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Lesson one: Microeconomics and Macroeconomics

The field of economics is typically divided into two broad realms: microeconomics and
macroeconomics. It is important to see the distinctions between these broad areas ofstudy.
Microeconomics is the branch of economics that focuses on the choices made by individual
decision-making units in the economy-typically consumers and firms—and the impacts those choices
have on individual markets. Macroeconomics is the branch of economics that focuses on the impact
of choices on the total, or aggregate, level of economic activity. Why do tickets to the best concerts
cost so much? How does the threat of global warming affect real estate prices in coastal areas? Why
do women end up doing most of the housework? Why do senior citizens get discounts on public
transit systems? These questions are generally regarded as microeconomic because they focus on
individual units or markets in the economy. Is the total level of economic activity rising or falling?
Is the rate of inflation increasing or decreasing? What is happening to the unemployment rate? These
are questions that deal with aggregates, or totals, in the economy; they are problems of
macroeconomics. The question about the level of economic activity, for example, refers to the total
value of all goods and services produced in the economy. Inflation is a measure of the rate of change
in the average price level for the entire economy; it is a macroeconomic problem. The total levels
of employment and unemployment in the economy represent the aggregate of all labor markets;
unemployment is also a topic of macroeconomics. Both microeconomics and macroeconomics give
attention to individual markets. But in microeconomics that attention is an end in itself; in
macroeconomics it is aimed at explaining the movement of major economic aggregates—the level
of total output, the level of employment, and the price level. We have now examined the two

branches of economic way of thinking: microeconomics and macroeconomics.  Source: Principles of
Microeconomicshttp://www.saylor.org
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Lesson two: Factors of Production

Choices concerning what goods and services to produce are choices about an economy*s
use of its factors of production, the resources available to it for the production of goods and
services. The value, or satisfaction, that people derive from the goods and services they
consume and the activities they pursue is called utility. Ultimately, then, an economy‘s factors
of production create utility; they serve the interests of people. The factors of production in an
economy are its labor, capital, and natural resources. Labor is the human effort that can be
applied to the production of goods and services. People who are employedor would like to be
are considered part of the labor available to the economy. Capital is a factor of production that
has been produced for use in the production of other goods and services. Office buildings,
machinery, and tools are examples of capital. Natural resourcesare the resources of nature
that can be used for the production of goods and services. Thethree basic building blocks of
labor, capital, and natural resources may be used in different ways to produce different goods
and services, but they still lie at the core of production.

Labor:

Labor is human effort that can be applied to production. People who work to repair
tires, pilot airplanes, teach children, or enforce laws are all part of the economy‘s labor

People who would like to work but have not found employment—who areunemployed—
are also considered part of the labor available to the economy. In some contexts, it is useful to
distinguish two forms of labor. The first is the human equivalent of a natural resource. It is the
natural ability an untrained, uneducated person brings to a particular production process. But
most workers bring far more. The skills a worker has as a result of education, training, or
experience that can be used in production are called human capital. Students who are attending
a college or university are acquiring human capital. Workers who are gaining skills through
experience or through training are acquiring human capital. Children who are learning to read
are acquiring human capital. The amount of labor available to an economy can be increased in
two ways. One is to increase the total quantity of labor, either by increasing the number of
people available to work or by increasing the average number of hours of work per week. The
other is to increase the amount of human capital possessed by workers.

Capital

Long ago, when the first human beings walked the earth, they produced food by picking
leaves or fruit off a plant or by catching an animal and eating it. We know that very early on,



however, they began shaping stones into tools, apparently for use in butchering animals. Those
tools were the first capital because they were produced for use in producing other goods—food
and clothing. Modern versions of the first stone tools include saws, meat cleavers,hooks, and
grinders; all are used in butchering animals. Tools such as hammers, screwdrivers,and wrenches
are also capital. Transportation equipment, such as cars and trucks, is capital. Facilities such as
roads, bridges, ports, and airports are capital. Buildings, too, are capital; they help us to produce
goods and services.Capital does not consist solely of physical objects. The score for a new
symphony is capital because it will be used to produce concerts.

Computer software used by business firms or

government agencies to produce goods and services is capital. Capital may thus include
physical goods and intellectual discoveries. Any resource is capital if it satisfies two criteria:
1. The resource must have been produced.

2. The resource can be used to produce other goods and services. One thing that is not
considered capital is money. A firm cannot use money directly to produce other goods, so
money does not satisfy the second criterion for capital. Firms can, however, use money to
acquire capital. Money is a form of financial capital. Financial capital includes money and other
—paperl assets (such as stocks and bonds) that represent claims on future payments. These
financial assets are not capital, but they can be used directly or indirectly to purchase factors of
production or goods and services.

Natural Resources

There are two essential characteristics of natural resources. The first is that they are
found in nature—that no human effort has been used to make or alter them. The second is that
they can be used for the production of goods and services. That requires knowledge; we must
know how to use the things we find in nature before they become resources.

Source: Principles of Microeconomic; http://www.saylor.org
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