no more than 4% 
3.
Do you agree with the statement that normative propositions have no place in scientific economics? Give reasons for your opinion.

Although normative propositions are not scientific, they do play important roles in scientific economics. Normative economic issues are centered on economic policy and rely on positive economics for solution. Opinions and value judgments (normative propositions) must often be taken into consideration when analyzing economic phenomena.

4.
George Bernard Shaw joked, “If all economists were laid end to end, they would not reach a conclusion.” Is this a fair assessment of disagreement among economists? Why or why not?

There is no reason to believe that disagreement among economists is more pervasive than disagreement among people in other disciplines. The statement suggests that economists rarely agree when, in fact, there is substantial agreement among economists. The statement is more a myth than a reality. 

5.
Economists disagree over normative economics, but not over positive economics. Is this statement true or false? Explain.

The statement is false. Economists disagree over normative as well as positive economics, but they are likely to disagree more over normative economics.

LO 1.7
Recognize different types of variables and cause-effect relations

1.
Give an example of each to show that you understand the difference between endogenous and exogenous variables.

You are required to construct a model with a variable that is explained within the model (an endogenous variable) and one whose value is determined outside the model. An example similar to the following should suffice.

Example: A student’s grade depends on his or her attendance. In this case, attendance is an endogenous variable, while a variable such as the instructor’s ability would be an exogenous variable.

2.
Give an example of each to show that you understand the difference between a stock variable and a flow variable.

An example such as the following should suffice:

Example: The number of workers in a company on April 11, 2011, is a stock variable, but the number of workers who quit annually is a flow variable.

3.
Give an example of the post hoc fallacy.

Suppose your cell phone rings and a few seconds after, your computer crashes. It would be a post hoc fallacy to conclude that the ringing of your cell phone caused your computer to crash.

4.
A seller of stained glass windows noticed that when she lowered the price of her windows, she sold a greater quantity of windows. Is anything wrong in concluding that the increase in sales was due to the lower price? Explain.

This could be a case of the post hoc fallacy. Factors other than the lower price, such as an increase in income, greater awareness on the part of buyers of her windows, or an increase in the prices of other stained glass windows, could have caused the increase in sales.

LO 1.8
Distinguish between microeconomics and macroeconomics

1.
What is the difference between microeconomics and macroeconomics?

Microeconomics is concerned with the behaviour of individual households, individual businesses, and with certain aspects of government decisions. Macroeconomics, on the other hand, deals with the behaviour of broad economic aggregates (totals) such as total production in the economy, total income earned in Canada, and overall employment in an economy. Microeconomics looks at the individual details while macroeconomics looks at the overall big picture.

2.
To which branch of economics (microeconomics or macroeconomics) is a study of the recent global economic crisis more closely related? 

A study of the recent (2008–2009) global economic crisis is more closely related to macroeconomics. This is because we are considering the overall impact of the recession on national and international economies.

3.
Why should we study both microeconomics and macroeconomics?

To fully understand how an economy functions, we must understand how the individual parts work as well as how the entire system works. In a very real sense, the “macro” is the combined results of the “micro” decisions of individual economic units. It is therefore necessary to study both microeconomics and macroeconomics to get a thorough understanding of how the economy works.

VII
Solutions to Problems and Exercises
BASIC
1.
Studying economics is useful because of the knowledge one gains. The opportunity cost of not understanding economics could be high. 

2.
A career in economics could be rewarding because a) economists among the highly paid social scientists b) economists understand how the economy functions, and c) economists can assess the rationality of all decisions, 

3.
When economists describe something as being scarce, they mean that it does not exist in sufficiently large quantities to satisfy the want for it. To the economist, scarcity is always in relation to wants.

4. 
Even with the $50 million from the lottery, you would still have an economic problem. For example, you would still not be able to take a vacation in Paris and Toronto at the same time. You would still be forced to choose because you would still be confronted with scarcity.

5. An economic constraint is something that prevents you from achieving an economic objective. That is exactly what scarcity does. In the absence of scarcity, we would be able to have as much of everything as we please. Scarcity prevents this.

6. A table would be appropriate here.

	Item
	Category of resources

	(a) 
A freezer in a supermarket

(b) 
A hospital

(c) 
Fishes in a lake

(d) 
Mineral deposits in northern Ontario

(e) 
The services provided by a neuro-surgeon

(f) 
The risk taken by an individual who buys resources to establish a business
	(a) Capital

(b) Capital

(c) Land 

(d) Land

(e) Labour

(f) Entrepreneurial services


7.
Resource category


Income category


Land




Rent


Labour




Wages & salaries


Capital




Interest & dividends


Entrepreneurial ability


Profit

8. 
Yes, economics can be studied scientifically since it applies the scientific method, broadly defined as testing claims with evidence.

9. 
Economists may disagree because of philosophical differences and may be using different models to explain a given reality. 

10.
(a) The amount of money a bus driver earns per week (F)


(b) The number of students who were in class at 11:30 a.m. on Wednesday (S)


(c) The amount of money in your purse or wallet at this moment (S)


(d) Your average expenditure per week in the cafeteria (F)


(e) Total annual sales of a furniture manufacturer (F)


(f) The total value of merchandise in a department store on February 1, 2007 at 10:30 a.m. (S)

11. 
Microeconomics.

INTERMEDIATE

1.
Yes. They would still be scarce. The fact that the price would still be above zero is evidence of scarcity. An item is not scarce if at a price of zero the quantity available exceeds the quantity wanted.

2.
Disagreement among groups in any discipline is not a measure of the degree to which the discipline is a science. Physicists and chemists do disagree, yet they are considered to be sciences. Economics is a science not because economists agree or disagree, but because it follows the scientific procedure.

3.
Resources are the source of income. Large quantities of scarce resources generate income for the owners of those resources. It should not be surprising then to find a direct correlation between income and scarce resources among the provinces and territories. Scarcity of resources can help to explain income differentials, but there are other determining factors as well. 
4.
By definition, a model is a simplification of reality. This suggests that it does not include “every conceivable variable.” The art of constructing a model is to include the variables that are believed to contribute most to the phenomenon being investigated. 
CHALLENGING

1.
We must realize that a model is affected not only by its endogenous variables but also by its exogenous variables. The model assumes that other things remain equal. The student who attends every class may have other things affecting his grades in economics.

2.
Here, students are asked to use their creativity to demonstrate their knowledge of the importance of studying economics. It also gives them an opportunity to demonstrate their understanding of the difference between positive and normative concepts. 

3.
When economists describe something as being scarce, they mean that it does not exist in sufficiently large quantities to satisfy they want for it. To the economist, scarcity is always in relation to wants.

4. 
By definition, a model is a simplification of reality. This suggests that it does not include “every conceivable variable.” The art of constructing a model is to include the variables that are believed to contribute most to the phenomenon being investigated. The usefulness of a model does not depend on the number of variable it includes. It depends on how good the model is representing and predicting economic reality. 

VIII 
Answers to Assess Your Knowledge Questions
1. 
Topics studied in economics include how prices are determined; how output is determined; the rate of interest; money; profits; international trade; unemployment; inflation; unions and wages; and taxes and their effects of the economy. 

2. 
In general, either sunlight or air could be mentioned. Bear in mind, however, that circumstances could make these resources scarce. For example, they could be scarce in a coal mine. 
3. 
People have to make choices because of scarcity. They cannot have as much of everything as they would like to have, so they are forced to choose. 

4. 
No. When we choose, we must give up something. Choosing is not just taking. If you were offered two items and you took them both, you did not choose. 
5. 
Social science disciplines include Economics, Psychology, Sociology, Political Science, and Anthropology

IX 
MyEconLab

MyEconLab delivers customizable content, a highly personalized study plan, responsive tools, experiments, and real-time evaluation and diagnostics. These engaging tools help you move your student’s learning toward the moment that matters most: the moment of true understanding. To learn more about how to integrate MyEconLab into your course, please visit http://www.myeconlab.com/product-info/instructor-features or contact your local Pearson Canada Sales Representative to help you gain access to this indispensable tool.
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