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A Visual Guide to the Foundations of Microeconomics

The Architecture of Choice




The Catalyst: Scarcity Demands Choice

Economics is fundamentally the science of decision-making. Because human
desires are infinite but the resources to fulfill them are strictly limited, society

must constantly make choices to achieve maximum benefit from what little
we have.

Limited
Scarce Resources




Every decision carries a hidden price
known as Opportunity Cost—the
highest-valued alternative forgone

when a choice is made.

Resources locked into one specific
activity are permanently structurally
unavailable for another.




Mapping Potential: The PPC

A T =
Maximum Efficiency.

All resources utilized.
L J |

A

T =
Inefficiency /

Unemployed Resources.

The Production Possibility Curve
(PPC) visualizes the maximum
possible output of two goods when
a system uses all its available
resources perfectly.
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Expanding the Frontier

N

How does an economy grow beyond
its current limits? The entire PPC
shifts outward through two primary

2. Technological Advancements
Discovering new methods to produce
greater output using the exact same inputs.

mechanisms: 2
Ir N o
1. Increased Resources g 5
e.g., An expanding national labor force. L -
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The Building Blocks (Factors of Production)

Capital ‘ “fgf Entrepreneurship

(Tools, machinery, funds) I

T 1
s < Interest

I 71

< Profit
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Categorizing the Outputs

Economic Goods Free Goods
Scarce, require system resources to produce, Naturally abundant, require no economic
and command a market price. Note: resources to create, and have no price (e.g.,

Microeconomics focuses exclusively on these. sunlight, seawater, air).
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The Three Foundational Questions

Every society, regardless of its political
or cultural setup, must engineer
answers to three basic dilemmas:

'/ Howto
/' Produce?
T Society !

What combinations of factors
% (land, labor, capital) and

\, "\ techniques will maximize
N\ efficiency? _Z~

Produce? to Produce? H

Which goods and services will
best satisfy the society’s needs,

How will the final outputs be
distributed among the
population fairly?




Economic Operating Systems

Capitalism
(Free Market)

Socialism
(Command)

Mixed Economy

Driver

Price mechanisms and
individual self-interest.

Centralized state planning.

Private enterprise
combined with state
Intervention.

Structural
Pros

High efficiency,
maximizes personal
freedom.

Aims for equality, state
directs resource
allocation.

Markets handle most
goods; state handles
foundational infrastructure
(defense, utilities).

Structural
cons

Wealth inequality, risk of
monopolies.

Lacks performance
incentives, restricts
economic freedom.

The dominant

global model.




The Macro-Architecture
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Economics Is no |
just about money.

It is the
architectural blueprint
of human choice.




" THE ECONOMIC ENGINE:
" ABLUEPRINT OF SYSTEMS .
| ANDTHEORIES




. [ The Primary Gears: Actors in the Economic System ]

U
0

Households — {} -~ Government > Firms

Consumers | Regulatory and | Producers
Owners of Factors of Production ~ structural foundation

_______________________________
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i .[The System's Fuel: Factors of Production & Returns ] .
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K3 Households own these inputs. Firms utilize 7] | 5
| Inputs them to produce goods and services, paying 7 ™ Outputs
~ (Factors of Production) | financial returns back into the system. / | || (Financial Returns)
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. Payments for Goods
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Financial Flow:

Physical Flow:
_Gands and Services

Physical Flow:
Goods and Services

= :[The Engi:n'e"s Core: The Circular Flow of :the Eco'n'o'my ]

Financial Flow:
Payments for Goods

Physical Flow: Financial Flow: ;-

| Factors of Production Wages, Rent, Profit _.
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AT B . s
. [ Lenses of Inspection: Micro vs. Macroeconomics ]

The total economic system
and entire nation
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Béhavior of 'speciﬁc' consumers and | Aggrégate pfodUc‘tion, cohs'um'ptifjn,'
producers; Market mechanisms = saving, and investment

— - - PriceTheory | National Income (GDP), Employment,
| ] (allocatlng gOOdS and T'ESOUTCES) 1] ]nﬂ;::]'|_'ic,|'|jr Fiscal Cyc[es
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~ Application: Studying causes and effects. | | | Application: Determining social desirability.
Can be rigorously scientifically tested. . Cannot be scientifically tested.




Define the | @ Define |II Set |H| Bl Select |B | ‘Economic
| Problem 3 Variables |\ \\W\{ Assumptions| W\ | Methodology |
‘ / 3 Processing: ; | TheorY

Input: Raw " 4 Calibration: g Filtration: 4 | ,
7L/ (| Applying logic or | A refined,
| historytofind 1g B testable model
N B

real-world f Identifying what

patterns.

- & 5’ Stripping away
~ Fl| economic issues | Hidrives change and |, real- ise.
enter the system. | what reacts. B
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B :[Isol_ating the Mechanisms: Variables and_Assumptions]; z

Baseline Assumption: |
Economic Rationality

| Variables - | || | DependentVariable | :ASSleptiOﬂS:
_ (e.g., Quantity Demanded) e

The Independent Variable
__acts as the determinant;
~ the Dependent Variable
is dictated by it.

Ceteris Paribus (Other things being equal): }
Freezing external noise to observe a
specific cause-and-effect relationship.
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Independent Variable -~ Dependent Variable

(e.g., Price)
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| .IhdUCI'[i‘Iu'é Method HEE

L AT\ Filtered through |/
"""" .\ | Logical Reasoning | /

N (Bottom-up}
approach) | |

£ Synthesized NS e O
gandiAnalyzed SS90 | \ | | | | | | | |

Camplementary Context:
The Historical Method
(Learning from past events)
ey — 'I
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""" Narrative descriptions of what = Geometry showing 2D relationships = Advanced mndeling that shattersthe
| ~ happened and when. Foundational =~ ~ between two variables | two-variable limit, analyzing highly
""" but limited in precision. = ( e.g., Prlce and Quantity). T T T T complex, mulh—variahle systems.
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Observe the Circular

Flow operating in the
real world.

A Economics is not a static list | 4= = 87 = .
- ('"l F;'ﬁﬂ?ﬁgﬁz LE}SEE;;TQEEE of rules; it is a continuous, ke - m Us:fe Ceteris PEIi'IhL:jS |
.‘_j applying interventions self-refining engine of ke 20) - E}:::Eﬂgﬁg :”
| directly back into the... observation, abstraction, | : 5T :
— =3 and application.

Process data through/§
I Mathematical &
ol Graphical Models.

PEBIEEER. | Output a Positive
T M O 1 I R Economic Theory.
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