PART | INTRODUCTION

Chapter 2 Thinking Like an Economist

2—1 The Economist as Scientist

2—1a The Scientific Method: Observation, Theory, and More Observation
2—1b The Role of Assumptions

2—1c Economic Models

2—1d Our First Model: The Circular—Flow Diagram
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2—1e Our Second Model: The Production Possibilities Frontier
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The production possibilities frontier shows the
combinations of output—in this case, cars and
computers—that the economy can possibly produce. 3,000 F oC
The economy can produce any combination on or
inside the frontier. Points outside the frontier are not
feasible given the economy’s resources. The slope 2,200 4 B
of the production possibilities frontier measures the 2,000 )
opportunity cost of a car in terms of computers. This Prody;tllg.n
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A Shift in the Production Possibilities Frontier

A technological advance in the computer industry

enables the economy to produce more computers 4,000

for any given number of cars. As a result, the

production possibilities frontier shifts outward. If the

economy moves from point A to point G, then the

production of both cars and computers increases. 3,000
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2—1f Microeconomics and Macroeconomics
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2—2 The Economist as Policy Adviser

2—2a Positive versus Normative Analysis

o SOUFEERIA (positive statement) : JREHEAHFREHTAETAOMWE “how the world /s’

o HISEFRA (normative statement) : HNEFERMIRNIZETAFEFIIWS “how the
world ought to be

2—2b Economists in Washington

2—2c Why Economist’ Advice Is Not Always Followed
2—3 Why Economists Disagree

2—3a Differences in Scientific Judgments

2—3b Differences in Values

2—3c Perception versus Reality



