Chapter 1:
Scarcity: the limited nature of society’s resources (land, natural resources, worker’s time…all limited in its availability)
· Economics is about how the society manages its limited resources
· Firms: what to produce, how much to produce, how many workers to hire
· Individuals (consumers): what to purpose, how much to save, how many hours to work
8 Principle of decision making (4 individual decision, 3 how people interact with one another, and 1 the entire economy)
Principle 1: people face tradeoffs
Tradeoffs: to get one thing, usually means to lose/give up something else 
· Thing of the allocations of time and money
· Society face tradeoffs between efficiency and equity
· Acknowledging life’s tradeoffs is important b/c people are likely to make good decisions only if they understand the options that they have available
Efficiency: getting the most out of resources
Efficiency can be referred to the economic pie, and equity to how the economics pie is divided among society’s members
Principle 2: the cost of something is what you give up to get it.
· Opportunity cost: whatever must be given up to obtain something – “there is no such thing as free lunch”
Principle 3: rational people think at the margin
· Rational people: someone always try to do their best to achieve their objectives
· Marginal change: small adjustment made to an existing plan
· (in economics) we usually assume that firms’ objective is to maximize its profit and consumers’ objectives is to achieve the highest level of satisfaction
· Rational decision maker would made decision to a marginal change only if they marginal benefit of the change exceeds the marginal cost
Marginal changes: small incremental adjustments to an existing plan/situation
Rational people make decision by comparing marginal benefits and marginal cost
Principle 4: people respond to incentives
· Incentive: something that includes a person to act (such as the prospect of a punishment/reward), changes that change your actions
· Rational people response to incentive
· People respond to incentives, therefore, when analyzing any policy, we must consider not only the direct effects, but also the indirect effects that work through incentives
Principle 5: Trade responds to incentives
· Trade allows each individual to specialize in the activities s/he does best. By doing so, everyone will be better-off (than being self-sufficient)
· Same thing to countries, trade allows countries to specialize on what they do best and enjoy a greater variety of goods and services
Principle 6: markets are usually a good way to organize economic activity
· Market economy: an economy that allocates resources through the decentralized decision of many firms and households as they interact in markets for goods and services
· Neither the decentralized decision making and self-interested decision makers look at the economic well-being of society as a whole, YET market economies have proven remarkably successful in organizing economic activity in a way that promotes overall economic well-being
“Invisible hand”: price, taxes, policies, etc… that guide the individual buyers and sellers to reach the outcome that maximize the welfare of society as a whole
Principle 7: Government can sometimes improve market outcomes
· The invisible hand can only work while the government enforces the rules and maintains the institutions that are key to the market economy
· Markets work only if property rights are enforced 
Property right: the ability of an individual to own and exercise control over scarce resources
· Two reasons for government to intervene in the economy and change the allocation of resource that people would choose on their own: to promote efficiency and to promote equity
· Market failure: a situation in which a market left on its own fails to allocate resources efficiently
· Externality: the impact of one person’s actions on the well-being of a bystander (ex. pollution)
· Market power: the ability of a single economic actor (or small group of actors) to have a substantial influence on market prices
· The invisible hand does not ensure that everyone in the society are doing well, while this is what many of the policies aim to achieve
**policies are not always good for the society, it may sometimes designed to reward the politically powerful, one of the goal of studying economics is to help you judge when a government policy is justifiable to promote efficiency/ equity and when it is not
Principle 8: A country’s standard of living depends on its ability to produce goods and services
· Almost all variation I living standards is attributable to differences in countries’ productivity (as well, higher the productivity, higher the income)
· Productivity: the quantity of goods and services produced from each hour of a worker’s time

Chapter 2:
Assumptions: used to simplify complexity of the world
· Ex. To study consumption behaviour, we assume there are only 2 countries and 2 goods  unrealistic but provide valuable insight
· Economic model: explanation of workings of an economic phenomenon, based on simplifying assumptions
The Circular Flow Diagram
· Diagram that visualizes the organization of the economy
· 2 types of decision maker are made by households and firms
· 2 markets: Good/Service market  &  Market for factors of production
· Good/services market: firm – seller; household – buyer
· Factors of production: firm – buyer; household – seller
Factors of production: the inputs that is necessary for production such as land, labour, and capital
Production possibilities frontier (PPF): a graph that shows the combinations of all goods an economy can produce
· Assume that there are only two goods
· Goods that the country is able to produce with available factors of production
· Feasible production: not every conceivable outcome is feasible
· No matter how many resources are available, the industry cannot produce product that is outside of the PPF curve
· Efficient production: economy is getting all it can from the scarce resources it has available
· PPF and opportunity cost
· As we increases the precaution of a good, the opportunity cost of that good increases
· Trade-off: economy moves from one efficient point to another (increase of one good, decrease of another)
· PPF is generally bowed out. b/c each factors of production is specialized in the production of one good
PPF illustrates scarcity, efficiency, trade-offs, opportunity cost and economic growth
Difference between normative (opinion) and positive(fact) statement
· As a scientist, an economist makes a positive statement(description of the world as it is) 
· As a policy advisor, an economist makes a normative statement(statement that express the economist’s view on how things should be, aka judgement)
Policies making
· Policies cannot be judged on scientific grounds alone. Economists give conflicting advice sometimes because they have different values
· There are a huge variety of economics hunches about the validity of alternative theories or about the size of important parameters
Microeconomics: study of how households and firms make decisions and how they interact in markets
Macroeconomics: study of economy-wide phenomena, including inflation, unemployment, and economic growth

Chapter 3:
Production possibility Frontier (PPF)
· Illustrate the trade-off between producing two goods
· Assumption: 2 countries and 2 goods, trade, consume, price at which countries would trade for, quantities of each good produced by each countries
Export and import
· Export: Goods produced domestically and sold aboard
· Import: good produced aboard and sold domestically
Difference between absolute advantage and comparative advantage*****
· Absolute advantage: the ability to produce a good using fewer input than another producer (measure the cost of good)
· Comparative advantage: the ability to produce a good at a lower opportunity cost than another producer (gain from trade)
· Total production in all countries increase when a country specialize in a good
· All countries can gain on trade
· Opportunity cost of good #1(x-axis good) is the slope of PPF
· If one country has comparative advantage in one good, then other country has comparative advantage in the second good.
· Interdependence and trade allow everyone to enjoy a greater quantity and variety of goods & services
Constricting the PPF (not in TB): in order produce good 1(x-axis good, for ex.), start using workers from the lowest to highest in opportunity cost of good #1 *********

Chapter 4****
Market: group of buyers & sellers of a particular product
Competitive market: market: market with many buyers & sellers, and they each has a negligible effect on price
**Perfectly competitive market (Assumption)
· All goods are exactly the same
· Buyers and sellers are numerous (no one can affect market price[price taker])
· Demand schedule and demand curve
Quantity demand: amount of the good that buyers are willing and able to purchase
Law of demand: the claim that the quantity demanded of a good falls when the price of the good rises, other things would remain the same
· A change in (only) prince causes movement along the curve
· Demand curve shifters: 
· Number of buyers (increase/decrease quantity demanded)
· Income
· Normal good: increase income = increase demand
· Inferior good: increase income = decrease demand
· Price of related goods 
· Complement: increase price of one good= decrease demand of another
· Substitutes: increase price of one good = increase demand of another
· Tastes (anything that cause shift in taste would increase demand [shift right])
· Expectations (buying decision)
· Supply schedule and supply curve
Quantity supplied: the amount of goods that sellers are willing and able to sell
Law of supply: the calm that the quantity supplied of a good rises when the price of good rise, other thing remain
Supply schedule: table that show the relationship between the price of good and quantity supplied
Supply curve: shows how price affects quantity supplied, other things equal
Supply curve shifters: 
· # of sellers
· Increase # of sellers increase quantity supplied at each price
· Input prices (wages, prices of raw materials…)
· Decrease of input price would make production more profitable at each output price  larger quantity at each price (curve shift right)
· Technology
· Determines how much inputs are required to produce a unit of output
· Expectations
· Sellers may adjust supply when expectation of future price change
Equilibrium: quantity supplied equals quantity demanded. 
· Equilibrium price: price that equates quantity supplied with quantity demanded
· Equilibrium quantity: the quantity supplied and quantity demanded at the equilibrium price
Surplus: when market price higher than equilibrium price; quantity supplied > quantity demanded
Shortage: when market price lower than equilibrium price; quantity demand > quantity supplied
· Difference between change in supply (shift of supply curve) and change in quantity supplied (movement along the supply curve)
· Analysis of the changes in equilibrium: 
· If only supply curve shifts to the right (left), the equilibrium price is lower(higher) and new equilibrium quantity is higher (lower)
· If only demand curve shifts to right (left), price higher (lower) and quantity higher (lower)
· If both curve shifts to right (left), quantity higher (lower), price ambiguous
· If demand curve shifts to right (left) and supply curve to left (right), price higher (lower), quantity ambiguous
· Supply and demand diagram is to analyze how events influence a market. (by examining the equilibrium price and quantity)
· In market economies, prices are the signals that guide economic decisions and thereby allocate scarce resources.
· Price ensure that supply and demand are in balance
· Equilibrium price determine how much good buyers would buy and how much sellers choose to produce
Chapter 5
· Elasticity and related applications
Elasticity: measures how much one variable responds to change in another variable
· Numerical measure of the responsiveness of Qd or Qs to one of its determinants
· Price elasticity of demand = % change in Qd / % change in Price
· Measure the price sensitivity of buyers’ demand
· Calculating Percentage changes
· X dividing by start value b/c it gives you different ans depending on where you start (diff ans on A to B and B to A)
· Therefore use the Midpoint
· (End price value – start price value)/midpoint * 100%
· Price elasticity of demand depends on the availability of close substitutes, whether the good is necessity or luxury, how broadly the good is defined, whether we dealing with short run or long run
· Variety of demand curves (5 classifications) =>see printed ppt
· Perfectly inelastic demand
· Inelastic demand
· Unit elastic demand
· Elastic demand
· Perfectly elastic demand
· The flatter (steeper) the demand curve, the bigger (smaller) the elasticity
· If the demand curve is inelastic, an increase (decrease) in price causes revenue increase(decrease)
· If the demand curve is elastic, an increase (decrease in price causes revenue decrease (increase)
· Price elasticity of supply: the flatter (steeper) the supply curve, the bigger (smaller) the elasticity
· If good is normal (inferior), income elasticity of demand is positive (negative)
· If two goods are substitutes (complements), cross price elasticity of demand is positive (negative)

Chapter 6
· Price ceiling: a legal maximum on the price of a good or service
Binding price ceiling: when the eq’m price is above the ceiling (illegal)
· The ceiling is a binding constraint on the price, causes a shortage
· When shortage occur, sellers must ration the goods among buyers
· Unfair and inefficient (good doesn’t always go to buyers)
When prices are not controlled, the rationing mechanism is efficient and impersonal
Non-binding price ceiling: the price ceiling above the eq’m price
· No effect on the market outcome
· Price floor: a legal minimum on the price of a good or service
Binding price floor: eq’m wage below the floor (illegal)
· The floor is a binding constraint on the wage, causes a surplus (i.e. unemployment)
Non-binding price floor: a price floor below the eq’m price has no effect on market outcome
· Tax and its effect
· (compared to the equilibrium without tax) tax decreases the quantity, increases the price buyers pay and decreases the price sellers receive
· A tax on buyer shift down demand curve and a tax on sellers shift up supply curve. The resulting equilibrium will be the same
· [bookmark: _GoBack]**the effects on P and Q and the tax incidence are the same whether the tax is imposed on buyers or sellers**
· Tax incidence (how tax burden is shared) depends on elasticity. Of demand/ supply is more elastic, incidence is lower for buyers/ sellers **********
· 
