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Definition of Economics

Economics is the social science that studies the human behavior, by

looking for the optimum or full utilization of scarce economic

resources, in order to satisfy all our needs (unlimited goods and

services)at the lowest possible costs. Slaiddl Layel
I o el Woludl Gwyag Al eloiz 3l plall 9o SLaisdl
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Microeconomics: Macroeconomics:
:>332dl sLaid 3l ' ISIl sLaxsdl

Macroeconomics studies the behavior of

aggregates of the economy as a whole,

(like an individual firm or an individual It agaliliiesroblems facgd by the
economy as a whole, and not just by an

*
X
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For example: microeconomics studies  for example: Inflation and

Microeconomics studies the behavior
of the economic units individually

Q

the influence of supply and unemployment rates, GDP.
demand on the price of cars (one )
product). dladly @xuaidl wissee (el Jeww Lo
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Economic resources ACADEMY

Economic resources are the resources (whether natural or

human) that businesses use to produce goods and services.
dy5Laisdl 3)lgoll
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conditions: g il
1. Scarcity or relative limitation. unid| gudll gl 8)33l .
2. Price . 2w
they are grouped into four categories: 5o a__,j QR VEW vk
e Land Ul
e Labor Joc
e Capital JJl wl)
« Entrepreneurship Jlec3l 850,

Land: including forests and natural resources (water,
petroleum and minerals. The price of the land is the rent.
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Labor: the muscular and mental effort of the worker, skills, q

and experiences. The price of the labor is the wage.
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Capital: it consists of any goods which were produced (tools,

instruments, machines, buildings) are used as inputs in the
production of further goods and services. The price of the

capital is the interest.  .(5lgs3l) lg2 o] @i glw sl go eSiz :Jlall i)
gl (o a3l Zlis] 6 N> xeS padiwi (lollg 331y g3l '

53501 g Jladl Loly JI y2us loasdlg u

Entrepreneurship: the human resource (entrepreneur) that :
organizes land, labor, and capital to produce goods and
services. The price of the Entrepreneurship is the profit.

Gl (el 251) dpuindl 5)lgall 7 JlacHl 850, |
g aludlzls5d Jloll polys Alaslly 4,31 elaiy i
Ml g0 Jlac31 350 i .oloss, HE
Economic Problem
« Scarcity of (limited) economic resources available in
scociety.
Versus
o Unlimited human needs of goods and services.
Scarcity is the central problem of the economics
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® What is the solution to the economic “iiininy

problem?

1.make a choice between goods and service
2.The result of any process of choosing is the sacrifice
3. There is always cost to pay called: the opportunity
cost Tdolaiddl dSiiel) J=dl g0 Lo
doaddly gl (uy yisl
sl o )bzl ddac (6l douis
Ayl doyall dalS5 : Lound 280l dalSS Losls wlis

the opportunity cost is the most desired goods

and service that are foregone in order to obtain
something else : 9 &) JiS3l ghull o Al duojall 4alss
J 51 s Sedaasdl Jot5e lgic Glaal qiy Gill loasdl.

| Production Possibilities Curve (PPC)

| Production possibilities curve: it is a graph that shows some
combinations of goods, that could be produced in the economy,
In a given time with available resources and technology.

(PPC) zll lslSol Lisnio

052 o9y Ll e a] LRl OLSlSo] iz
sLazddl s ezl (Sey LAl igladl (o Oilegasna,
i Lol LizglgiSilly 3lgall go (2o by 5.



Chapter 1.2:
Basic economic concepts and the

economic problem

ARMS

ACADEMY

Production Possibilities Curve (PPC).

Objectives:
Reintroduce the economic problem and understanding how the
tradeoff between the different alternatives of goods is made.
Show the impact of the choice process (Opportunitycost ). ;<8laa3l |
&S pado dp3lars3l AlSiuall oyads ale] |
glud) dalisall Jladl o duslaall clyx] @i
(doya)l dalS5) HLasdl ddac 136 Hgbl.

Assumptions:

e The economy produces only two goods (computers and cars)

e Full employmentyall the economic resources are used by the
economy.

» Fixed resources : the economy uses the same quantity and
guality of the factors of preduction to produce the two goods.

e Fixed technology: the'economy uses-the same technology to

® produce the two goods. _
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Production Possibilities Curve (PPC). """

Quantity of Points inside and on the

Computers .

Produced fro_nﬂer (or the curve), such as
pointsS,C,B,A,and T are
attainable. For example:

S Point A: the economy
3,000 ®D

produces 700 cars and 2000

computers.
%;% - Point B: the economy produces
Production 300 cars and 1000 computers
P possibilities
1,000 [pmsemsessrgy B - frontier Points outside the frontier (or !
’ : } the curve), such as D, are
i T unattainable, which means that

i
0 300 600 700 1.000 Quantity of ec?onomy cgn not progluce at
Cars Produced this level with the available

resources (I'ESOUI'CES are scarce

Quantity of oles Jfb blés
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Produced bladl S oC 9B oA oT o
JUiall Jaso Gl . suinild 15

. sbazddl § dnadl |
3,000 °D 20009 8yl 700 ziiy

YioraSll 83021,
Slabdl sy 1 daiil
300 yigueS jlg> 10004 8,Luw

Production
possibilities R
frontier 9l) 3g3=dl z) > blas
Jio (el Do o
BIRESCINVV-RLEIEA RGN
T : T_)' W Sy 3
0 300 600 700 1,000 Quantity of > 96-::!;) ) I I.m
Cars Produced » &° B9 :
830 3)lgall) 3,lg0ll

1,000 [smssssn B
£

L T R T T e Y

WY A\



Chapter 1.2:
Basic economic concepts and the
economic problem
Ohlis3b 25 dewyll 089 1a> egoll oo ARMS
Production Possibilities Curve (PPC). """

At the point A: the economy

Quantity of produces with efficiency, which
Computers
S means that economy uses all the
available resources(full
employment). So, if the
S economyincreases the production
i *D of cars, it will be obliged to

decrease the production of
A computers (to give up or to
sacrifice),and vice versa.

Production

possibilities

frontier At the point B: the economy produces

without efficiency (inefficiency),

because at this point, the economy

: T can increase the production for cars

0 300 600 700 1.000 Quantity of without decreas_es the other product

e (computers) which means that
economy doesn't use all the available
resources.

1,000

L T Y T Y

T Y]

Quantity of
Computers
Produced
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Quantity of Tradeoff along the PPC
Computers o Every choice along the PPC S
Produced

involves a tradeoff.
e On this PPC, we must give

X
S up some computers to get more
3,000 ®D .
cars or give up some cars to

get more computers.

Production Example: when we move from the
possibilities C to A, we must give up 200 (2000 -
frontier 2200) computers to get 100 (700 -600
additienal cars
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Production Possibilities Curve (PPC).
Quantity of Opportunity cost
Computers The PPC makes the concept
Produced .
of opportunity cost more

precise

3,000 ®D Example 1: When we move
from the C to A, the production
of cars increases by 100 (700 -

: 600) and computers decreases

Production

possibilities by 200 (2000 - 2200).

frontier The opportunity cost of 100

cars.is 200 computers. So, 1

additional car costs 2

computers.
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X
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Production Possibilities Curve (PPC). """
Quantity of Example 2: When we move
Computers from the A to C, the production

of computers increases by 200
(2200-2000) and cars decreases
by 100 (600 - 700).
The opportunity cost of 200
computers is 100 cars. So, 1
additional computer costs 1/2

A car.

Production
possibilities Note that the opportunity cost of

frontier computer is the inverse of the
oppertunitycostofcar

e e T e 2]
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0 300 600 700 1,000 Quantity of
Cars Produced
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Chapter 1.2:

Economic growth and PPC

e The production possibilities curve can be used to illustrate

e Economic growth is defined as an increase in production
volume. Economic growth takes place through:
1. Technological change, which is the development of new
technologies and better ways of producing goods and services
2. Capital accumulation, which is the growth of capital resources,

including human capital .
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Quantity of
Computers

Produced .
Economic Growth

3,500

3,000

Now Attainable

2,200
2,000
1,000 [y B
: 1,300
0 300 600 700 1,000 Quantity of
Cars Produced

Basic economic concepts and the \L J,I

economic problem
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PPC g (sLais3l goill

Srindl Jll Goly i3 (5 Loy
Note:'1. As we have economic
growth,the maximum quantity of
computers increases from 3000
to 3500 cars and at the same
time, the maximum quantity of cars
increases from 1000 to 1300 cars.
2. The new PPC crosses the point
D, which means that this level of
production is attainable.
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Circular-flow diagram ACADEMY
The economy consists of millions of people engaged in many
activities—buying, selling, working, hiring, manufacturing, and

so on. We need a model that explains, in general terms, how the
economy is organized and how participants in the economy

interact with one another. oo (o dlaibil HeSiy (Y1l ol lalase
waubgilly Jasllg gudlg clyuill - i3l el 9 OsS) Linall Lolubll

el xS vale JSwy (i z3g0d Il dabu (29 13889 9 guivailly

vazdl luasy go Jelatl sLaibdl 6 HoS)lin iy slazddl.

MARKETS
Revenue FOR Spending
GOODS AND SERVICES
Goods * Firms sell Goods and
and services * Households buy services
sold bought

FIRMS HOUSEHOLDS
* Produce and sell * Buy and consume
goods and services goods and services
* Hire and use factors * Own and sell factors
of production of production

Inputs for MARKETS Labor, land,
production FOR and capital
FACTORS OF PRODUCTION
Wages, rent, * Households sell Income
and profit * Firms buy |

— Flow of goods
and services
= Flow of dollars
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Circular-flow diagram ACADEMY
This diagram is a schematic representation of the
organization of the economy. Decisions are made by
households and firms K RURELRVIIRZNCLS
31551 @iy olaidl euaid) Sladasi Juied 90 Liludl @uoyll 130
Ol illy w3l JiB o Ll

Households and firms interact
[1 In the markets for goods and services: households are
buyers.and firms are sellers.
[1 In the markets for the factors of production: firms are
buyers and households are sellers.
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Circular-flow diagram The households spend money to
buy goods and services from the firms. The firms use some
of the revenue from these sales to pay for the factors of
production, such as the wages of their workers. What’ s left

IS the profit of the firms.
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