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Chapter 1: What is Economics?
Scarcity: our inability to satisfy all of our wants 
Incentive: a reward that encourages an action or a penalty that discourages one
[bookmark: _GoBack]Economics: the social science that studies the choices that individuals, businesses, governments, and entire societies make as they cope with scarcity and the incentives that influence and reconcile those choices
· Microeconomics: the study of the choices that individuals and businesses make, the way these choices interact in markets, and the influence of governments 
· Macroeconomics: the study of the performance of the national economy and the global economy
Two Big Economic Questions
1. How do choices end up determining what, how, and for whom goods and services are produced?
2. Can the choices that people make in the pursuit of their own self-interest also promote the broader social interest?
What, How and For Whom?
· Goods and services: the objects that people value and produce to satisfy human wants
· Factors of production: grouped into four categories:
· Land: natural resources
· Labour: physical and mental efforts of all people
· Capital: the tools, instruments, machines, buildings and other constructions that businesses use to produce goods and services. Money, stocks and bonds are financial capital
· Human capital: knowledge and skill that people obtain from education, on-the-job training and work experience
· Entrepreneurship: the human resource that organizes land, labour and capital. Entrepreneurs come up with new ideas about what and how to produce, make business decisions, and bear the risks
· People earn income by selling services of the factors of production they own:
· Land earns rent
· Labour earns wages- earns the most income 
· Capital earns interest
· Entrepreneurship earns profit 
Can the Pursuit of Self-Interest Promote the Social Interest?
· Self-interest: the choices that you think are the best ones available for you are choices you make in self-interest
· Social interest: choices that are the best ones for society as a whole
· Efficiency: achieved when the available resources are used to produce goods and services at the lowest possible cost and in the quantities that give the greatest possible value or benefit 
The Economic Way of Thinking
There are six key ideas that define the economic way of thinking:
1. Choice is a tradeoff- tradeoff: an exchange- giving up one thing to get another
2. Making a rational choice- rational choice: one that compares costs and benefits and achieves the greatest benefit over cost for the person making the choice 
3. Benefit: what you gain- benefit: the gain or pleasure that something brings and is determined by preferences- a person’s likes or dislikes
4. Cost: what we must give up- opportunity cost: the highest valued alternative that must be given up to get something 
5. How much? Choosing at the Margin- margin: when a choice is made by comparing a little more of something with its cost, the choice is made at the margin 
· Marginal benefit: the benefit that arises from an increase in an activity 
· Marginal cost: the opportunity cost of an increase in activity 
6. Choices respond to incentives- all people pursue self-interest. We can predict the self-interested choices people make by looking at the incentives they face 
Graphing Data
· X-coordinate runs from the point to the vertical axis and the y coordinate runs from the point to the horizontal axis 
· An economic model is a simplified description of an economy or of a component of an economy such as a business or a household. It consists of statements about economic behaviour that can be expressed as equations or as curves in a graph
4 Patterns to Look for in Graphs:
1. Variables that move in the same direction
· Positive or direct relationship: a relationship between two variables that move in the same direction. Line will slope upwards
· Linear relationships: a relationship shown by a straight line
2. Variables that move in opposite directions
· Negative relationship or an inverse relationship: when variables move in opposite directions. Line will slope down towards the right 
3. Variables that have a maximum or minimum
· Ex. Graphs can show the maximum yield for wheat depending on how much rain it gets. Too little rain causes the wheat not to grow, but too much means it does not get enough sun 
4. Variables that are unrelated
· No matter what happens to the value of one variable, the other variable remains constant
· Ex. The relationship between a student’s grade and the price of bananas 
The Slope of a Relationship
· Slope: the change in the value of the variable measured on the y-axis divided by the change in the value of the variable measured on the x-axis 
·  
· If a large change in the variable measured on the y-axis is associated with a small change on the x, the slope is large and the curve is steep 
· If a small change in the y is associated with a large change on the x, the slope is small and the curve is flat 
How to find slope of a straight line:
· Ex. The change in x increases from 2 to 6, and the y increases from 3 to 6. Therefore the in x is +4 and the change in y is -3. 
· 
· 
How to find slope of a curve line:
· There are two ways to find slope of a curved line: find the slope at a point or find the slope across an arc
· Slope at a point:
· Draw a line that touches the curve at the point at which you want to find slope
· Then find the slope by dividing change in y by change in x
· Slope across an arc:
· This way you are calculating the average slope between two points 
· Draw a straight line between the two points
· Calculate the slope of that line 
Graphing Relationships among More Than Two Variables
· Ceteris Paribus: means “if all other relevant things remain the same.” Holding everything constant except for the variable being studied
Equations of Straight Lines
· Linear equation:     y= a + bx 
· The y-axis intercept= a 
· The slope= b 
· For positive values of x, y will exceed a
· b tells us by how much y increases above a as x increases 
· negative relationships have negative slopes 

