
Unit Title: Economic Principles and Their 
Application to Business 

Unit Code: Econs 

Level: 5 Learning Hours: 160 
Learning Outcomes and Indicative Content: 

Candidates will be able to: 
 
1.  Explain the problem of scarcity, the concept of opportunity cost, 

 the difference between macroeconomics and microeconomics 
 and the difference between normative and positive economics 

 
1.1. Explain the problems of scarcity and opportunity cost.  Explain 

 how these concepts are related using numerical examples 
 and a production possibility frontier 

1.2. Explain what is meant by free market, command and mixed 
 economies.  Discuss, using real world examples, the relative 
 merits of these alternative regimes 

1.3. Explain what is meant by microeconomics and 
 macroeconomics.  Discuss the differences between these 
 areas.  Explain the meaning and implications of the �ceteris 
 paribus� assumption in microeconomics 

1.4. Explain what is meant by normative and positive economics.  
 Discuss the differences between these terms 
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2.  Explain the theory of consumer choice using the concept of 
 utility, individual demand and market demand.  Explain the 
 concept of elasticity in relation to different types of good and firm 
 behaviour through an understanding of the revenue function.  
 Solve numerical problems involving elasticity   

 
2.1. Explain the concept of utility.  Explain what is meant by marginal 

 utility, utility maximisation and the property of diminishing 
 marginal utility, using diagrams and/or numerical examples      

2.2. Explain the relationship between individual utility and individual 
 demand for a good, using examples where required 

2.3. Solve numerical problems relating to marginal utility and utility 
 maximisation based on utility or consumption data  

2.4. Identify the difference between individual and market demand 
2.5. Explain the reasons for movements along or shifts in demand 

 curves 
2.6. Identify the formulae for, and explain what is meant by, own-

 price, cross-price and income elasticities of demand.  Discuss 
 factors which affect each of these elasticities   

2.7. Solve numerical demand elasticity problems using demand 
 information   

2.8. Explain, in words, diagrams and with reference to demand 
 elasticities, what is meant by each of the following: normal 
 goods, bads, inferior goods, Giffen goods, luxury goods, 
 complements and substitutes.  Identify real world examples of 
 each of these 

2.9. Examine, using diagrams and numerical examples, the 
 relationship between total revenue, average revenue and 
 marginal revenue and between marginal revenue and the 
 elasticity of demand for a profit-maximising firm.  Discuss how a 
 profit-maximising firm might respond to information about 
 demand elasticities  
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3.  Discuss the theory of costs, explaining the differences and 

 relationships between the various types of cost and 
 distinguishing between the short- and long-run.  Solve numerical 
 problems based on cost information.  Explain the concept of 
 profit maximisation and solve problems using diagrams and data.  
 Explain the link between a firm�s supply curve and its cost 
 functions.  Explain and contrast, in words and with diagrams, the 
 concepts of economies of scale and returns to scale     

 
3.1. Explain, with reference to appropriate examples, the difference 

 between fixed and variable factors of production 
3.2. Identify the formulae for, and explain what is meant by, fixed 

 cost, variable cost, marginal cost, average cost and total cost.  
 Solve numerical and/or diagrammatic problems using cost data 

3.3. Explain, using an appropriate diagram, the relationship between 
 average and marginal cost 

3.4. Explain, using appropriate examples, the difference between 
 fixed cost and sunk cost 

3.5. Explain, using words, diagrams and numerical examples, how a 
 firm reaches its profit maximising choice of output with reference 
 to marginal cost and marginal revenue.  Solve diagrammatic 
 and numerical problems of profit maximisation   

3.6. Explain using diagrams how a firm chooses whether or not to 
 stay in operation or leave the industry in the short- and long-run. 

3.7. Explain how a firm�s supply curve is derived from an analysis of 
 its cost functions.  Explain the reasons for movements along 
 and shifts in supply curves  

3.8. Identify the formula for the elasticity of supply.  Examine the 
 effect of changes in the elasticity of supply on the diagram of a 
 supply curve.  Solve numerical problems for the elasticity of 
 supply based on data 

3.9. Explain what is meant by economies and diseconomies of scale 
 and relate these concepts to the long-run average cost curve.  
 Explain what is meant by increasing, constant and decreasing 
 returns to scale.  Explain, using real world examples, how each 
 of the above might arise.  Compare and contrast the concepts of 
 returns to scale and economies of scale   

 
 
 
 
 
 
 
 
 
 
 
 














