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Economic theory is composed of 
microeconomics and macroeconomics.

In a market-based economy, prices will be fixed
by the law of supply and demand. 

Two main economic systems: capitalism and 
soviet style socialism.

Overview
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1. Economics and Economic Resoning

2. Supply and Demand

3. The Economic Organization of Society

4. Introduction to the World Economy

5. Key Aspects to Have in Mind

Summary
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1. ECONOMICS AND ECONOMIC
REASONING

Introduction to Macroeconomics
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« When an artist looks at the world, he sees
color. When a musician looks at the world, she
hears music. When an economist looks at the 
world, she sees a symphony of costs and 
benefits. » 

David C. Colander, « Economics », 2nd edition, 1995

1. Economics and Economic Reasoning
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5 things to learn in economics:

Economic reasoning

Economic terminology

Economic insights

Economic institutions

Economic policy options

1. Economics and Economic Reasoning
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Economic reasoning:

How to think like an economist ? (costs and benefits)

Economic decision rules: « If the (marginal) benefits of 

doing something exceed the (marginal) costs, do it. If the 
(marginal) costs of doing something exceed the (marginal) 
benefits don’t do it. »

1. Economics and Economic Reasoning
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Economic reasoning:

Production possibility table and curve (P35 Chapter 2)

1. Economics and Economic Reasoning
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Economic reasoning:

Production possibility curve (P36 Chapter 2)

1. Economics and Economic Reasoning

Concepts related:

• Opportunity cost

• Marginal 

opportunity cost

• Competitive

advantage

• Efficiency

• Technological

change

9



Th. Warin

Economic reasoning:

Opportunity cost

1. Economics and Economic Reasoning

Definition: The opportunity

cost is the benefit forgone by 

undertaking an activity.

..or simply:

How much X quantity of 

butter I have to give up in 

order to get Y quantity of guns 

produced ?
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Economic reasoning:

Marginal opportunity costs

1. Economics and Economic Reasoning

Definition: The marginal 

opportunity cost is the extra 

opportunity cost associated to the 

production of extra units of a 

certain goods.

Notice:

In order to get more of guns, one 

must give up ever-increasing

quantities of butter.
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Economic reasoning:

Competitive advantage

1. Economics and Economic Reasoning
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Definition: A resource (country, 

company) has a competitive

advantage in the production of a 

good when compared to other

resources, it’s better suited to 

producing that good than another.
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Economic reasoning:

Productive efficiency (P38 Chapter 2)

1. Economics and Economic Reasoning

Definition: Getting as much

ouput for as few inputs as 

possible.
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Economic reasoning:

Technological change (P38 Chapter 2)

1. Economics and Economic Reasoning
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Economic terminology (P12 Chapitre 1)

Economy: institutional structure through which
individuals in a society coordinate their diverse 
wants and desire.

Economics: study of the economy, i.e study of how 
human beings coordinate their wants.

Other important terms:
• Scarcity

• opportunity cost (see previous definition)

• The invisible hand

• Market forces

• Economic forces

1. Economics and Economic Reasoning
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Economic insights (P12 Chapitre 1)

Economic insights are often embodied in economic
theory – a formulation of highly abstract, deductive
relationships that capture inherent empirically-
observed tendencies of economies. Exemple:The
invisible hand theory.

Economic theory divided into 2 parts:

• Microeconomics is the study of how individual choice is
influenced by economic forces

• Macroeconomics is the study of inflation, unemployment, 
business cycles, and growth. It focuses on aggregate
relationships.

1. Economics and Economic Reasoning
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Economic institutions (P15 Chapitre 1)

Economic institutions are physical or mental 
structures that significantly influence economic
decisions. 

Exemple: corporations, governments, cultural 
norms, schools, family.

1. Economics and Economic Reasoning

17



Th. Warin

Economic policy options (P15 Chapitre 1)

Economic policies are actions (or inactions) taken, 
usually by government, to influence economic events.

Good policy analysis is objective.

Economics is divided in 3 categories:

• Positive economics is the study of what is, and how the 
economy works;

• Normative economics is the study of what the goals of the 
economy should be;

• The art of economics is the application of the knowledge
learned in positive economics to the achievement of the goals 
determined in normative economics.

1. Economics and Economic Reasoning
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2. SUPPLY AND DEMAND
Introduction to Macroeconomics
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2. Supply and demand

The law of demand (P83 Chapter 4)

More of a good will be demanded the lower its
price, other things constant.

…alternatively

Less of a good will be demanded the higher its
price, other things constant.

… or simply

The quantity of a good demanded is inversely
related to the good’s price. Thus, when price goes
up, quantity demanded goes down.
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2. Supply and demand

Differences between demand (the entire
demand curve) and quantity demanded:

Demand refers to a schedule of quantities of a 
good that will be bought per unit of time at various
prices.

Quantity demanded refers to a specific amount
that will be demanded per unit of time at a specific
price.
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2. Supply and demand

Demand curve (P84 Chapter 4):
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2. Supply and demand

Shift in demand vs change in qty demanded
(P86 Chapter 4)

Examples of shift factor of demand:

• Society’s income

• The prices of other goods

• Tastes

• Expectations
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2. Supply and demand

From a demand table to a demand curve (P87 
Chapter 4) :
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2. Supply and demand

From individual demands to a market demand curve
(P88 Chapter 4) :
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2. Supply and demand

The law of supply (P90 Chapter 4)

More of a good will be supplied the higher its price, 
other things constant.

…alternatively

Less of a good will be supplied the lower its price, 
other things constant.

… or simply

The quantity of a good demanded is directly related
to the good’s price. Thus, when price goes up, 
quantity supplied goes up.
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2. Supply and demand

The supply process (2nd edition P43 chap 2)
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2. Supply and demand

Differences between supply (the entire supply
curve) and quantity supplied:

Supply refers to the various quantities offered for 
sale at various prices.

Quantity demanded refers to a specific quantity
offered for sale at a specific price.
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2. Supply and demand

Supply curve (P91 Chapter 4):
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2. Supply and demand

Shift in demand vs change in qty demanded
(P92 Chapter 4)

Examples of shift factor of supply:

• Changes in the price of inputs used

in the production of a good

• Changes in technology

• Changes in suppliers’ expectations

• Changes in taxes and subsidies
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2. Supply and demand

From a supply table to a supply curve (P93 Chapter 4) 
:
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2. Supply and demand

The first dynamic law of supply and demand (P95 Chapter 4)

When quantity demanded is greater than quantity supplied, 
prices tend to rise;

When quantity supplied is greater than quantity demanded, 
prices tend to fall

The second dynamic law of supply and demand

In a market, the larger the difference beween quantity supplied
and quanitity demanded, the greater the pressure on prices to 
rise (if there is excess demand) or fall (if there is excess supply)

The third dynamic law of supply and demand

When quantity supplied equals quantity demanded, prices
have no tendancy to change
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2. Supply and demand

The Dynamics Laws of Supply and Demand (P96 
Chapter 4):
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2. Supply and demand

Consumer and Producer surplus (P98 Chapter 4):
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2. Supply and demand

Changes in supply and demand (P104 Chapter 5)
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2. Supply and demand

Diagram of effects of shifts of demand and supply on 
price and quantity (P109 Chapter 5)
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2. Supply and demand

Price ceilings (P110 Chapter 5)
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2. Supply and demand

Price floors (P112 Chapter 5)
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2. Supply and demand

The effect of an excise tax (P113 Chapter 5)
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2. Supply and demand

Quota and Tariff (P114 Chapter 5)
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3. THE ECONOMIC ORGANISATION 
OF SOCIETY

Introduction to Macroeconomics
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Economic system is the set of economic
institutions that determine a country’s important 
economic decisions

An economic system is closely tied to a political
system through which people decide what their
society want

3 central questions that economy must answer:

What to produce

How to produce it

For whom to produce it

3. The economic organisation…
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Capitalism:

It’s an economic system based upon private
property and the market in which, in principle, 
individuals decide how, what, and for whom to 
produce. It relies on market forces to coordinate
economic activity.

3. The economic organisation…
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Socialism in theory:

It’s an economic system based on individuals’ 
goodwill toward others, not on their own self-
interest, and in which, in principle, society decides
what, how, and for whom to produce.

3. The economic organisation…
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Socialism in practice:

In practice socialism became an economic system 
based on government ownership of the means of 
production, with economic activity governed by 
central planning. 

Because it was based on a system developed in the 
Soviet Union, it’s often called Soviet-style 
socialism.

3. The economic organisation…
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3. The economic organisation…
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Capitalism

What to produce ?
What firms believe people 
want and is profitable.

How to produce ?
Businesses decide how to 
produce efficiently, guided by 
their desire to make a profit.

For whom to produce ?
Distribution according to 
ability and inherited wealth.

Soviet-style socialism

What to produce ?
What central planners believe
socially beneficial.

How to produce ?
Central planners decide, 
based on what they think is
good for the country.

For whom to produce ?
Central planners distribute
goods based on what they
determine are individuals’ 
needs.

3. The economic organisation…
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The History of Economic systems:

Feudal Society: Rule of Tradition

From Feudalism to Mercantilism

From Mercantilism to Capitalism

From Capitalism to Socialism Welfare Capitalism

From Feudalism to Socialism

From Socialism to … ?

3. The economic organisation…
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3. The economic organisation…
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4. INTRODUCTION TO THE WORLD 
ECONOMY

Introduction to Macroeconomics
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Overview of world per capita GDP

4. Introduction to the world economy
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Flows of trade in World Energy (2nd ed., P109 chapter 5)

4. Introduction to the world economy
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Per Capita consumption of commodities 1990 
(2nd ed., P110 chapter 5)

4. Introduction to the world economy
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Foreign exchange rate table (2nd ed., P113 chapter 5)

4. Introduction to the world economy
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U.S. Trade Balance

4. Introduction to the world economy
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International economic policy and institutions

4. Introduction to the world economy
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