Question 1:
· Q: How does the Circular Flow Model help in understanding the interactions between different sectors of an economy?
· A: The Circular Flow Model demonstrates the interdependence between households and firms. Households provide factors of production to firms in exchange for income, while firms produce goods and services for households. This creates a continuous flow of money, goods, and services, highlighting how economic activity is sustained through these interactions and the role of markets in facilitating exchanges.
Question 2:
· Q: Describe how the Production Possibility Curve (PPC) can illustrate the concepts of scarcity, choice, and opportunity cost.
· A: The PPC shows the maximum possible output combinations of two goods that an economy can produce with its resources and technology. It illustrates scarcity by defining production limits, choice by showing different production possibilities, and opportunity cost by indicating the trade-offs between producing one good over another, represented by the slope of the curve.
Question 3:
· Q: How do supply and demand models help in predicting the effects of changes in market conditions?
· A: Supply and demand models predict how changes in market conditions, like shifts in consumer preferences or production costs, affect prices and quantities. For example, an increase in demand shifts the demand curve rightward, raising equilibrium price and quantity. Conversely, an increase in production costs shifts the supply curve leftward, raising prices and reducing quantity.
Question 4:
· Q: Explain the significance of assumptions in economic models.
· A: Assumptions simplify economic models by focusing on key variables while holding others constant (ceteris paribus). This allows economists to isolate and study the effects of specific factors. For example, assuming perfect competition helps analyze market behaviors without the complexities of monopolies or oligopolies.
Question 5:
· Q: What is the role of the price mechanism in resource allocation as explained by economic models?
· A: The price mechanism allocates resources through the forces of supply and demand. Prices adjust based on market conditions, signaling producers to increase or decrease production and guiding consumers' purchasing decisions. This ensures that resources are directed towards goods and services that are most valued by society, promoting efficient allocation.


