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Definition of Economics- all economic questions arise because we want more then what we can get
Scarcity- our inability to satisfy all our wants, because we have scarcity we must be able to chose among available alternatives 
Ex. A guy wants to go to spend his weekend playing golf, but there is also a business strategy meeting that weekend, he faces scarcity 
Incentive- is a reward that encourages an action or penalty that discourages one. 
Ex. The profit of the business meeting is $10 million the millionaire has an incentive and will skip the golf game 
Economics- is the social science the studies the choices that individuals, government, business, and entire societies make; they cope with scarcity and incentives 
Microeconomics- study of choices that individuals and businesses make, the way these chooses interact in market and the influence on government 
Macroeconomics- the study of the performances of the national economy and global economy. 

The Two Big Economic Questions 
1. How do choices end up determining what, how, and for whom goods and services are produced? 
2. How can choices made in the pursuit of self-interest also promote with social interest? 

Good and Services are the objects that people value and produce to satisfy human wants. 
Goods- are physical objects, such as cell phones and automobiles
Services- are tasks performed for people, such as cell phone services and auto repair services 
Goods and Services are produced by using productive recourses that economists call factors of production, there are grouped into four categories. 
· Land  - rent
· Labour - wages
· Capital -interest
· Entrepreneurship- profit 
Land- the gifts of nature we use to produce and services 
Labour- the work time and work effort that people devote to producing goods and services 
Capital 
· Human Capital 
· The knowledge and skill that people obtain from education, on-the-job training and work experience 
· Capital 
· The tools, instruments, machines, buildings and other constructions that businesses use to produce goods and services 
Entrepreneurship- human recourse that organizes labour, land, and capital

Self Interest-a choice is in your self-interest if you this that choice is the best available option for you
Social Interest- self-interested choices promote the social interest if they lead to an outcome that is best for society as a whole 
· Recourse are used efficiently when goods and services are produced 
1. At the lowest possible cost 
2. In the quantities that give the greatest possible benefit 
Self and Social Interest 
· Globalization 
· Information-age economy 
· Global warming 
· Natural resource depletion 
· Economic instability 

Choices and Tradeoffs
Tradeoff- you can think about choice as a tradeoff, a tradeoff is an exchange giving up one thing to get something else
· Ex the classic tradeoff is between guns and butter “Guns” and “Butter” stand for any pair of goods 
· What foods and services are produced depends on choices made by each one of us, by government, business 
· How businesses produce the goods and services we buy depends on their choices 
· For whom good and services are produced depends on the distribution of buying power
Choices- what, how, and for whom goods and services are produced changes over time, the quality of economic life (and it’s rate of improvement) does not depend purely on nature and on luck 
1. How much of our income to consume and how much to save 
2. How much effort to devote to education and training  
3. How much effort to devote to research and development of new products and production method 

Opportunity Cost- of something is the highest valued alternative that we must give up to get it
· Ex. You face an opportunity cost of being in school, that opportunity cost is the highest valued alternative that you would do if you were not in school
Marginal Benefit- the benefit that arises from an increase in an activity 
· To make decisions like this you must compare the benefit of a little more study time with its cost, which makes it your margin 
Time-Series Graphs 
Example price of gasoline 
· When the line is a long way from the x-axis the price is high
· Whether it rises or falls, when the line slops upwards 
· The speed with which the price changes- whether it rises or falls quickly or slowly 
In a time series graph you will be able to tell if there is a trend, a general tendency for a variable to move in one direction 

Cross-Section Graph 
· Shows the values of economic variable for different groups or categories at a point in time 
· Able to look at this graph and understand it a lot easier 

Scatter Diagrams 
· Plots the value of one variable against the value of another variable 
· Explains if whether a relationship exists between the two variables and describes there relationships 

Variables that move in the same direction
· A relationship between two variables that move in the same direction is called a positive relationship or direct relationship 
· A line that slopes upward shows such a relationship 
Three types of relationships 
1. Has a straight line 
2. Have curved lines, but all lines in these three graphs are called curves 
· Positive, Linear Relationship (page 19)
· Positive, becoming steeper (page 19) 
· Positive becoming less steep (page 19)
Variables that move in opposite directions 
· A relationship between variables that move in opposite direction is called a negative relationship or an inverse relationship 
· Negative Linear relationship (page 20)
· Negative, becoming less steep (page 20) 
· Negative, becoming steeper (page 20) 

Ceteris Paribus 
· Means if all other relevant things remain the same 
· To isolate the relationship of interest in a laboratory experiment, we make other things constant 
· Use the same method to graph a relationship with more than two variables 


A Linear Equation 
· An equation that describes a line relationship between x and y 
· Ex y= a +bx 

Slope of Line 
· The slope of a relationship is the change in the value of y divided by the value of x
Positive of a Line 
· Y-axis intercept determines the position of the line of the graph 
· The line on the y-axis does not influence the slope 

Positive Relationships 
· X and y are moving in the same direction 
Negative Relationships
· When x and y are going the opposite direction 

Chapter 2 

PPF – PRODUCTION POSSIBILITIES FRONTIER 
· This is the boundary between those combinations of goods and services that can be produced and those that cannot 
· To illustrate the PPF, we focus on two goods at a time and hold and hold the quantities produced of all the other goods and services constant 
· Production is possible at any point inside the orange area or on the frontier 

Production Efficiency- if we produce goods and services at the lower possible cost. This outcome always occurs at all points on the PPF 

Tradeoff Along the PPF- every choice along the PPF involves a tradeoff  
· Ex the cola and pizza (see page 32) 

Opportunity Cost- of an action is the highest valued alternative forgone
· Opportunity cost is a ratio 
· It is a decrease in the quantity produced of one good divided by the increase in the quantity produced of another good 
· Ex. Canada and Mexico you want to find the opportunity cost of Canada you divide Canada by Mexico and you get your opportunity cost 
· To increase opportunity cost the outward-bowed shape of the PPF reflects increasing opportunity cost 

Allocative Efficiency- when goods and services are produced at the lowest possible cost and in the quantities thwart provides the greatest possible benefit 

Economic Growth- during the past 30 years a production per person in Canada has doubled. Such an expansion of production is called economic growth 

The cost of economic growth 
· Economic growth comes from technological change and capital 
· Technological Change is the development of new goods and a better way of producing goods and services 
· Capital accumulation is the growth of capital resources (human capital) 

Marginal Cost- cost of a good is the opportunity cost of producing one more unit of it, we calculate the marginal from the slope of the PPF
Preferences and Marginal Benefit 

Preferences- are a description of a persons likes and dislikes 
Marginal Benefit- a form of a good or service is the benefit received from consuming one more unit of it 
Economist illustrate preferences using the marginal benefit curve, which is a curve that shows a relationship between the marginal benefit from a good and the quantity consumed of that good 
Allocative Efficient- at any point on the ppf we cannot produce more of one good without giving up some other good 

Comparitive Advantage and Absolute Advantage 

· A person who has comparative advantage in an activity if that person can perform the activity at a lower oppurtinity cosr than anyone else 
· A person who is more productive than others has an absolute advantage 
· Absolute advantage involves comparing productivities production per hour where as comparative advantage involved comparing opportunity cost 

Dynamic Comparative Advantage
· Just by reperaedly producing a particular good or service people become more productivein that activity, a phenomenon called learning-by-doing
· Dynamic comparative advantage is a comparative advantage that a person (or country) has acquired by specializing in an activity and becoming the lowest cost producer which cases learning-by-doing 

Economic Coordination 
· To make decentralized coordination work
·  Four complementary social institutions 
· Firms 
· Markets
· Property rights
· Money  
Firms- is an economic unit that hires factors of production and organization those factors to produce and sell goods and services 
· Ex of firms gas stations, candaian tire, and roots

Market- is any arrangement that enables buyers and sellers to get information and to do business with each other 
· Ex. Is the market in which oil is bough and sold

Property Rights- The social arrangements that govern the ownership use, and disposal of anything that people value
· Land, and buildings 
· Things you would call “your property”

Money- is any commodity or token that is generally acceptable as a means of 
payment 

Unit 3

Market and Prices 
· A market has two sides: buyers and sellers 
· A comparative market is a market that has many buyers and many sellers, so no single buyer or seller can influence price 
· In everyday life the price of an object is the number of dollars that must be given up in exchange for it. Economists refer to this price as the money price 
· The ratio of one price to another is called a relative price, and a relative price is an opportunity cost 

Demand 

If you demand something, then you: 
1. Want it 
2. Can afford it 
3. Plan to buy it 
Wants are the unlimited desires or wishes that people have for goods and services 
· Demand reflects a decision about which wants to satisfy 
· The quantity demand of a good or service is the amount that consumers plan to buy during a given time period at a particular price 

The Law of Demand 
· The higher the price of a good, the smaller the quantity demand 
· The lower the price of a good, the greater the quanitity demand 

Substitution Effect 
· When the price of a good rises, other things remain the same 

Income Effect 
· When a price rises, other things remain the same 
· They must decrease the quantities demand 

Demand Curve and Demand Schedule 

Demand- referes to the entire relationship between the price of a good and the quantity demand of that good 
Demand Curve- shows the relationship between the quantity demanded of a good and its price when all other inlfuences on consumer, planned purchases stay the same 
Demand Change- when any factor influences buying plans other than the price of the good changes 

Six main factors bring changes in demand 
1. The price of related goods 
2. Expected future prices 
3. Income 
4. Preference 
5. Population 
6. Expected future income or credit 

Prices of Related Goods 
· A substitute is a good t hat can be used in place of another good 
· Ex a bus ride is a substitute for a train ride; a hamburger is a substitute for a hot dog 
· A compliment is a good that is used in conjuction with another good 
· Ex. Hamburgers and fries are complements; energy bars and excersie are also 
· If the price of a good is expectd to rise in the future that good can be stored 
· The oppurtinity cost of obtaining the good for futire use is lower todau than it will be when the price has increased

Income 
· When incomes increases, consumer buy more of most goods
· When income decreases, consumers buy less of most goods 
· A normal good is when the demand increases as income decreases 
· An inferior good is when demanded decreases as income increases 

Expected Future Income and Credit 
· When income  is expected to increase in the future 
· When credit is easy to obtain, demand might increase now 

Population 
· The larger the population the greater the demand for all goods and services
· The smaller the population, the smaller the demand for all goods and services
· Ex. Demand for energy bars 

The Law of Demand 
	Decreases If:
	Increases If: 

	The price of energy bars rises
	The price of an energy bar falls



Changes in Demand 
	Decreases If:
	Increases If: 

	The price of a substitute falls 
	The price of a substitute rises 

	The price of a complement rises
	The price of a complement falls

	Income falls
	Income rises 



Prefrences- demand depends on preferences 
· Prefrences determine the value that people on each good and service 
· A point on the demand curve shows the quantity demanded at a given price
· A movement along the demand curve shows a change in the quantity demand 
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