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(Economics) >> Islamic economics— Science of Economics .

(Economy) >> Saudi economy— American economy.
(Economic) >> Economic study — Economic problem.
(Economical) >> Economical budget — Economical car.

(Economist) >> Adam Smith is a well-known economist.
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Scarcity and the Factors of Production

ZUN) Jal g g 5yl

* What is economics?

o lai®y) sala

* How do economists define scarcity?

o Bualll Ol iy CisS

* What are the three factors of production?

o A ZUN) Jel s AL
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What Is Economics? Lai@y) ale sala

« Economics is the study of how people make choices to
satisfy their wants

pel ) (§8a5 Al <l LEAY) ) 3 MRS, CaS Al o g JlaiBy)

* For example:
— You must choose how to spend your time
— Businesses must choose how many people to hire
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Scarcity and Shortages

« Scarcity occurs when there + Shortages occur when
are limited quantities of producers will not or cannot
resources to meet unlimited offer goods or services at
needs or desires current prices
o aisal) cleaS (08 Ladie gl Boal . G ¥ g o Y Ladie elay Saadl/oalil)
6 Gl g clalal) dgal gal 53 gasa ) die Giledd g alu Gl e ¢ gaiial)
33 93aal) Baild)
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The Factors of Production gzl Jalge

« Land All natural resources that are used to produce
goods and services.

o claddl) g alud) ZUY dadiiiall daadall 3 ) gal) JS (z\a,,\,\hl\) roa !

« Labor Any effort a person devotes to a task for which
that person is paid.

o Jiliay Jaad daga (il 342 gl 1dand

« Capital Any human-made resource that is used to
create other goods and services.

o oA Cladd g adu A addiailudy) ada (s 354 ‘éi slad) il
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The Factors of Popcorn Production
(Lidll) £ dall 3 AN ) Jal oo

Land oa) Labor Jss Capital b ol
Popping Corn The human effort needed Corr_1-Popping
to pop the corn Device

Vegetable Oil
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Section 1 Assessment

1. What is the difference between a shortage and scarcity?
(a) A shortage can be temporary or long-term, but scarcity always exists.
(b) A shortage results from rising prices; a scarcity results from falling prices.

(c) A shortage is a lack of all goods and services; a scarcity concerns a single
item.

(d) There is no real difference between a shortage and a scarcity.

2. Which of the following is an example of using physical capital to save time and
money?

(a) hiring more workers to do a job

(b) building extra space in a factory to simplify production
(c) switching from oil to coal to make production cheaper
(d) lowering workers’ wages to increase profits
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Opportunity Cost Al dua il 4l

Does every decision you make involve trade-offs?
o "ML&AUJG g@bﬂ)\ﬁdsdh

* How can a decision-making grid help you identify the
opportunity cost of a decision?

o ?me;\mﬂ\mg&gééshﬁjﬂ‘&hdm#

* How will thinking at the margin affect decisions you
make?

o LML AN @l AN A (halgl) die Sl gy i
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Trade-offs and Opportunity Cost

Ja i) AAIST § D laliall
« Trade-offs are all the alternatives that we give up
whenever we choose one course of action over others.

* The most desirable alternative given up as aresult of a
decision is known as opportunity cost.

All individuals and groups of people make decisions
that involve trade-offs.
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The Decision-Making Grid
J\Jﬂ\ &'\.«4 A
« Economists encourage us to consider the benefits and
costs of our decisions.

Karen’s Decision-making Grid

Alternatives

Sleep late Wake up early to study

Benefits * Enjoy more sleep * Better grade on test
» Have more energy during the day  + Teacher and parental approval
* Personal satisfaction

Decision * Sleep late » Wake up early to study for test
Opportunity cost * Extra study time * Extra sleep time
Benefits forgone * Better grade on test » Enjoy more sleep
* Teacher and parental approval » Have more energy during the day

* Personal satisfaction
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Thinking at the Margin (ialgl) aie <idl)

* When you decide how much more or less to do, you are
thinking at the margin.

_ Benefit Opportunity Cost

Grade of C on 1 hour of
test sleep

Grade of B on 2 hours of
test sleep

Grade of B+ on 3 hours of
test sleep

~ -
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Section 2 Assessment

1. Opportunity cost is
(a) any alternative we sacrifice when we make a decision.
(b) all of the alternatives we sacrifice when we make a decision.
(c) the most desirable alternative given up as a result of a decision.
(d) the least desirable alternative given up as a result of a decision.

2. Economists use the phrase “guns or butter” to describe the fact that
(a) a person can spend extra money either on sports equipment or food.
(b) a person must decide whether to manufacture guns or butter.

(c) anation must decide whether to produce more or less military or consumer
goods.

(d) a government can buy unlimited military and civilian goods if it is rich enough.
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Production Possibilities Graphs
U clilsay Anilud) a gau )l

* What is a production possibilities graph?

o SN Gl bl a9 L

* How do production possibilities graphs show
efficiency, growth, and cost?

o SAQNCH g gaill g BoUSY pria g ) UEN) ASSaY Alal) ae U S
* Why are production possibilities frontiers curved lines?

o Sdjale ZUN) ClilSa) 3o baghd 1l
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Production Possibilities gl <lidlsa)

* A production possibilities graph shows alternative ways that an
economy can use its resources.

« The production possibilities frontier is the line that shows the
maximum possible output for that economy.

Production Possibilities Graph

Watermelons Shoes
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Efficiency sslsl)

« Efficiency means
using resources in
such away as to
maximize the
production of goods
and services. An
economy producing
output levels on the
production
possibilities frontier
IS operating
efficiently.
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Growth saill
+ Growth If more

resources become

25

a.vai |ab|e, or |f Future production

Possibilities frontier

technology improves, T
an economy can
increase its level of
output and grow.
When this happens,
the entire production
possibilities curve
“shifts to the right.”
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» Cost A production possibilities graph shows the cost of
producing more of one item. To move from point c to pointd on
this graph has a cost of 3 million pairs of shoes.

Production Possibilities Graph
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Section 3 Assessment

1. A production possibilities frontier shows
(a) farm goods and factory goods produced by an economy.
(b) the maximum possible output of an economy.
(c) the minimum possible output of an economy.
(d) underutilization of resources.

2. An economy that is using its resources to produce the maximum number of goods
and services is described as

(a) efficient.

(b) underutilized.
(c) growing.

(d) trading off.
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Key Terms 4mwi) clathas
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Answering the Three Economic Questions
A5 Aalandy) ALy Ll

* What key economic questions must every society

answer?

Saina (ol Wgale Guam O g (Al A ) ALaY) AL

* What basic economic goals do societies have?

fadina ¥ Lalai®y) il Al

* What types of economic systems exist today?

1
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The Three Economic Questions

L) LalaiBy) Atiuy)
* Every society must answer three questions:

o Al A e quag 0) MY aalina JS
— What goods and services should be produced?
fgalil) Al Al claaddl g adud) AL
— How should these goods and services be produced?
felaril) g aduadl 3 gLl (s i
— Who consumes these goods and services?
feilaadl) galuad) o da gty e
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Economic Goals 4laisy| ilaay)

+ Societies answer the three economic questions based
on their values. Ll 1 g DA 4ALiy) ol o Cuad cladisal)

Economic Goals

Economic efficiency| Making the most of resources

Economic freedom Freedom from government
intervention in the production and
distribution of goods and services

Economic Assurance that goods and services
security and will be available, payments will be
predictability made on time, and a safety net will

protect individuals in times of
economic disaster

Economic equity Fair distribution of wealth

Economic growth Innovation leads to economic

and innovation growth, and economic growth leads
to a higher standard of living.

Other goals Societies pursue additional goals,
such as environmental protection.
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Four Economic Systems

day ) Agalaiy) Qe
An economic system is the method used by a society to
produce and distribute goods and services.

Ciladdd) g aded) & gig U aaliaall Lgashs 48y g galaidy) AU

Islamic Economics rely on
Islamic Teachings to decide what
to produce, how to produce it,
and to whom to distribute it.

In a centrally planned economy
the central government makes all
decisions about the production
and consumption of goods and
services.

Chapter 1 Section ﬂ"if C &

Section 1 Assessment

In a market economy economic
decisions are made by
individuals and are based on
exchange, or trade.

Mixed economies are systems
that combine tradition and the
free market with limited
government intervention.

Main Menu (# L;J-’g\ﬂ‘ AQLGIJ

1. Each society determines who will consume what is produced based on

(a) its unique combination of social values and goals.

(b) the amount of factor payments.
(c) its needs and wants.
(d) economic equity.

2. To improve its standard of living, a nation’s economy must

(a) remain stable.
(b) grow through innovation.
(c) reach economic equity.

(d) allow the central government to make economic decisions.

120 3) 4

Chapter 1 Section
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Section 1 Assessment

1. Each society determines who will consume what is produced based on
(a) its unique combination of social values and goals.
(b) the amount of factor payments.
(c) its needs and wants.
(d) economic equity.
2. To improve its standard of living, a nation’s economy must
(a) remain stable.
(b) grow through innovation.
(c) reach economic equity.
(d) allow the central government to make economic decisions.
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The Free Market sall (§ gl Lais)

* How do free markets operate?

¢ jall By Jary s
* How can markets regulate themselves?
Clguad (31 gau) AR LS
* What are the advantages of a free market economy?

S oal) (3 gud) slaid) clulay) AL
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Why Do Markets Exist? (@ s«¥ a3 g Ll

Markets exist because none of us produces
all the goods and services we require to satisfy our
needs and wants.

Al gating A ciladill g adead) JS iy 2a) d9.50 Y A (31 gua¥) 2353

Lol g Libalal
A market is an arrangement that Specialization is the concentration
allows buyers and sellers to of the productive efforts of
exchange goods and services. individuals and firms on a limited
number of activities.
Opnlll s gyl ) a3 Qagad) .
ilaaal) 5 aludl Jalg o sidiall S a2 seall 58 53 Quanaddl)

Adadi¥) (e 3 gane 220 3 cliidl
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The Free Market Economy _al) (§ gl laté)

* In afree market economy,
households and business
firms use markets to e Product market gl gsw
exchange money and i monetary flow T
products. Households own
the factors of production
and consume goods and
services.

(S pUaB) ) el SaBy) B
gaddiny (Jlas ) £ UaB) s Hill g
AN ) aldeall g 39830 Aslaal (3 guudd
cilasddl g adad) dllgind g gUN) Jalge

Circular Flow Diagram of a Market Economy

Firms supply
households with
goods and services.

Households supply
firms with land, labor,
and capital.

Firms pay
households for land,
or, and._capital.

Factor market gi¥) Jalge Gsm
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The Market’s Self-Regulating Nature

Bomall (I adaisl) dayh
* In every transaction, the buyer and seller consider only

their self-interest, or their own personal gain. Self-
interest is the motivating force in the free market.

* Producers in a free market struggle for the dollars of
consumers. This is known as competition, and is the
regulating force of the free market.

* The interaction of buyers and sellers, motivated by self-
interest and regulated by competition, all happens
without a central plan. This phenomenon is called “the
invisible hand of the marketplace.”
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Advantages of the Free Market

AN G sl L 3a

Economic Efficiency Economic Freedom
Aalaidy) 3elig)) Agaliaty) 4y )
* As aself-regulating system, a * Free market economies have
free market economy is the highest degree of
efficient. economic freedom of any

. economic system.
Economic Growth

Additional Goals

@ uaiy) gall
. ALzl Calaa)
+ Because competition
encourages innovation, free * Free markets offer a wider
markets encourage growth. variety of goods and services
than any other economic
system.
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Section 2 Assessment

1. Why do people need to buy and sell goods or services?
(a) People need to buy and sell goods to make a profit.
(b) People buy and sell to maintain a competitive society.
(c) No one is self-sufficient.
(d) People need to provide the market with goods and services.

2. What factors create the phenomenon of the “invisible hand”?
(a) incentives and efficiency
(b) specialization and efficiency
(c) competition between firms
(d) competition and self-interest
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Centrally Planned Economies

(s IS el Jaladil) cilyalaid)

* How are centrally planned economies organized?

o 98 sall Jagledtl) iyl AT S

* How did the centrally planned economy of the former
Soviet Union function?
o Clhbad) A gud) AT (g 38 yal) Jauadl) Slath) Jas (i

* What problems exist within centrally planned
economies?

o Sl Taadl) cilpalaiBl B 5 g3 gal) JSLGaD) aLa
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Organization of Centrally Planned Economies
6 S sall Jadadl) Ciljalatd) o ety

In a centrally planned economy, the government
owns both land and capital. The government
decides what to produce, how much to produce,
and how much to charge.

Socialism 4! iy Communism 4 sl

is a social and political philosophy is a political system characterized

based on the belief that democratic by a centrally planned economy

means should be used to distribute  with all economic and political

wealth evenly throughout a society.  power resting in the hands of the
government.
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The Former Soviet Union (bl s ged) a3

+ Soviet Agriculture (s sl ds1 3l

— Inthe Soviet Union, the government created large state-owned
farms and collectives for most of the country’s agricultural
production.

+ Soviet Industry A gl delicall

— Soviet planners favored heavy-industry production (such as
steel and machinery), over the production of consumer goods.

« Soviet Consumers (b sed) (pSlgioal)

— Consumer goods in the Soviet Union were scarce and usually
of poor quality.
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Problems of a Centrally Planned Economy
s S al) Jaudadil) SLat) JSliia

Centrally planned economies face problems of poor-
guality goods, shortages, and diminishing production.
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Section 3 Assessment

1. In a socialist country,
(a) central planning is unnecessary.
(b) the government often owns major industries, such as utilities.
(c) an authoritarian government controls the economy.
(d) economic equality is not important.

2. Which of the following is an advantage of a centrally planned economy?
(a) the system’s bureaucracies are small and flexible
(b) the system can work quickly to accomplish specific goals
(c) innovation is well rewarded
(d) consumers’ needs are well met
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Modern Economies 4iaal) cibalaidy)

* Why are many modern economies mixed economies?
o fAdalide daal) Gl (ha wand) 1ila

* What role does the government play in a mixed
economy?

o Shalidal) SLaBY) B dagSal) dali 2l Hoall oA La

+ How do mixed economies in different countries
compare?

o fAANAL Jgo A Aalidal) CilalaBy) ¢ &5 Cis
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The Rise of Mixed Economies
dalid ) clialaiBY) g 40

Market economies, with all their advantages, have
certain drawbacks.

Laissez faire is the doctrine that Governments create laws

government generally should not protecting property rights and

interfere in the marketplace. enforcing contracts. They also
encourage innovation through
patent laws.
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Government’s Role in a Mixed Economy

hlidal) sLaidy) & dagsal) g0

In a mixed economy,

Circular Flow Diagram of a Mixed Economy

o The government Product market
t: fl

purchases land, labor, I
and capital from

households in the

factor market, and

physical flow

* Purchases goods and
services in the product
market.

physical flow

monetary flow

Factor market
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Comparing Mixed Economies
Aabida]) ciliabaiiy) 45 i

* An economic system that permits the conduct of business with
minimal government intervention is called free enterprise. The
degree of government involvement in the economy varies among
nations.

Continuum of Mixed Economies

Centrally planned S all kil Free market jall (§gul)

Iran South Africa France United Kingdom Hong Kong

North Korea China Botswana Canada Singapore

Cuba Russia Greece United States

Source: 1999 Index of Economic Freedom, Bryan T. Johnson, Kim R. Holmes, and Melanie Kirkpatrick
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Section 4 Assessment

1. The United States economy is a mixed economy

(a) based on the principle of a traditional economy, but allows some government
intervention.

(b) based on the principles of a centrally planned economy, with limited
government intervention.

(c) based on the principles of the free market, and allows no government
intervention.

(d) based on the principles of the free market, but allows some government
intervention.

2. Government intervention in a modern economy is useful because
(a) the needs and wants of modern society are always met by the marketplace.

(b)the marketplace has many incentives to create public goods such as parks and
libraries.

(c) governments are able to provide some goods and services that the
marketplace has no incentive to produce.

(d) the marketplace provides all of its own laws.
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Key Terms 4mwi) clathas
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Understanding Demand dall § s g4 agé

What is the law of demand?

o Sealhl) 05l sala

 How do the substitution effect and income effect
influence decisions?

oI AN HAI) 3 JAal g DY) i i s

* What is a demand schedule?

e What is ademand curve?
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What Is the Law of Demand? <kl ¢ 58 sals

The law of demand states that consumers buy more
of a good when its price decreases and less
when its price increases.

) (i Laaie adaad) ca ) (g iy CpSighianal) ) iy callal) (53l
Jla.u\ﬂ éﬁ)ﬁu.ﬁﬁ &‘OJMJ

* The law of demand is the result of two separate
behavior patterns that overlap, the substitution effect
and the income effect.

* These two effects describe different ways that a
consumer can change his or her spending patterns for
other goods.
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The Substitution Effect and Income Effect

The Substitution Effect JSa¥) i The Income Effect Jax Jil
* The substitution effect occurs +« Theincome effect happens
when consumers react to an when a person changes his or
increase in a good’s price by her consumption of goods
consuming less of that good and services as a result of a
and more of other goods. change in real income.
o ok L dala jr plin ) dis 1 DAY A 8N eDlgiul i Ladie diaay 1JA)
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The Demand Schedule <kl Jgaa

< A demand schedule is atable A market demand schedule is

that lists the quantity of a atable that lists the quantity
good a person will buy at each of agood all consumers in a
different price. market will buy at each

different price.

Demand Schedules

$.50 5 $.50 300
$1.00 4 $1.00 250
$1.50 3 $1.50 200
$2.00 2 $2.00 150
$2.50 1 $2.50 100
$3.00 0 $3.00 50

Chapter 1 Section ﬂ"ir 8 Main Menu [ # ‘“_A-\,\ﬂ‘ JQLQ/J

The Demand Curve kbl Aaia

© A demand curvels a Market Demand Curve
graphical representation

of ademand schedule.

o dead by i rqlll) et 300
cullal) @
_ = 250
* When reading a demand ©
curve, assume all outside = At
factors, such as income, 2 150
are held constant. g
o 1.00 -
=
a 50 - Demand
© T T T T T

0 50 100 150 200 250 300 350
Slices of pizza per day
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Section 1 Assessment

1. The law of demand states that
(a) consumers will buy more when a price increases.
(b) price will not influence demand.
(c) consumers will buy less when a price decreases.
(d) consumers will buy more when a price decreases.

2. If the price of a good rises and income stays the same, what is the effect on
demand?

(a) the prices of other goods drop
(b) fewer goods are bought
(c) more goods are bought
(d) demand stays the same
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Shifts of the Demand Curve ulkll daia Juai

* What is the difference between a change in quantity
demanded and a shift in the demand curve?

 What factors can cause shifts in the demand curve?

* How does the change in the price of one good affect
the demand for a related good?

8 Main Menu () @m‘ ulefa
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Shifts in Demand <!l Jua)

« Ceteris paribus is a Latin phrase economists use
meaning “all other things held constant.”

A demand curve is accurate only as long as the ceteris
paribus assumption is true.

* When the ceteris paribus assumption is dropped,
movement no longer occurs along the demand curve.
Rather, the entire demand curve shifts.

3 Main Menu €7 ) e/
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What Causes a Shift in Demand?

llall Aadae JUSH guu

« Several factors can lead to a change in demand:

1. Income

Changes in consumers incomes affect demand. A normal good is a good
that consumers demand more of when their incomes increase. An inferior
good is a good that consumers demand less of when their income
increases.

2. Consumer Expectations

Whether or not we expect a good to increase or decrease in price in the
future greatly affects our demand for that good today.

3. Population

Changes in the size of the population also affects the demand for most
products.

4. Consumer Tastes and Advertising

Advertising plays an important role in many trends and therefore
influences demand.
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Prices of Related Goods ¢ A% aled) e

The demand curve for one good can be affected by a
change in the demand for another good.

* Complements are two goods * Substitutes are goods used in
that are bought and used place of one another.
together. Example: tapes and Example: meats of chicken
recoders boots and lamb

Lagual i) g Lagal i oy (indan 1ALl adead) oty Jaa Wl oy adead) ;AL add)
iaaall) B3¢0 5 A p¥) Jia laa " .
pUEY) agaly zlaal) agad Jia
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Section 2 Assessment

1. Which of the following does not cause a shift of an entire demand curve?
(a) achange in price
(b) achangeinincome
(c) achange in consumer expectations
(d) achangein the size of the population

2. Which of the following statements is accurate?

(a) When two goods are complementary, increased demand for one will cause
decreased demand for the other.

(b) When two goods are complementary, increased demand for one will cause
increased demand for the other.

(c) If two goods are substitutes, increased demand for one will cause increased
demand for the other.

(d) A drop in the price of one good will cause increased demand for its substitute.
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Elasticity of Demand i 4ig s

* What is elasticity of demand?

;.JH\ZU‘”A‘;M.A

* How can a demand schedule and demand curve be used to
determine elasticity of demand?

Seallal) dig pa yaat B callal) iada g Jgan addiey i

* What factors affect elasticity?
9 g yall (B3 isall Jal sl La
* How do firms use elasticity and revenue to make decisions?

Sl Al HATY ) gall g 4 g pal) liiial) ariind i
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What Is Elasticity of Demand?
ullal) 4l g ya Al

Elasticity of demand is a measure of how
consumers react to a change in price.

sl s die dllghuall Jad 53,1 Gabiia clhall 4 g s

- Demand for a good that + Demand for a good that is
consumers will continue to very sensitive to changes in
buy despite a price increase price is elastic.
is inelastic.
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Calculating Elasticity 4igall s

Elasticity of Demand !l 45

Elasticity is determined using the following formula:

Elasticity =

Percentage change in quantity demanded

Percentage change in price

To find the percentage change in quantity demanded or price, use the following formula:

subtract the new number from the original number, and divide the result by the original

number. Ignore any negative signs, and multiply by 100 to convert this number to a
percentage:

Percentage change =

Chapter 1 Section

Original number — New number

— X 100
Original number
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Elastic Demand ¢ «ih

Elastic Demand

If demand is elastic, a small change in price

$7

$€----

leads to a relatively large change in the quantity
demanded. Follow this demand curve from left to
right.

The price decreases from $4 to $3, a decrease
of 25 percent. $4

Thgquantity demanded increases from 10 10-20
a_ . Thisis an increase of 100 percent.

Elasticity of demand is equal to 4.0.

$

051
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0632{:1(2530

~

Elasticity is greater than 1, so demand is 100%
elastic. In this example, a small decrease 25%
in price caused a large increase in the

quantity demanded.

x 100 =25

x 100 = 100

=4.0
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Inelastic Demand ¢ s ik

Inelastic Demand

If demand is inelastic, consumers are not very
responsive to changes in price. A decrease in
price will lead to only a small change in quantity
demanded, or perhaps no change at all. Follow
this demand curve from left to right as the price
decreases sharply from $6 to $2.

The price decreases from $6 to $2, a decrease $6-%$2 100 =67
of about 67 percent. $6

1
I
1
I
I
I
1
QR SUSUSN UEUS:, VESUS SRSuSn SSuse v

The quantity demanded increases from 10 10-15 , 100=50
7 De mand to 15, an increase of 50 percent. 10
4 i
] Elasticity of demand is about 0.75. The
$r 'l T T T elasticity is less than 1, so demand for this S0% 0.75

0 5 1015202530 R e o
% u a decrease in price.

$4 ntit
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Factors Affecting Elasticity
g pall (2 5 A3a Jalge
+ Several different factors can affect the elasticity of
demand for a certain good.

1. Availability of Substitutes Jilal s
If there are few substitutes for a good, then demand will not likely decrease
as price increases. The opposite is also usually true.

2. Relative Importance el ¥
Another factor determining elasticity of demand is how much of your budget
you spend on the good.

3. Necessities versus Luxuries &lell 5 4y 5 5 pall alull
Whether a person considers a good to be a necessity or a luxury has a
great impact on the good’s elasticity of demand for that person.

4. Change over Time ool & sl
Demand sometimes becomes more elastic over time because people can
eventually find substitutes.
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Elasticity and Revenue il sall g 4 g sall

The elasticity of demand determines how a change in
prices will affect a firm’s total revenue or income.

+ A company’s total revenue is the total amount of
money the company receives from selling its goods or
services.

* Firms need to be aware of the elasticity of demand for
the good or service they are providing.

« If agood has an elastic demand, raising prices may
actually decrease the firm’s total revenue.

Chapter 1 Section 1 L Main Menu (# ‘_’J-\,\ﬂ‘ JQLQ/J

Section 3 Assessment

1. What does elasticity of demand measure?
(a) an increase in the quantity available
(b) a decrease in the quantity demanded

(c) how much buyers will cut back or increase their demand when prices rise or
fall

(d) the amount of time consumers need to change their demand for a good

2. What effect does the availability of many substitute goods have on the elasticity of
demand for a good?

(a) demand is elastic

(b) demand is inelastic

(c) demand is unitary elastic

(d) the availability of substitutes does not have an effect
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Key Terms 4w, clathas

e EENTN =y EBNEN]
bl Luxuries bl Demand
Jile Revenue Iy i Substitution Effect
sliie Firm Jaal Income Effect
258 Money llall Jsan Demand Schedule
ol Elastic Demand llal) s Demand Curve
O e b Inelastic Demand llall ¢y 538 Law Of Demand
Sleal il Total Revenue Al Consumer
llall Juas) Shift In Demand Blginl Consumption
. Consumer . .
Meioall cilad . N o sall i
Algiiall Cilad 3 Expectations G AY dal gl Gl Ceteris Paribus

(ad) e fa
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Key Terms 4mwi) clathas

e @) =y @l
O Inelastic Al al Complements
O Elastic ALy ol Substitutes
1 ) el Quantity Ll s Elasticity Of
’ . Demanded ’ d Demand
Sy 5 pa Necessities
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The Law of Supply casll osidé

* According to the law of supply, suppliers will offer
more of a good at a higher price.

dadi pal) ) die alad) (pe i 3e G eaiiall i gy i adl (G gilAl B8 g

Price Supply

As price Quantity
increases... supplied
increases

Price

As price
falls...
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Supply

Quantity

supplied
falls
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How Does the Law of Supply Work?

fudad) (sl Jary s
« Economists use the term quantity supplied to describe

how much of a good is offered for sale at a specific
price.

* The promise of increased revenues when prices are
high encourages firms to produce more.

* Rising prices draw new firms into a market and add to
the quantity supplied of a good.
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Supply Schedules gall Jgia

* A market supply schedule is a chart that lists how
much of a good all suppliers will offer at different
prices.

Market Supply Schedule

Price per slice of pizza | Slices supplied per day
$.50 1,000
$1.00 1,500
$1.50 2,000
$2.00 2,500
$2.50 3,000
$3.00 3,500
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Supply Curves gadl Aadia

* A market supply curve Market Supply Curve
is a graph of the PPy
quantity supplied of a

good by all suppliers at 3.00 —
different prices.

Supply

2.50 —

2.00 —

1.50 —

Price (in dollars)

1.00 —

| | | | | |
0 500 1000 1500 2000 2500 3000 3500

Output (slices per day)
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Elasticity of Supply o2l 4

Elasticity of supply is a measure of the way quantity
supplied reacts to a change in price.

) i3 die A g ) dpasl e 53 uliia A i al) g

* |If supply is not very * An elastic supply is very
responsive to changes in sensitive to changes in price.
price, it is considered A e .
inelastic. el g il a3 Qal) G2 )

el b all s i paal ¢S 03
QA S iy
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What Affects Elasticity of Supply?

ol g a6 jiisall Jal sl La

* In the short run, a firm * In the long run, firms

cannot easily change are more flexible, so
its output level, so supply can become
supply is inelastic. more elastic.
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Section 1 Assessment

1. What is the law of supply?
(a) the lower the price, the larger the quantity supplied
(b) the higher the price, the larger the quantity supplied
(c) the higher the price, the smaller the quantity supplied
(d) the lower the price, the more manufacturers will produce the good
2. What happens when the price of a good with an elastic supply goes down?
(a) existing producers will expand and some new producers will enter the market
(b) some producers will produce less and others will drop out of the market
(c) existing firms will continue their usual output but will earn less
(d) new firms will enter the market as older ones drop out
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Costs of Production gld¥) il

* How do firms decide how much labor to hire?
o flgasdind AN Alad) aaa BLAL &5 Ciss
* What are production costs?
o TZUlY) Al Al
* How do firms decide how much to produce?

. ?Lﬁtﬁ\*ﬁtﬁd\)ﬂu@s
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A Firm’s Labor Decisions

Ulaad) ana 8 sLadal) ) B

* Business owners have
to consider how the
number of workers
they hire will affect
their total production.

* The marginal product
of labor is the change
in output from hiring
one additional unit of
labor, or worker.

Chapter 1 Section 1 7P '3

Marginal Product of Labor

0 0 =
1 4 4
2 10 6
3 17 7
4 23 6
5 28 5
6 31 3
7 32 1
8 31 -1
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Marginal Returns 4saall il gl

Increasing marginal returns occur Increasing, Diminishing, and

when marginal production levels

increase with new investment.

Diminishing marginal returns occur
when marginal production levels

decrease with new investment.

Negative marginal returns occur when

the marginal product of labor
becomes negative.
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Negative Marginal Returns

Increasing
8 Té‘trt?rlgsal Diminishing
7 - marginal
returns

6 — —
S~ 5
S5
52 4
= o
S8 3 Negative
B 2 — marginal
- D
F & returns
-2 1 | —
T ©
cg
2g 0
5}
£ , | 123 45867

_2 -

Labor
(number of workers)
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Production Costs gtV <l

* A fixed cost is a cost that does not change, regardless
of how much of a good is produced. Examples: rent
and salaries

« Variable costs are costs that rise or fall depending on
how much is produced. Examples: costs of raw
materials, some labor costs.

* The total cost equals fixed costs plus variable costs.

* The marginal cost is the cost of producing one more
unit of a good.

Chapter 1 Section 1 i Main Menu (# ‘_’J-’g\ﬂ‘ JQLGIJ

* Marginal revenue is the additional income from selling one more
unit of a good. It is usually equal to price.

* To determine the best level of output, firms determine the output
level at which marginal revenue is equal to marginal cost.

Production Costs

Beanbags Fixed Variable Total cost Marginal Marginal Total Profit
(per hour) cost cost (fixed cost + cost revenue revenue | (total revenue —
variable cost) (market price) total cost)

0 $36 $0 $36 = $24 $0 $-36

1 36 8 44 $8 24 24 -20

2 36 12 48 4 24 48 0

3 36 15 il 3 24 72 21

4 36 20 56 5 24 96 40

] 36 27 63 7 24 120 57

6 36 36 72 9 24 144 72

7 36 48 84 12 24 168 84

8 36 63 99 15 24 192 93

9 36 82 118 19 24 216 98

10 36 106 142 24 24 240 98

11 36 136 172 30 24 264 92

12 36 173 209 37 24 288 79
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Section 2 Assessment

1. What are diminishing marginal returns of labor?
(a) some workers increase output but others have the opposite effect
(b) additional workers increase total output but at a decreasing rate
(c) only a few workers will have to wait their turn to be productive
(d) additional workers will be more productive

2. How does afirm set its total output to maximize profit?
(a) set production so that total revenue plus costs is greatest
(b) set production at the point where marginal revenue is smallest
(c) determine the largest gap between total revenue and total cost
(d) determine where marginal revenue and profit are the same
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Changes in Supply vasd) 4 sl

* How do input costs affect supply?
o Suall Al cdiae s A i
* How can the government affect the supply of a good?
o fhaludl (a e (B dagSall A5 s
* What other factors can influence supply?

o Sl B il gAY Jal gl La
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Input Costs and Supply zu¥) cdliLe Callss

* Any change in the cost of an input such as the raw
materials, machinery, or labor used to produce a good,
will affect supply.

« As input costs increase, the firm’s marginal costs also
increase, decreasing profitability and supply.

* Input costs can also decrease. New technology can
greatly decrease costs and increase supply.
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Government Influences on Supply

oaad) (8 A gSal) b
* By raising or lowering the cost of producing goods, the

government can encourage or discourage an entrepreneur or
industry.

Subsidies asal
A subsidy is a government payment that supports a business
or market. Subsidies cause the supply of a good to increase.

Taxes <l pall

The government can reduce the supply of some goods by
placing an excise tax on them. An excise tax is a tax on the
production or sale of a good.

Regulation adait

Regulation occurs when the government steps into a market
to affect the price, quantity, or quality of a good. Regulation
usually raises costs.
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Other Factors Influencing Supply
w2l (A3 Hsal) 5 AY) Jal g2l
+ The Global Economy (sl suaidy)

— The supply of imported goods and services has an impact on
the supply of the same goods and services here.

— Government import restrictions will cause a decrease in the
supply of restricted goods.

+  Future Expectations of Prices Jlrwd duliival) cilad gil)

— Expectations of higher prices will reduce supply now and
increase supply later. Expectations of lower prices will have
the opposite effect.

* Number of Suppliers palall 2

— If more firms enter a market, the market supply of the good will
rise. If firms leave the market, supply will decrease.
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Section 3 Assessment

1. What affect does arise in the cost of raw materials have on the cost of a good?
(a) Arise in the cost of raw materials lowers the overall cost of production.
(b) The good becomes cheaper to produce.
(c) The good becomes more expensive to produce.
(d) This does not have any affect on the eventual price of a good.

2. When government actions cause the supply of a good to increase, what happens to
the supply curve for that good?

(a) It shifts to the left.

(b) It shifts to the right.

(c) It reverses direction.

(d) The supply curve is unaffected.
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Key Terms 4mwi) clathas

e EBNEN] e EENEN
s manufacturers sl ()58 law of supply
WY s Costs of Production Caal (inie supply curve
Jee ¥ Claial Business owners sl A e elasticity of supply
¥l Y total production Lm 5 prall LSl quantity supplied
el g2l i marginal product of 1) EVETES
labor
Agaall 2 sall Marginal Returns oal Jses supply schedule
il 5 X Increasing marginal X . .
Bl ial) Apaal) 23l gall elastic suppl
2l 3iall Apaal) i) gal returns Qe e pply
failind) sal) 5y | DiMinishing marginal Bup 5 e inelastic supply
returns
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Key Terms 4w, clathas

e 5 e S
=3y) machinery Al s fixed costs
peENg) profitability ol rent
B 4w New technology il salary
abie /)3 entrepreneur 8 aiie IS Variable costs
Slile) Subsidies PAEQKI P raw materials
bydle e Ay excise tax A4S A3y total cost
OB [alans Regulation EREP N marginal cost
elle ALt Global Economy gl plaas To maximize profit
Db Al clad il Futurtca)fE;r;i):ec St;ations CBliae allss input costs
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* How do supply and demand create balance in the
marketplace?

Combining Supply and Demand

oSGl b (31 ullall g G ) idnyg s

* What are differences between a market in equilibrium
and a market in disequilibrium?

o 903sE YR s B (aey 0N Al B (Gam O (G

* What are the effects of price ceilings and price floors?

ol cilud ) g i gha aaad e 45 el JEY) Al
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Balancing the Market @s«dl &) s

(d) sl fa

The point at which quantity demanded and quantity
supplied come together is known as equilibrium.

Finding Equilibrium

$3.50

Equilibrium Point

$3.00 —
$2.50 —
$2.00 —

$1.50 —

Price per slice

$1.00 —
$.50 —

Equilibrium

Quantity

Demand

_Equilibrium

I T I T T
50 100 150 200 250 300 350
Slices of pizza per day
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Combined Supply and Demand Schedule

Price of

aslice Queniily | Queviiisy Result
of pizza demanded | supplied
$.50 300 100 Shortage from
excess demand
$1.00 250 150
$1.50 200 200 Equilibrium
$2.00 150 250
Surplus from
$2.50 100 300 excess supply
$3.00 50 350
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Market Disequilibrium @s) 3158 JOKEA

If the market price or quantity supplied is anywhere but
at the equilibrium price, the market is in a state called
disequilibrium. There are two causes for disequilibrium:

Excess Demand wib (il Excess Supply vas uaid

* Excess demand occurs when * Excess supply occurs when
quantity demanded is more quantity supplied exceeds
than quantity supplied. quantity demanded.

Interactions between buyers and sellers will
always push the market back towards
equilibrium.

Ol A ) (G guud) Ladld aday unilll g 0 iiall G Jo i)
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Price Ceilings sl < giu

In some cases the government steps in to
control prices. These interventions appear as
price ceilings and price floors.

* A price ceiling is a maximum price that can be legally
charged for a good.

« An example of a price ceiling is rent control, a situation
where a government sets a maximum amount that can
be charged for rent in an area.
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Price Floors ) clua )

* A priceflooris aminimum * One well-known price floor is
price, set by the government, the minimum wage, which
that must be paid for a good sets a minimum price that an
or service. employer can pay a worker for

an hour of labor.
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Section 1 Assessment

1. Equilibrium in a market means which of the following?
(a) the point at which quantity supplied and quantity demanded are the same
(b) the point at which unsold goods begin to pile up
(c) the point at which suppliers begin to reduce prices
(d) the point at which prices fall below the cost of production
2. The government’s price floor on low wages is called the
(a) market equilibrium
(b) base wage rate
(c) minimum wage
(d) employment guarantee
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Changes in Market Equilibrium
Aol 0158 (A S i)

* How do shifts in supply affect market equilibrium?

o Gl OOl g Ao aad) Aada JUEL) A S
* How do shifts in demand affect market equilibrium?
o Gigad) )lg Ao quhall bada B QWYY g i

* How can we use supply and demand curves to analyze
changes in market equilibrium?

o SGgml) (18 B il i) Jalad A qallall g () cilgiaia ardiad CiiS
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Shifts in Supply oaad) Jus)

+ Understanding a Shift J&) ag

— Since markets tend toward equilibrium, a change in supply will
set market forces in motion that lead the market to a new
equilibrium price and quantity sold.

+ Excess Supply uandl yaid

— A surplus is a situation in which quantity supplied is greater
than quantity demanded. If a surplus occurs, producers
reduce prices to sell their products. This creates a new market
equilibrium.

+ A Fallin Supply oasdl el

— The exact opposite will occur when supply is decreased. As
supply decreases, producers will raise prices and demand will
decrease.
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Shifts in Demand <kl 4 J&)

« Excess Demand ikl aild

— A shortage is a situation in which quantity demanded is greater
than quantity supplied.

« Search Costs ¢ayl didls

— Search costs are the financial and opportunity costs
consumers pay when searching for a good or service.

+ AFallin Demand k) & (&l

— When demand falls, suppliers respond by cutting prices, and a
new market equilibrium is found.
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Analyzing Shifts in Supply and Demand

~
oaadl g callal) & cLEEY) Julas
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* Graph A shows how the market finds a new equilibrium
when there is an increase in supply.

* Graph B shows how the market finds a new equilibrium
when there is an increase in demand.
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Section 2 Assessment

1. When a new equilibrium is reached after a fall in demand, the new equilibrium has a
(a) lower market price and a higher quantity sold.
(b) higher market price and a higher quantity sold.
(c) lower market price and a lower quantity sold.
(d) higher market price and a lower quantity sold.
2. What happens when any market is in disequilibrium and prices are flexible?
(a) market forces push toward equilibrium
(b) sellers waste their resources
(c) excess demand is created
(d) unsold perishable goods are thrown out
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The Role of Prices ! g2

* What role do prices play in a free market system?
o Al Goadl Al B jlaud) 4ali o3 )gall gal
* What advantages do prices offer?
o Sl G2y e clulay) Al

Carrd

* How do prices allow for efficient resource allocation?

. AJ\ﬂgdﬂ‘wmﬁﬂJMY’euﬁaﬁd:\s
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The Role of Prices in a Free Market

Al Goud) A ) g0

* Prices serve avital role in a free market economy.

* Prices help move land, labor, and capital into the hands
of producers, and finished goods in to the hands of
buyers.

* Prices create efficient resource allocation for
producers and a language that both consumers and
producers can use.
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Advantages of Prices ) Ll 3a

Prices provide a language for buyers and sellers.
Cridall g cpailall 43) 2085 jla)

1. Prices as an Incentive
Prices communicate to both buyers and sellers whether goods or services are
scarce or easily available. Prices can encourage or discourage production.

2. Signals
Think of prices as a traffic light. A relatively high price is a green light telling
producers to make more. A relatively low price is a red light telling producers to
make less.

3. Flexibility
In many markets, prices are much more flexible than production levels. They
can be easily increased or decreased to solve problems of excess supply or
excess demand.

4. Price System is "Free"

Unlike central planning, a distribution system based on prices costs nothing to
administer.

Chapter 1 Section 1 A Main Menu [ 4 LSJ"L.'RS‘ J,ILQ/J




Efficient Resource Allocation

sasl) ) gal) (amadl
« Resource Allocation sl gasads

— A market system, with its fully changing prices, ensures that
resources go to the uses that consumers value most highly.

* Market Problems @s«dl Jsbiia

— Imperfect competition between firms in a market can affect
prices and consumer decisions.

— Spillover costs, 8wl & idisill or externalities, are costs of
production, such as air and water pollution, that “spill over”
onto people who have no control over how much of a good is
produced.

— If buyers and sellers have imperfect information on a product,
they may not make the best purchasing or selling decision.
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Section 3 Assessment

1. What prompts efficient resource allocation in a well-functioning market system?
(a) businesses working to earn a profit
(b) government regulation
(c) the need for fair allocation of resources
(d) the need to buy goods regardless of price
2. How do price changes affect equilibrium?
(a) Price changes assist the centrally planned economy.
(b) Price changes serve as a tool for distributing goods and services.
(c) Price changes limit all markets to people who have the most money.
(d) Price changes prevent inflation or deflation from affecting the supply of goods.
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Key Terms 4w, clathas

e Sl e RS
b gl calia employer o)l equilibrium
sl G pmlasal AFallin Supply Jaul disequilibrium
llall 8 (=lads) A Fall in Demand b jmila Excess Demand
)l sall Gapads resource allocation vae paild Excess Supply
Gomd) JSLEs Market Problems s yida buyers
il e el Spillover costs sl sellers
Al Y externalities D) v control prices
Bl el maximum price
Y Ay minimum wage
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* What is money?

o faglll A La

* What are the three uses of money?

o Ca gL AN claladiny) AL

* What are the six characteristics of money?
o 2 ) pailadl) il

* What are the sources of money’s value?

o S8l dad jalas AL
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What Is Money? 258l & L

Money is anything that serves as a medium of
exchange, a unit of account, and a store of value.

daill ¢y 5aa o) il Baa g8 o) JALil Jasuu oS adiliiny L& g) (A 3 gED)
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The Three Uses of Money

3 o8l EMAY claadiuy)
« Money as Medium of Exchange Jaball Jaw gs 3 g3}

— A medium of exchange is anything that is used to
determine value during the exchange of goods and
services.

* Money as a Unit of Account b Baa sS 3531l

— A unit of account is a means for comparing the
values of goods and services.

+ Money as a Store of Value 4all ¢ jaas 3 gail)

— A store of value is something that keeps its value if it
is stored rather than used.
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The Six Characteristics of Money
3 il Cudl pailadll

The coins and paper bills used as money in a society are called
currency. A currency must meet the following characteristics:

Durability Jesii Uniformity Jika
Objects used as money must Any two units of money must be
withstand physical wear and tear. uniform, that is, the same, in terms

Portability Jail &4 of what they will buy.

People need to be able to take Limited Supply vasdl 3393

money with them as they go Money must be available only in
about their business. limited quantities.

Divisibility &ijaill 5l daudl) 4,16 Acceptability Jsdl

To be useful, money must be Everyone must be able to exchange
easily divided into smaller the money for goods and services.

denominations, or units of value.
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The Sources of Money’s Value

Commodity Money

Aalud) 4 gail)

Commodity money
consists of objects
that have value in
themselves.

3481 3 g8 jalaa

Representative Money

ALl 3 gall)

Representative
money has value
because the holder
can exchange it for
something else of
value.

Fiat Money

4 ) 4l) 2 4all)

Fiat money, also
called “legal
tender,” has value
because the
government
decreed that is an

acceptable means
to pay debts.
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Section 1 Assessment

1. Two units of the same type of money must be the same in terms of what they will
buy, that is, they must be

(a) divisible.
(b) portable.
(c) acceptable.
(d) uniform.
2. What is the source of fiat money’s value?
(a) it represents the value of another item
(b) government decree
(c) presidential pardon
(d) it is equal to the value of the stock market
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Section 2 Assessment

1. During the Free Banking Era between 1837 and 1863, banking in the United States
was dominated by which of the following?

(a) small, independent banks with no charters
(b) The Bank of the United States

(c) state-chartered banks

(d) savings and loans banks

2. After the Civil War, the National Banking Acts gave the federal government the
power to do all of the following EXCEPT:

(a) insure banks against failure

(b) charter banks

(c) require banks to hold adequate gold and silver reserves
(d) issue a single national currency
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Banking Today as) &gl

* How do economists measure money supply?

. ?@M\.‘.bﬂﬁ QJ,\JL.A’EY\ by (AuS

* What services do banks provide?

o Clil) Lgadly AN Gladdd) La

* How do banks make a profit?

o trl e il duand s

* What are the different types of financial institutions?
o fdaliaal) el e sall £163) ALa

* How has electronic banking affected the banking
world?

o fhgallall 48 pual) 8 43 g S A paal) i (i
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Measuring the Money Supply

A&l (o bl

M1 M2

* M1 consists of assets that * M2 consists of all of the
have liquidity, or the ability to assets in M1, plus deposits in
be used as, or easily savings accounts and money
converted into, cash. market mutual funds.

* Components of M1 include all A money market mutual fund
currency, traveler’s checks, is a fund that pools money
and demand deposits. from small investors to

purchase government or

+ Demand deposits are the corporate bonds.

money in checking accounts.

The money supply is all the money available in the
economy.

Chapter 1 (Section 1 A Main Menu ) ‘_’J-\,\ﬂ‘ JQLQ/J

Banking Services 4l cileadll

+ Banks perform many functions and offer a wide range of
services to consumers.
Storing Money 3gaill ¢ 333
Banks provide a safe, convenient place for people to store their money.

Credit Cards ¢laiil ciib

Banks issue credit cards — cards entitling their holder to buy goods and
services based on each holder's promise to pay.

Saving Money 2l jlaa)

Four of the most common options banks offer for saving money are:

1. Savings Accounts 2. Checking Accounts
3. Money Market Accounts 4. Certificates of Deposit (CDs)
Loans uas Al

By making loans, banks help new businesses get started, and they help
established businesses grow.

Mortgages ¢dadl ¢ il

A mortgage is a specific type of loan that is used to purchase real estate.
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How Banks Make a Profit

flaly ) (c5.50) clid) (Bhay i

* The largest source of income for banks is the interest they receive
from customers who have taken loans.

« Interest is the price paid for the use of borrowed money.

How Banks Make a Profit

Money leaves bank

Money enters bank

Deposits from —

customers

Interest from —

borrowers

Fees for
services

Chapter 1 Section 1 F
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Bank retains
required reserves

Main Menu (N

Interest and
withdrawals to
customers

Money loaned
to borrowers:
business loans

home mort
gages

Bank’s cost of
doing business:
« salaries

- taxes

« other costs

(d) sl fa

Types of Financial Institutions
MLJAJ‘ il ‘gl &‘y\

«  Commercial Banks 4 sl & gl

— Commercial banks offer checking services, accept deposits, and make
loans.

+ Savings and Loan Associations JAaly gal &) cilaaa

— Savings and Loan Associations were originally chartered to lend
money for home-building in the mid-1800s.

+  Savings Banks sl g4

— Savings banks traditionally served people who made smaller deposits
and transactions than commercial banks wished to handle.

+  Credit Unions 4slaidy) cilalasy)

— Credit unions are cooperative lending associations for particular
groups, usually employees of a specific firm or government agency.

«  Finance Companies Jisalll ls )d
— Finance companies make installment loans to consumers.

(ad) e fa
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Electronic Banking 4 ssh) 44 yaall

The role of computers in banking has increased dramatically.

Automated Teller Machines (ATMs) ¥ i wall cilisle
Customers can use ATMs to deposit money, withdraw cash, and obtain
account information.

Debit Cards aedll b,

Debit cards are used to withdraw money directly from a checking account.

Automatic Clearing Houses (ACH) 4d¥) Laliall ci &

An ACH transfers funds automatically from customers' accounts to
creditors' accounts.

Home Banking Jiiall ¢y 4 uall

Many banks allow customers to check account balances and make
transfers and payments via computer.

Stored Value Cards 4 jaall dell cilida

Stored value cards are embedded with magnetic strips or computer chips
with account balance information.
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Section 3 Assessment

1. The money supply of the United States is made up of which of the following?
(a) M1
(b) M1 and parts of M2
(c) all the money available in the economy

(d) all the money available in the economy plus money that the country could
borrow

2. Why are funds in checking accounts called demand deposits?
(a) they are available whenever the depositor demands them by writing a check
(b) they are not liquid
(c) they are usually in great demand
(d) they are held without interest by the bank
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(d) sl fa
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Key Terms 4w, clathas

e @) e @
dal Clyd , traveler’s checks 3 money
allall s il demand deposits ilee currency
Slely) deposits 4,085 e coins
o g1 Al savings accounts 48,5 dlee paper bills
il (3 g money market Osn debts
Sl i corporate bonds oS o g e government decree
e real estate bl reserves
258 gl deposit money Alle Dlss 5 Irflsr:ﬁ:}g:f::s
OS2 g8 s withdraw cash P liquidity
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Gross Domestic Product
el Aaal) gl

* What is gross domestic product (GDP)?

o fbaay) ) zll) g L

« How is GDP calculated?

o el el Il quany i

« What is the difference between nominal and real GDP?
o Santly hdal) laal) Al gl e il L

 What are the limitations of GDP measurements?
o laa¥) laal) Z clald g AL

* What are other measures of income and output?
o SpEllly JAall gAY cluldl Lala

« What factors influence GDP?

o Sdlaall daal) mlil) B 5 el Jal st aLe
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What Is Gross Domestic Product?
?‘;Ju;\z\ gia.d\ Q.’\L'\S\ L
« Economists monitor the macroeconomy using national

income accounting, a system that collects statistics on
production, income, investment, and savings.

* Gross domestic product (GDP) is the Riyal value of all
final goods and services produced within a country’s
borders in a given year.

+ GDP does not include the value of intermediate goods.
Intermediate goods are goods used in the production
of final goods and services.
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Calculating GDP (Ataa¥) Asall il cluwa

The Income Approach

The Expenditure Approach

G 4 Ja) &Gy
*  The expenditure approach totals * Theincome approach calculates

annual expenditures on four

categories of final goods or services.

GDP by adding up all the incomes

1. Consumer goods and services

2. Business goods and services

3. Government goods and services
4. Net exports or imports of goods or

services.

in the economy.

Consumer goods include durable goods, goods that last for a
relatively long time like refrigerators, and nondurable goods, or
goods that last a short period of time, like food and light bulbs.

Chapter 1 Section Rif 8
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Real and Nominal GDP
) g Adal) Maay) Aaal) @il

* Real GDP is GDP expressed in

« Nominal GDP is GDP

measured in current prices.
It does not account for price

level increases from year to

year.

constant, or unchanging,
dollars.

Nominal and Real GDP

Year 1
Nominal GDP

Suppose an economy's entire
outputis cars and trucks.

e This year the economy produces:

10 cars at $15,000 each = $150,000
+ 10 trucks at $20,000 each = $200,000
Total = $350,000

e Since we have used the current
year's prices to express the
current year’s output, the result
is a nominal GDP of $350,000.

Year 2
Nominal GDP

@ In the second year, the economy’s
output does not increase, but the
prices of the cars and trucks do:

10 cars at $16,000 each = $160,000
+10 trucks at $21,000 each = $210,000

Chapter 1 Section ”7', 8

Total = $370,000

@ This new GDP figure of $370,000
is misleading. GDP rises because
of an increase in prices.
Economists prefer to have a
measure of GDP that is not
affected by changes in prices. So
they calculate real GDP.

Year 3
Real GDP

o To correct for an increase in
prices, economists establish a set
of constant prices by choosing
one year as a base year. When
they calculate real GDP for other
years, they use the prices
from the base year. So we
calculate the real GDP for Year 2
using the prices from Year 1:

10 cars at $15,000 each = $150,000

+10 trucks at $20,000 each = $200,000

Total = $350,000

Real GDP for Year 2, therefore,
is $350,000

manvens ) (Aad) e /s



Limitations of GDP

Alaay! Asall il clilua 3589 392
« GDP does not take into account certain economic activities,
such as:

Nonmarket Activities 48 gull & Uaday)

GDP does not measure goods and services that people make or do
themselves, such as caring for children, or cooking dinner.

Negative Externalities dulull da il LY

Unintended economic side effects, such as pollution, have a monetary value
that is often not reflected in GDP.

The Underground Economy (A4all suaiy)

There is much economic activity which, although income is generated, never
reported to the government. Examples include black market transactions and
"under the table" wages.

Quality of Life suall e g

Although GDP is often used as a quality of life measurement, there are factors
not covered by it. These include leisure time, pleasant surroundings, and
personal safety.
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Other Income and Output Measures
il g Jaall 5 A clilua

Gross National Product (GNP) (el e sl gildl)

GNP is ameasure of the market value of all goods and services produced
by Americans in one year.

Net National Product (NNP) (2uall il gl

* NNPis a measure of the output made by Saudi in one year minus
adjustments for depreciation. Depreciation is the loss of value of capital
equipment that results from normal wear and tear.

National Income (NI) (sl Jaal

* Nlis equal to NNP minus sales and excise taxes.

Personal Income (Pl) (sadddl Jasl

* Plis the total pre-tax income paid to Saudi households.
Disposable Personal Income (DPI) «isaill J&l uadddl Jaal)

+ DPIlis equal to personal income minus individual income taxes.
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Key Macroeconomic Measurements
A ) A alaid¥) bl

Measurements of the Macroecono

income earned outside income earned by foreign

bross National

+ S.A.by SA. firmsand e firms and foreign citizens -
citizens located in the S.A. froduct
depreciation of et National

— capital equipment =

et National
bro t — sales and excise taxes
« firms' reinvested profits
ational Income — -fimsincometaxes 4
« social security
— individualincome taxes —— DISposabIe
Personal Income
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ational Income

other household income —

[
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Factors Influencing GDP
(Aaa¥) Asal) il A3 fgall Jal g2l

Aggregate Supply
A )

* Aggregate supply is
the total amount of
goods and services in
the economy available
at all possible price
levels.

* As price levels rise,
aggregate supply rises
and real GDP
increases.

Chapter 1 Section ﬂ'if 7/-

Aggregate Demand
S uthaly

» Aggregate demand is
the amount of goods
and services that will
be purchased at all
possible price levels.

* Lower price levels
will increase
aggregate demand as
consumers’
purchasing power
increases.

Aggregate

Supply/Aggregate

Demand Equilibrium

Al culhall g AL Gl @) 355

* By combining
aggregate supply
curves and aggregate
demand curves,
equilibrium for the
macroeconomy can be
determined.
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Section 1 Assessment

1. Real GDP takes which of the following into account?
(a) changes in supply
(b) changes in prices
(c) changes in demand
(d) changes in aggregate demand
2. Which of the following is an example of a durable good?
(a) arefrigerator
(b) a hair cut
(c) a pair of jeans
(d) apizza
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Business Cycles 4l il ygall

 What is a business cycle?

o A B eal Al

* What keeps the business cycle going?

o € e & laal B9l Jaag silla

* How do economists forecast business cycles?
o 0d el @ ) gally ¢ gl Ly s

* How have business cycles fluctuated in the United
States?

oSSl By Ay il cl ) gal) qudadis g
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What Is a Business Cycle?
Cag ladl) 5 gl g.M.A

* A modern industrial economy experiences cycles of
goods times, then bad times, then good times again.

« Business cycles are of major interest to
macroeconomists, who study their causes and effects.

* There are four main phases of the business cycle:
expansion, peak, contraction, and trough.

A business cycle is a macroeconomic period of
expansion followed by a period of contraction.
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Phases of the Business Cycle

Ay ) 3 sal) Jal ye

Expansion gl

* An expansion is a period of economic growth as measured by arisein
real GDP. Economic growth is a steady, long-term rise in real GDP.

Peak 55,4

*  When real GDP stops rising, the economy has reached its peak, the height
of its economic expansion.

Contraction (alasiy)

* Following its peak, the economy enters a period of contraction, an
economic decline marked by afall in real GDP. A recessionis a
prolonged economic contraction. An especially long or severe recession
may be called a depression.

Trough gl

* Thetrough is the lowest point of economic decline, when real GDP stops
falling.
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What Keeps the Business Cycle Going?
¢ yalud Ay ladl) 3)\9.43‘&19:\(533‘.4

* Business cycles are affected by four main economic variables:

Business Investment il jLiiuy

When an economy is expanding, firms expect sales and profits to keep
rising, and therefore they invest in new plants and equipment. This
investment creates new jobs and furthers expansion. In arecession, the
opposite occurs.

Interest Rates and Credit iy i) gill

When interest rates are low, companies make new investments, often
adding jobs to the economy. When interest rates climb, investment dries
up, as does job growth.

Consumer Expectations élighiuall clad g

Forecasts of a expanding economy often fuel more spending, while fears
of recession tighten consumers' spending.

External Shocks 4 Al clavall

External shocks, such as disruptions of the oil supply, wars, or natural
disasters, greatly influence the output of an economy.
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Forecasting Business Cycles

Ay ) il jgally i)

« Economists try to forecast, or predict, changes in the
business cycle.
o gl By gall B ol il gl g B gl ¢y gaabal®) J glay
« Leading indicators are key economic variables
economists use to predict a new phase of a business
cycle.

o 5l B () gaalaiBY) Lgandiioy abail iyt (A A ) il i sal)

4l 5 gal) dla ey

« Examples of leading indicators are stock market
performance, interest rates, and new home sales.
o JoMaA Clagia A gAN (Adlal) (31 g¥) B 1) sdi ) il pdisal) o AL
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Business Cycle Fluctuations
A ladl) 5 sal) cilpdys

The Great Depression sl sbesl)

— The Great Depression was the most severe downturn in the nation’s
history.

— Between 1929 and 1933, GDP fell by almost one third, and unemployment
rose to about 25 percent.

Later Recessions 8 akiall a8 )l e¥la

— Inthe 1970s, an OPEC embargo caused oil prices to quadruple. This led
to arecession that lasted through the 1970s into the early 1980s.

U.S. Business Cycles in the 1990s @liauill 8 1S sl & &y ) @l ) gal)

— Following a brief recession in 1991, the U.S. economy grew steadily
during the 1990s, with real GDP rising each year.
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Section 2 Assessment

1. A business cycle is
(a) a period of economic expansion followed by a period of contraction.
(b) a period of great economic expansion.
(c) the length of time needed to produce a product.
(d) a period of recession followed by depression and expansion.
2. Arecessionis
(a) a period of steady economic growth.
(b) a prolonged economic expansion.
(c) an especially long or severe economic contraction.
(d) a prolonged economic contraction.
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Economic Growth
é.ﬁl@ﬁ‘g\yﬂ\
* How do economists measure economic growth?
* What is capital deepening?
o $oalaiBY) galll ) galaiBY) iy CiS
* How are saving and investing related to economic
growth?
. Lﬁ.\bﬁﬁ‘i\ sailly JLaiiuNl g LAY Jas i
* How does technological progress affect economic
growth?
. ?éé\aﬁﬁy‘ saill gé @ﬂm‘ em‘ ﬂ}lﬁ s
* What other factors can affect economic growth?
o febai®y) salll L85 el s AY) Jal gall AL
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Measuring Economic Growth
@JUA".\Q\!‘ gail) ulad
GDP and Population Growth ¢l g Jaad) Aaal) ol gai

* In order to account for population increases in an economy,
economists use a measurement of real GDP per capita. Itis a
measure of real GDP divided by the total population.

* Real GDP per capita is considered the best measure of a nation’s
standard of living.

GDP and Quality of Life (Jaa¥) Asall gl g sbal) e i

* Like measurements of GDP itself, the measurement of real GDP
per capita excludes many factors that affect the quality of life.

The basic measure of a nation’s economic growth rate is the
percentage change of real GDP over a given period of time.
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Capital Deepening Juall guly (e

* The process of increasing the
amount of capital per worker
is called capital deepening.
Capital deepening is one of
the most important sources of
growth in modern economies.

Chapter 1 Section

* Firms increase physical
capital by purchasing more
equipment. Firms and
employees increase human
capital through additional
training and education.

Main Menu (# L;J-’g\ﬂ‘ AQLGIJ

The Effects of Savings and Investing
kel g JANY) U

How Saving Leads to Capital Deepening

* The proportion of disposable
income spent to income saved
is called the savings rate.

* When consumers save or
invest, money in banks, their
money becomes available for
firms to borrow or use. This
allows firms to deepen capital.

* Inthelong run, more savings
will lead to higher output and
income for the population,
raising GDP and living
standards.

Chapter 1 Section

Ahmad’s income: $30,000

7 \

$25,000 spent $5,000 saved

7/ \

$3,000 in a mutual $2,000 in “rainy day”
fund (stocks and T EEEaVE

corporate bonds)

Mutual-fund firm makes K Iend§ Ahrr_\ad s
money to firmsin forms

Ahmad’s $3,000 available
to firms

such as loans and
mortgages

\N /7

Firms spend money
on business capital
investment
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The Effects of Technological Progress

gel}'\ﬂ\ e.ﬁﬂ\ J\S\

+ Besides capital deepening, the other key source of economic growth is
technological progress.

« Technological progress is an increase in efficiency gained by producing
more output without using more inputs.

« Avariety of factors contribute to technological progress:

— Innovation When new products and ideas are successfully brought to
market, output goes up, boosting GDP and business profits.

— Scale of the Market Larger markets provide more incentives for
innovation since the potential profits are greater.

— Education and Experience Increased human capital makes workers
more productive. Educated workers may also have the necessary
skills needed to use new technology.
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Other Factors Affecting Growth
sl (A S5 g A Jal e

Population Growth Sl gai

- If population grows while the supply of capital remains constant, the
amount of capital per worker will actually shrink.

Government 4agsall

« Government can affect the process of economic growth by raising or
lowering taxes. Government use of tax revenues also affects growth:
funds spent on public goods increase investment, while funds spent on
consumption decrease net investment.

Foreign Trade 4a &l 5 i

« Trade deficits, the result of importing more goods than exporting goods,
can sometimes increase investment and capital deepening if the imports
consist of investment goods rather than consumer goods.
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Section 3 Assessment

1. Capital deepening is the process of
(a) increasing consumer spending.
(b) selling off obsolete equipment.
(c) decreasing the amount of capital per worker.
(d) increasing the amount of capital per worker.

2. Taxes and trade deficits can contribute to economic growth if the money involved is
spenton

(a) consumer goods.
(b) investment goods.
(c) additional services.
(d) farming.
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Key Terms 4 clallias

w2 s e 3
LR PN market value oAl daall cllea naggsz irr‘l?::gme
Jldl Gl elBlial depreciation gy ol intermediate goods
28080 5 gl purchasing power Ll ol final goods
S SLaBY) & jaise | macroeconomists 8 e ol durable goods
DBV bl causes and effects b era e ol nondurable goods
salail gai Economic growth Al ey current prices
@laB) 2 S recession Lol A economic activities
g La) ALS depression i gl pollution
sl spending gl i leisure time
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Unemployment 4uadl

* What are the different types of unemployment?
o Sl £1gil A La

* How are unemployment rates determined?

o SAlUayl) Jara daaty (i

* What is full employment?

o Al Gl iy ik
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Types of Unemployment 4l g i)

Frictional Unemployment 4ssisia) dls,

* Occurs when people change jobs, get laid off from their current jobs, take
some time to find the right job after they finish their schooling, or take
time off from working for a variety of other reasons

Structural Unemployment 4s<a auay

» Occurs when workers' skills do not match the jobs that are available.
Technological advances are one cause of structural unemployment

Seasonal Unemployment 4w se sy

* Occurs when industries slow or shut down for a season or make seasonal
shifts in their production schedules

Cyclical Unemployment 43 dluay

*  Unemployment that rises during economic downturns and falls when the
economy improves
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Determining the Unemployment Rate

AdUasl) Jara ajaas

* A nation’s unemployment rate is an important indicator
of the health of the economy.

* The Bureau of Labor Statistics polls a sample of the
population to determine how many people are
employed and unemployed.

« The unemployment rate is the percentage of the
nation’s labor force that is unemployed.

* The unemployment rate is only a national average. It
does not reflect regional economic trends.

Chapter 1 Section Rif € Main Menu (# ‘“_’J.ﬁ’\ﬂ\ JQLQ/J

Full Employment Jalsll Juadall

+ Economists generally agree that in an economy that is
working properly, an unemployment rate of around 4 to
6 percent is normal.

+ Sometimes people are underemployed, that is working
a job for which they are over-qualified, or working part-
time when they desire full-time work.

« Discouraged workers are people who want a job, but
have given up looking for one.

Full employment is the level of employment reached
when there is no cyclical unemployment.
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Section 1 Assessment

1. Unemployment that occurs when workers’ skills do not match the jobs that are
available is known as

(a) frictional unemployment.
(b) structural unemployment.
(c) seasonal unemployment.
(d) cyclical unemployment.

2. The unemployment rate
(a) is the percentage of the labor force that is unemployed.
(b) is the number of people who are unemployed.
(c) includes only discouraged workers.
(d) is the percentage of the labor force that is underemployed.
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Inflation aduil)

* What are the effects of rising prices?

o Ol gl G L

* How do economists use price indexes?
o) G pdisa ¢ aaabaBY) ardioy Cis

+ How is the inflation rate calculated?

o fadanl) Jare Guuny s

* What are the causes and effects of inflation?

o Saduail) By il AL
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The Effects of Rising Prices
) &L\’IU\ J\.\:'\

 Inflation is a general increase in prices.
. JL:...N\ (;A el& 5&3) R ?5"":"“

* Purchasing power, the ability to purchase goods and
services, is decreased by rising prices.

o ) gl die (RldT ciledal) g aded) oyl e B a8l 1Al AN B Al

* Price level is the relative cost of goods and services in
the entire economy at a given pointin time.

o Agia) Ak v ALY b ciladdl) g adeadl Apeadl) AR ga ) (5 giesa

Alma

-
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Price Indexes _mwdl & jdi3a

A price index is a measurement that shows how the
average price of a standard group of goods changes
over time.

The consumer price index (CPI) is computed each month by the Bureau of
Labor Statistics.

The CPI is determined by measuring the price of a standard group of
goods meant to represent the typical “market basket” of an urban
consumer.

Changes in the CPI from month to month help economists measure the
economy’s inflation rate.

The inflation rate is the percentage change in price level over time.
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Calculating Inflation ad<aill clea

To determine the inflation rate

from one year to the next, use ﬁ:cu}aﬁgg the
the following steps. nflation Rate

To calculate the inflation rate, use the

&) gAY Lo pduaill Jara yaadl following formula:
A.AL’\S\ QL’M‘ CPI for Year A minus CPI for Year B

divided by CPI for Year B
multiplied by 100

For example,
if the CPI for 1999 (Year A) = 166.6
and the CPI for 1998 (Year B) = 163

then,
166.6 — 163 = 3.6

3.6 163 =.022
.022x100=2.2

Therefore,
the inflation rate for 1999 was 2.2%.
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Causes of Inflation aaail) Gl

The Quantity Theory
Aagl) 4, a1y

.

The quantity theory of
inflation states that too
much money in the
economy leads to
inflation.

Adherents to this
theory maintain that
inflation can be tamed
by increasing the
money supply at the
same rate that the
economy is growing.

Chapter 1 Section a4 8

The Cost-Push Theory
it s 4,

According to the cost-
push theory, inflation
occurs when producers
raise prices in order to
meet increased costs.

Cost-push inflation can
lead to a wage-price
spiral —the process by
which rising wages
cause higher prices, and
higher prices cause
higher wages.

Main Menu (..

Effects of Inflation ad.ill Ul

The Demand-Pull
Theory

k) Gada 4 3

* The demand-pull
theory states that
inflation occurs
when demand for
goods and services
exceeds existing
supplies.

« High inflation is a major economic problem, especially
when inflation rates change greatly from year to year.
Purchasing Power 4 jadi 3 il

— Inan inflationary economy, a dollar loses value. It will not buy the same
amount of goods that it did in years past.

Interest Rates 3xildl) e

— When a bank's interest rate matches the inflation rate, savers break even.
When a bank's interest rate is lower than the inflation rate, savers lose

money.
Income Jaal

— If wage increases match the inflation rate, a worker's real income stays the
same. Ifincome is fixed income, or income that does not increase even
when prices go up, the economic effects of inflation can be harmful.

Chapter 1 Section (1 A
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Section 2 Assessment

1. Inflation is
(a) the process by which rising wages cause higher prices.
(b) the price increase of a typical group of goods.
(c) ageneral increase in prices.
(d) the ability to purchase goods and services.

2. Too much money in the economy is the cause of inflation according to
(a) the quantity theory.
(b) the demand-pull theory.
(c) the quantum theory.
(d) the cost-push theory.
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Poverty _adll

* Who is poor, according to government standards?
o fhagSall yulaallBhy 841 ga (1

* What causes poverty?

o AR Gy (sl

* How is income distributed in the United States?

o Shaaiall il gl A Jal) £ g s

* What government programs are intended to combat
poverty?

o ARl Aadlsal 4 gSal) gl ) A La
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Who Is Poor? 84l s ¢

The Poverty Threshold The Poverty Rate
Al dse AN Jana
» The poverty threshold is an * The poverty rate is the
income level below which percentage of peoplein a
income is insufficient to particular group who live in
support a family or households below the official
household. poverty line.

The Census Bureau collects data about how many
families and households live in poverty.
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Causes of Poverty _adll cibul

Lack of Education asdaill aii

The median income of high-school dropouts in 1997 was $16,818, which was just
above the poverty line for a family of four.

Location @sall

On average, people who live in the inner city earn less than people living outside
the inner city.

Shifts in Family Structure 3«¥) Jsa 3 < gail)

Increased divorce rates result in more single-parent families and more children
living in poverty.

Economic Shifts Amlai@y) ey sail)

Workers without college-level skills have suffered from the ongoing decline of
manufacturing, and the rise of service and high technology jobs.

Racial and Gender Discrimination 2l aiadl juail)

Some inequality exists in wages between whites and minorities, and men and
women.
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Income Distributio.n in the United States
WS el (2 JA) 2l
Income Inequality Ja ) jbua axe

* The Lorenz Curve illustrates income distribution.
Income Gap Jaal 3 gad

* A 1999 study showed that the richest 2.7 million
Americans receive as much income after taxes as the
poorest 100 million Americans.

- Differences in skills, effort, and inheritances are key
factors in understanding the income gap.
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Government Policies Combating Poverty

_Adl) dadical 4 gall bl

+  Employment Assistance ikl saelua

— The minimum wage and federal and state job-training programs aim to
provide people with more job options.

+ Welfare Reform 4slaia¥) de jli allss z3al

— Temporary Assistance for Needy Families (TANF) is a program which
gives block grants to the states, allowing them to implement their own
assistance programs.

— Workfare programs require work in exchange for temporary
assistance.

The government spends billions of dollars on
programs designed to reduce poverty.
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Section 3 Assessment

1. An income level below which income is insufficient to support a family or
household is known as the

(a) income gap.
(b) poverty rate.
(c) poverty threshold.
(d) income inequality.
2. The Personal Responsibility and Work Opportunity Act of 1996
(a) provides lump sums of money to poor families.
(b) provides federal payments to poor families to supplement state payments.
(c) set a 5-year limit on receipt of benefits.
(d) provides direct cash payments to poor families.
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Key Terms 4w, clathas

e @) =y EBNEN]
oYl sl o3 | wage-price spiral Jleall & lea workers' skills
. inflationary .
e Ll Jeall 3 labor force
economy =
il Coi€a Census Bureau Aol lalal economic trends
S e Lorenz Curve el e i ol e underemployed
&Y inheritance el ol 53 Jae full-time work
. . . Discouraged
Jaall 8 s b Jlee
Boad income gap workers
. - . . consumer price
SV Mgy ; :
PO REEN minimum wage AU r yli5a index (CPI)
48 g Al market basket
pdaill Jaza inflation rate
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Why Nations Trade ae¥) 5 lad lial

* How does resource distribution affect trade?

o 9B laal B ) sall gt A S

* What are the differences between absolute and
comparative advantage?

o Al g dilhal) W 3l G Gl L

+ How does trade affect employment?

- Sl Bl i s
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Resource Distribution and Trade
sl g 3 ) gall a3 68

« Each country of the world possesses different types

and quantities of land, labor, and capital resources.
o Jhall (g Jardly oY) 1) gal) ciliaS (e ) o) elliad Al ga IS
* By specializing in the production of certain goods and
services, nations can use their resources more efficiently.
o gaddicg ) aadl Say Al Cladd o) adu L A pasaddll BA e
S BpliS) aba ) ga
+ Specialization and trade can benefit all nations.
o a4l (Saa 8 ladll g pauadl
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Absolute and Comparative Advantage

duadll g Adllaal) L) Sl

+ Comparative advantage is the

* A person or nation has an
absolute advantage when it
can produce a particular good
at a lower cost than another
person or nation.

ability of one person or nation
to produce a good at a lower
opportunity cost than that of
another person or nation.

The law of comparative advantage states that
nations are better off when they produce goods
and services for which they have a comparative
advantage in supplying.

Chapter 1 Section ﬂif C

Benefits of Trade

Main Menu r

(d) sl fa

In this example, both Kate and Carlos benefit from specialization.

Benefits from Specialization and Trade for Carl and Kate

Carl Kate
Specialization Trade Net Effect Specialization Trade Net Effect
~ -,
\/X\/ B8V
R N, — L7
\/X\/ B8V
Carl

¢

Carl specializes,
switching 2
hours from T-
shirt production
to birdhouse
production.

Carl trades 1 birdhouse
for 2 T-shirts.

Net effectis same
number of T-shirts
and 1 more
birdhouse.

Chapter 1 Section ﬂ’if 8

Net effectis
same number of

Kate specializes, | Carl trades 2 T-shirts
switching 1 half- | for 1 birdhouse.

hour from birdhouses and 1
birdhouse more T-shirt.
production to T-

shirt production.
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Trade and Employment il g 3 ladl)

* Workers who lose their jobs due to specialization face
three options:

— Unemployment: Inability to adapt and find a new job

— Relocation: Moving to where current skills meet
current jobs

— Retraining: Gaining new human capital to meet the
demands of specialized labor markets

As nations begin to specialize in certain goods,
dramatic changes in the nation’s employment
patterns also occur.

Chapter 1 Section ﬂ"if € Main Menu (# ‘“_’J-\,\ﬂ‘ JQLQ/J

Section 1 Assessment

1. Trade benefits both wealthy and poor countries because

(a) self-sufficiency is too costly.

(b) both wealthy and poor countries increase their wealth if they specialize.

(c) both wealthy and poor countries lack human resources.

(d) without trade neither wealthy nor poor countries could increase their wealth.
2. What is the law of comparative advantage?

(a) a country is better off producing goods for which they have a comparative
advantage in supplying

(b) a country that supplies things for others has a comparative advantage in trade
(c) acountry has a comparative advantage if it produces goods for export
(d) a country’s greatest advantage is in the import of goods that it cannot produce
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Trade Barriers and Agreements
lBLETY) g 3 ga8l)

What are trade barriers?

?3)19:\3\ .13,35 ‘;M.A

What are the effects of trade barriers?

Bl e U1 Al

What is protectionism?

f4ilaat) Al A La

What organizations promote international cooperation

on matters of trade?

€5 o) ileaa B Ll ¢ysbatll 3y as L) cilaliial) aLa
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What Are Trade Barriers?

5ladl) 358 ALe
A trade barrier is a means of preventing a foreign product or
service from freely entering a nation’s territory.

* Import Quotas 3wy gaxas

— An import quotais a limit on the amount of a good that can be
imported.

* Voluntary Export Restraints A LAAY) puatl) 3938

— A voluntary export restraint (VER) is a self-imposed limitation on the
number of products shipped to a certain country.

o Tariffs il il
— A tariff is atax on imported goods, such as a customs duty.

« Other Barriers to Trade «_AY) 3l a8

» Other barriers to trade include high government licensing fees and
costly product standards.
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The Effects of Trade Restrictions
Ag_al) g8l )

Increased Prices for Foreign Goods 4xia¥) aladl jlau) gl

— Tariffs and other trade barriers increase the cost of
imported products, making domestic products more
competitive.

— Although manufacturers of many products may
benefit from trade barriers, consumers can lose out.

Trade Wars 4 qiga

— When one country restricts imports, its trading
partner may impose its own retaliatory restrictions.
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Arguments for Protectionism

dilaad) dulsad) maall

Protectionism is the use of trade barriers to protect a
nation’s industries from foreign competition.

+  Protecting Jobs ciiligll ides

— Protectionism shelters workers in industries that would be hurt by
specialization and trade.

+ Protecting Infant Industries 4l cleliall e

— Protectionist policies protect new industries in the early stages of
development.

«  Safeguarding National Security =gl (¥ &l

— Certain industries may require protection from foreign competition
because their products are essential to the defense of the United
States.

Chapter 1 Section 1 i Main Menu (# ‘_’J-’g\ﬂ‘ JQLGIJ

International Cooperation
gJJAJ\ Crgladd)
* Recent trends have been toward lowering trade barriers

and increasing trade through international trade
agreements.

* In 1948, the General Agreement on Tariffs and Trade
(GATT) was established to reduce tariffs and expand
world trade.

* In 1995, the World Trade Organization (WTO) was
founded to ensure compliance with GATT, to negotiate
new trade agreements, and to resolve trade disputes.
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Global Trade Agreements

dpallad) 5 jlaill Bl

Many nations have formed regional trade organizations. These trade organizations
establish free-trade zones, or regions where a group of countries has agreed to
reduce trade barriers among themselves.

Major Trade Organization Members

PACIFIC
OCEAN

M Eu

Il CARICOM

B MERCOSUR
B ApEC

I NAFTA & APEC
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Section 2 Assessment

1. Protectionism does not
(a) protect immigrant labor.
(b) protect domestic jobs.
(c) protect infant industries.
(d) safeguard national security.
2. Members of regional trade organizations generally work together to
(a) abolish free-trade zones.
(b) limit commerce between member states.
(c) establish centrally planned economies.
(d) eliminate trade barriers.
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Measuring Trade 3 tadll ubd

* How do exchange rates affect international markets?
o A pal) (3ol (B i pall e fi S

+ How do exchange rate systems vary?

o 0l pall jraw ali e gl LS

* What is a balance of trade?

o feoadll sl 52 L
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Exchange Rates and International Markets

4l gal) (&) g 9 L pall s S d2a
* Anincrease in the value of a currency is called
appreciation.

« A decrease in the value of a currency is called
depreciation.

« Multinational firms convert currencies on the foreign
exchange market, a network of about 2,000 banks and
other financial institutions.

The value of a foreign nation’s currency in relation to
your own currency is called the exchange rate.
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Reading an Exchange Rate Table
i pall s Jira Jgda 3e) 3

The following table shows an example of exchange rates.

Foreign Exchange Rates

Us.$ Aust $ UK.£ Canadian $ ¥en Euro Mexican NP | Chinese renminbi

us. $ 1 0.6489 1.599 0.6764 0.01 1.051 0.11 0.12
Australian $ 1.541 1 2.465 1.042 0.01 1.62 0.17 0.19

UK. £ 0.6252 0.4057 1 0.4229 0.01 0.657 0.07 0.08
Canadian $ 1.478 0.9593 2.365 il 0.01293 1.554 0.16 0.18

¥en 114.3 74.19 182.9 77.34 il 120.2 12.24 13.81

Euro 0.9516 0.6175 1.522 0.6436 0.01 1 0.1 0.11
Mexican 9.33 6.06 6.3 6.3 0.08 9.81 1 1.13

nuevo peso

Chinese renminbi 8.28 5.37 13.25 5.6 0.07 8.7 9.8 i,
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Types of Exchange Rate Systems

Fixed Exchange-Rate Systems Flexible Exchange-Rate Systems
AL G peal) g b 4 yal) i pal) s plii

* A currency system in which * Flexible exchange-rate
governments try to keep the systems allow the exchange
values of their currencies rate to be determined by
constant against one another supply and demand.
is called a fixed exchange-rate
system.
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Balance of Trade g el & jxall

* When a nation exports more * When a nation imports more
than it imports, it has a trade than it exports, it creates a
surplus. trade deficit.

o OsS Aehd Lae AS) QYY) jaal Ladis o OsS bl Laa JAS) A o sl Ladis
S aild Ll sl jas Ll

The relationship between a nation’s imports and
its exports is called its balance of trade.

G L Saa o gl palua g AaY) il ) g G A8l
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Section 3 Assessment

1. When a nation imports more than it exports, economists say it has a
(a) trade insufficiency.
(b) trade deficit.
(c) balance of payments.
(d) trade surplus.

2. When an economist says that a currency has become stronger, he or she means
that

(a) it will buy less foreign goods.
(b) it can be exchanged for more of a foreign currency.
(c) services, unlike goods, can be exported freely.

(d) there are very few things that the currency cannot buy in a foreign market.
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Key Terms 4mwi) clathas

S ) S 5 5l
Oriae Manufacturers auaidll Specializing
o . Retaliatory Absolute
L&) Al 3 jadll
R Restrictions el Advantage
" " I . . Comparative
ilea duliw Al 3 3l
Ales ALy Protectionism anil) 3 50l Advantage
Al Audlia Foreign Competition bl sale) Relocation
Glal) ellas) GATT Jaalil) sale) Retraining
. , World Trade .
Taallad) 3 jladll Aadata L NN
3 B Organization i) Fiie Foreign Product
Copall jrw EYaxa Exchange Rates A4S pen pgu ) Customs Duty
Aleall e o8 Appreciation Y NIV PP .Gove.rnment
- ~ . Licensing Fees
Alenl) Aaf ais Depreciation AS jan Gl gt Tariffs
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Levels of Development 4l cily giua

* What are developed nations and less developed
countries?

o 9hgal JBY) Jgall g Aaaiial) pa) Al

* How can we measure development?

o SAalil) (il g

* What are the characteristics of developed and less
developed countries?

o 9l gal JBY) Joall g dasiial) JoAll Lailad aLs

* How do we rank levels of development?

o CAgadil) il gl o S

ﬁif '3 "4 Main Menu r @.L.ﬁj‘ '4:'1'9/'A
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Developed Nations and Less Developed

Countries ) sai J&Y) Jgll 5 Aasiial) aa¥)

Developed Nations 4aiial) ae¥) Less Developed Countries
* Developed nations are nations ) 3ad G J g

with higher average levels of

: : * Less developed countries
material well-being.

(LDCs) are countries with low
levels of material well-being.

Development is the process by which a nation
improves the economic, political, and social well-
being of its people.
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Measuring Development 4l (uld

Per Capita GDP Alaa¥! (Axall gilill ¢ja 380 camai

» Per capita GDP is a measurement of a nation's GDP divided by its total population.

Energy Consumption 48Uall éibgiu)

*  How much energy a nation consumes depends on its level of industrialization, or the
extensive organization of the economy for the purpose of manufacture.

Labor Force r,m hgulg

« Ifanation's labor force is mostly devoted to subsistence agriculture, or raising enough
food to feed only their families, there are fewer workers available for industry.

Consumer Goods AsSgiu) adud)

»  The quantity of consumer goods a nation produces per capita can also indicate its level
of development.

Literacy Ausll g se1 il 48 jna [adasl)

* A country's literacy rate is the proportion of the population over age 15 that can read and
write.

Life Expectancy aésiall jaad) b sia

« Life expectancy is the average expected life span of an individual. It indicates how well
an economic system supports life.

Infant Mortality Rate gl cibdy Jua

« A country's infant mortality rate indicates the number of deaths that occur in the first
year of life per 1,000 live births.
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Characteristics of Developed Nations

dasiial) aal) pailad
+ Developed nations have high per capita GDPs, and a

majority of their populations are neither very rich nor
very poor.

« Developed nations have high levels of agricultural
output, but relatively few people work on farms. Most
of the labor force work in industry and services.

« Developed nations have solid infrastructure.
Infrastructure is the services and facilities necessary
for an economy to function.
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Characteristics of Less
Developed Countries Jsai J2¥) Jgall pailad
* Less developed countries have low per capita GDPs,

and their low energy consumption levels signal lower
levels of industrialization.

* Unemployment rates are high in LDCs, often as high as
20 percent. Most people in the labor force are
subsistence farmers.

» Literacy rates in LDCs are low due to limited resources
for education.

* Housing and food are often of poor quality in LDCs,
leading to high infant mortality rates and lower life
expectancies.
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Ranking Development il ciduas

Levels of development vary greatly among nations.

Levels of Development

Il High-income economies

(Per capita GNP $9,386 or above) A
Middle-income economies . .

(Per capita GNP $765 to $9,385) e 1 [

Low-income economies
(Per capita GNP $764 or below)

No data available
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Section 1 Assessment

1. Which of the following is a characteristic of a developing country?
(a) a high per capita GDP
(b) a high number of people employed in industry
(c) alow literacy rate
(d) low levels of disease
2. Less developed countries have higher infant mortality rates because
(a) adult literacy rates are high.
(b) their infrastructure is strong.
(c) life expectancies are high.
(d) nutrition and health care are poor.
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Section 1 Assessment
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Issues in Development 4xedl) & L

* What are the causes and effects of rapid population
growth?

. ?@Jhﬂd‘ g—'\ls.u.“ J.A.'d\ Jﬁ'\b gl-)u\ gM.A

* How do supplies of resources and physical capital
influence development?

. ?M\@gdl.d\dl.d\ ol lsall (e i Caus

* How important is human capital to development?
. ?M\‘éﬁg)@\dw\ u-uba,,wb\l.a

* Why are political factors and debt obstacles to
development?

o SAgaiill dde Jiad ¢ gaall g Asabacd) Jal gad) 130l

Chapter 1 Section A 7” 8 4 Main Menu [ # LSJ"L.'RS‘ J,ILQ/J

108



Rapid Population Growth

gl ASad) gal

*  The population growth rate is the increase in a country’s population in a
given year expressed as a percentage of the population figure at the start
of the year.

+  Economists often focus on the natural rate of population increase, or the
difference between the birth rate and the death rate.

* If a country’s population doubles, it must also double the following if it is
to maintain its current level of development:

— Employment opportunities <l ga b

— Health facilities &aall 3

— Teachers and schoolrooms &l Jgailly ¢ ga s2all
— Industrial output stiall il

— Agricultural production =/, g

— Exports and imports laish s <l jaball

mf‘ F &
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Resource Distribution and Physical Capital
kel Jlal) (gl g 3 ) gal) 2 3o

Resource Distribution
L sall a8

In parts of Africa, Asia, and
Latin America, physical
geography makes
development more difficult.

Only about 10 percent of the
world’s land is arable, or

suitable for producing crops.

Chapter 1 Section 1 7”

Main Menu r

Physical Capital
bl Jlall il 4
The lack of economic activity

typical of LDCs is due in part
to a lack of physical capital.

Subsistence agriculture
provides little opportunity for
individuals or families to save.

(ad) e fa




Human Capital ) Jual) (il

When a country fails to invest in human capital, the supplies of skilled
workers, industry leaders, entrepreneurs, government leaders, doctors,
and other professionals is limited.

— Health and Nutrition 4l g daall

» Proper food and nutrition are necessary for physical and mental
growth and development. Inadequate nutrition is called
malnutrition.

— Education and Training «uill g asadl)

* To be able to use technology and move beyond mere

subsistence, a nation must have an educated work force.
— “Brain Drain” 4y /s 5 o

* The scientists, engineers, teachers, and entrepreneurs of LDCs
are often enticed to the benefits of living in a developed nation.
The loss of educated citizens to the developed world is called
“brain drain.”
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Political Factors and Debt
G52 g Apbpadd) Jal g2d)

* From Colonial Dependency to Central Planning

o @3S al kel ) & leriad) Al O

— Many LDCs are former colonies of European powers. Their dependency
on their colonizers for manufactured goods hindered their own development.
Several LDCs turned to central planning after gaining their independence in
an effort to modernize quickly.

* Government Corruption Aan ) 3 3gaY) Ml

— Corruption in the governments of many LDCs holds back development.

+  Political Instability ¢ebaad) )l R g

— Civil wars and social unrest prevent the necessary social stability required
for sustained development.

+  Debt ¢l

— Rising oil prices in the 1970s and a strong U.S. dollar have made it hard for
many LDCs to repay loans.
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Section 2 Assessment

1. How does human capital contribute to development?
(a) financiers lend money to developing countries
(b) foreigners make investments in another country
(c) a skilled work force encourages foreign investment
(d) people invest their money in local resources for growth

2. How do factors like climate, mineral resources, and rainfall have an impact on
development?

(a) Technology can be used to allocate resources differently.

(b) Poor climate and rainfall and lack of mineral resources can make development
difficult.

(c) A country with good climate and resources has no trouble becoming fully
developed.

(d) These factors seldom have any positive or negative affect on development.
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Financing Development A4l Jy g4

* What role does investment play in development?
o fAgalll) B jlafii) daly A galila

* What are the purposes of foreign aid?

o SAaa AN clasbuwall o (al SY

* What role do international economic institutions play in
development?

o fApalil) B 4 gal) Apalat®y) Cliwegall Aali s3] ) galla
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The Role of Investment _laiiu) g2

Building an infrastructure, providing education and health care, and
creating technology and industry, all require large sums of money.

Internal Financing (A&l Jssatll Foreign Investment (¥ jlaiiuy)

« Internal financing is derived * Foreign investment is
from the savings of a investment which originates
country’s citizens. from other countries.

* In many LDCs, there is little * There are two types of foreign
internal financing. investment, foreign direct

investment, and foreign
portfolio investment.
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Two Types of Foreign Investment

dasiaV) < L) o ol gl

Foreign Direct Investment
Sl e i)

* Foreign direct investment is
the establishment of an
enterprise by a foreigner.

*  Many multinational
corporations are attracted to
foreign direct investment
because of the possibilities
for increased profits.

Chapter 1 Section 1 7’ ﬁ 4

Foreign Portfolio Investment

‘_,-,i-.\%\“ JLAZMY\ Bdlaa

Foreign portfolio investment
is the entry of funds into a
country when foreigners make
purchases in the country’s
stock and bond markets.

Foreign portfolio investment
creates funds which indirectly
increase production.

Main Menu () @m‘ ulefa

Foreign Aid 4aia¥) cilas Ll

Many developed nations provide aid to less developed nations for
building schools, sanitation systems, roads, and other infrastructure.

uU. S Fore|gn Aid, 1997

Dollars (in millions)

1,200 —

1,000 —

800 —

600 —

400 —

200 —
0- - - S

Israel Egypt Bosnia- India Russia
Herzegovina

Selected Recipients

Source: Statistical Abstract of the United States, 2000
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International Economic Institutions

AiaY) AaLaidy) il gal)
*  World Bank (s i)

— The largest provider of development assistance is the World Bank.
The World Bank offers loans, advice, and other resources to many
less developed countries.

* United Nations Development Program (UNDP) lai¥) saaial) claa¥) gald

— The United Nations Development Program is dedicated to the
elimination of poverty through development.

+ International Monetary Fund (sl Sl (§5aia

— The International Monetary Fund (IMF) primarily offers policy advice
and technical assistance to LDCs. The IMF is also viewed as a lender
of last resort.
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Section 3 Assessment

1. Why does the money that is invested in many less developed countries have to
come from outside the country?

(a) The amounts of money needed are large.

(b) Entrepreneurs from developed countries do not want to invest in these
countries.

(c) Most residents do not have enough money to save and invest.

(d) Multinational corporations want to invest in these countries.

2. The establishment of a business enterprise by someone who lives outside a
country is called

(a) aforeign publication group.
(b) a multinational corporation.
(c) aforeign direct investment.
(d) an outside capitalization.
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Section 3 Assessment
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Transitions to Free Enterprise
soall cile g ydall I Jgal)
* What steps are taken when moving from a centrally
planned economy to a free market economy?

o Gyed) a1 LS pa hbade Lol (pe JEIN) Lo 534 Cf ghadlla
¢ jal)

* What changes have taken place in Russiain recent
decades?

o Sdualall dghall B Lug B cisa Al @l il

* How has China’s communist government introduced
free market reforms in China?

o Somall A Al 3 gad) cladlal Lo gadd) (puall dagSa Crath CisS
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Moving Toward a Market Economy

Gl St ga JELY)
+  Privatization 4aiaill

— Privatization is the sale or transfer of state-owned businesses to
individuals. Private ownership gives individuals, rather than the
government, the right to make decisions about what to produce and
how much to produce.

+  Protecting Property Rights 4l §sia 4l
— A government must create whole new sets of laws that ensure a
person’s right to own land and transfer property.
«  Other New Roles for Government 4agsall saa 5 A1 ) g3

— A government must also be able to deal with possible unrest caused
by the transition to a market economy. A government may also play a
role in establishing a new work ethic, or a system of values that gives
central importance to work.
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Transition in Russia by, o Jeaill

1. Communism in RUssia gy b e sl

The Soviet government reorganized farmland into state farms and collective farms.
Much of the economy was focused on the growth of heavy industry.

2. Glasnost and Perestroika

In the late 1980s, Soviet Premier Mikhail Gorbachev introduced new reforms.
Glasnost was a policy of "openness" encouraging open speech. Perestroika called
for a gradual change from a centrally planned economy to free enterprise.

3. Collapse of Communism 4 sl Jlgd)

In 1991, Russians voted in their first democratic election. Soon after, the Soviet
republics declared themselves independent nations. By the end of 1991, the Soviet
Union ceased to exist.

4. Transition to a Free Market sl sl (M Jsaill

Since 1991, the Russian government has moved Russia towards free enterprise.
However, extensive corruption and government mismanagement have hindered
Russia's progress.
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Transition in China &xall 2 Jsail

Since the end of China’s civil war in 1949, China has developed its
own unique version of communism.

*  The Great Leap Forward aw¥) gad 5 sl & 38l

— In 1958, Mao Zedong introduced the Great Leap Forward. The program’s intent
was to turn Chinainto a great economic power, but instead resulted in famine
and about 20 million deaths.

+ Transition to the Free Market _all @sed) I Jsaill

— Mao died in 1976. His successor, Deng Xiaoping, introduced new approaches
to government and the economy. Deng shifted industrial and agricultural
production decision-making back to individual farmers and factory owners.

+  Economic Zones 4baiyl hlial

— Deng also set up four special economic zones along China’s east coast. In
these zones, local governments are allowed to offer tax incentives to foreign
investors and local businesses can make their own production decisions.
China now has hundreds of special economic zones.
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Section 4 Assessment

1. Why must private ownership of property be legally guaranteed before a free market
economy will work?

(a) Unemployment will be too high for the private ownership to work without the
guarantee.

(b) Foreign investors will take over the ownership of all property if it is not
guaranteed.

(c) People will not invest in businesses unless their legal rights are protected, and
they know contracts will be legal and enforced.

(d) Foreign investors will try to impose their own system of property rights on the
country.

2. China’s special economic zones
(a) represent China’s commitment to communist principles.
(b) represent China’s shift toward a free market economy.
(c) provide fewer incentives for foreign investors.
(d) are an attempt to limit the growth of the free market in China.
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Key Terms 4w, clathias

e s S $ s
() daall byl High-income Economies Aetial) aa) Developed Nations
dﬁi:‘j“d‘ Middle-income Economies 15 JEY) 5l ézziaz\ée(lfgfg
daﬁ::":‘dﬁl Low-income Economies Apatl) Development
WHLE\XH Jaxs Natural Rlﬁ::?e?s Zopulation milat Characteristics
Sl de) 5 Subsistence Agriculture W g 2 Al cal Per Capita GDP
sl e Skilled Workers gl 5 e geve O
Adlaia Jac 58 Educated Work Force = & Agricultural Output
oSl Housing Agiadl) A Infrastructure
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Key Terms dssi) clathas

e S e S
Bt 2, Ownership Of et e Manufactured
Property Goods
4 pall 48 e S 43 SBtl?;?r;g:{sneid Al Corruption
Labasl 5 8 Economic Power Aol Sinae Aai Sustained
Development
Mdhfh‘ Ghlia Special Economic liall 5330ke S & Multlnatlpnal
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