Introductory Macroeconomics

M. Finkler

Overview of an Economy

3 Sectors:
Households, Firms, and Governments

2 Markets:
Final Goods, Resources








Goods = Products or services used in present or future

Resources = Labor, physical capital, natural resources, and financial resources

Scope – Assumptions

Households – own all resources, buy goods and services, rent or sell resources

Firms – rent or buy factors of production (resources), produce goods, sell to households or governments (Firms are treated as if they are partnerships.)

Government – Buy goods, collect taxes, and transfer income

Behavioral Assumptions


Approach (objectives) 

Decisions

Household
Maximize well-being (utility)

To consume or to save

To offer resources or keep for own purposes

Firms
Maximize returns


Determine goods to produce







Determine factors to hire

Governments
Maximize social welfare

Buy goods and services







Set rules and regulations







Tax and transfer income
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