About these notes:
These notes start with an overview of some areas that david gray said would be important for the final exam, before going into a chapter by chapter summary of notes combined from textbook, lectures as well as my individual notes.
Opportunity costs
The value of the strongest choice that was forgone. 
Scarcity: infinite wants in the economy and finite resources to satisfy these wants. 
Choices: economic agents must choose that choice that provides them the most utility. They cannot choose it all as there is scarcity. 
Benefits of capitalism:
· Rapidly adjusts to changes in economic environment
· Efficient, given the fact that scarcity, the firms that can create the most output with the given input are allowed to produce (they therefore most effectively use resources)
· Economic agents makers are free to make their own choices. As a result they will make choices that give them the most utility and therefore welfare
· Those that are able to get the most output (most effeiceit) get the most rewards. Ex. if you work harder (higher productivity / hour of pay) you will get a higher pay. This aspect is appealing because they belief it creates and incentive to work hard
Invisible hand: the idea that despite people being greedy, they end up acting in a manner (not voluntarily) that promotes economic well being for the most part. Invisible hand harnesses the greedy urges of people to bring the most economic benefit to the most people. “my greed offsets your greed” for consumers: they can’t receive goods at too low of a price as consumers will go out of business causing them to starve. For producers: if they charge too much consumers will not buy, making them go out of business. So they charge a reasonable price that consumers will accept and all economic agents benefit as a result of this. 
Three coordination tasks: how are these tasks determined in capitalism?
What to produce: how should scarce resources be allocated? To the highest bidder (one with the most demand first)
How to produce it: whoever can produce it the most efficiently? Those that have the most productivity (outputs/inputs) can afford to pay more for resources because they know they will get more outputs. 
For whom to produce it: those that can pay for it. The agents that can pay for are doing so because they believe they will get the most utility per dollar so the amount they pay is representative of how much utility they expect to gain from the purchase. 
Things that can expand a ppf: 
Chapter 3
It is usually advantageous for countries, firms and others to specialize in the production of one good and trade for those they are not specialized in
The opposite of specialization and trade is autarky. In autarky the economy is completely self sufficient.
Bill has a comparative advantage in the production of good a if the gap between how well he produces a compared to howl well she produces b is greater than joe. 
Comparative advantage is what good you can produce with the least opportunity cost
It is a comparison of the opportunity cost ratio of two goods for a producer, compared to that same ratio for another producer. 
Absolute advantage is the party which has the advantage in total productivity. (most outputs/inputs)
One party may be twice as efficient a producing cars vs guns (20 cars/10 guns). But will still not hold the advantage in producing cars (10 cars/2 guns for country b). 
With specialization in the good each party has a comparative advantage in, they will have a large consumption possibility curve than production possibility curve. 
Things that can expand a ppf: 
More spending on capital goods
Increasing levels of technology
Any other factors that improve efficiency (natural resources, etc.)
Accepted level of trade ? : the two parties that are trading will trade at a level that is somewhere between their two opportunity costs. This is because if it becomes cheaper to produce the good (less goods given up in terms of opportunity cost than would have to be given up to trade for it) ex you can you can make 2 chickens but it costs you three eggs or you can trade 20 eggs for 2 chickens at the local markets, you will not trade. 
Why does the ppf have a bowed out shape? The ppf has a bowed out shape because  all resources are not equally as efficient at producing all outputs. For example the middle has a less steap slope because these resources are relatively good at producing both tasks. For example a miner might also be a relatively good firefighter (due to physical condition) but a university researcher will likely not be in as good a physical shape and thusly be less efficient as a firefighter. 
Shifts in supply curve:
· Price of inputs
· Technology
· Price of substitue goods
· Price of complementary goods
· Price expectations
Shifts in demand curve: 
Availibility and price of substitutes
-Complementary goods
-Change in tastes
-Consumer income
-Price expectations
QUESTION: since the 80s the demand for university educated people has increased rapidly, would this represent a shift in the demand curve or a change in quantity demanded?
Ans: This is a simple shift in the demand curve. Consumer preferences have changed. 
Chapter 4: 
The demand function: as price increase, consumers demand less goods
The supply function: as price increases, consumers wish to supply more of that good. 
Quantity demanded: the amount that consumers are able and willing to buy at a specific price. 
Demand: the relationship between price and Qd
Normal goods: consumers but the same amounts of these goods regardless of price, ex. milk
Inferior goods: people by less of these goods as their income increases
Luxury goods: as peoples incomes increase they become more likely to bnuy these goods ex jet skis
Chapter 5: elasticity and its applications: 
Price elasticity of demand: % change qd / %change in price
Elastic: a small change in price results in a large change in demand
Opposite is true for inelastic.
Elastic goods:  fast food, academic journals. People are very subjective to changes in price
All day parking. 
Inelastic goods: gasoline, cable television, etc. consumer will buy regardless of price
If price is elasctic, and price increases, total revenue will increase. This is because total revenue is p*q
If price is elastic, increaseing the price will increase that portion of the revenue function, however, we know that a small change in price will result in a larger change in price. This means that although price has gone up (increasing that component of the revenue function) Qd has decreased by a larger ammount. 
Every single demand curve has a point where it is inelastic and a point where it is elastic. This is because at the top of the demand curve (which is very elastic) a change of $1 in price will result in 1 new consumer. This may be true for all point along the curve, but it has different implication on PED at all different points. Consider at the top of the curve, the price is $20 and there is currently 1 consumer. Bringing price down $1 will result in 1 consumer. This is a 100% increase in quantity demanded / 1 1/20 increase in price. 
Factors that affect PED: if one good is a luxury and the other is a necessity, the luxury good will have a higher ped
· Expect the PED for education to be relatively low
If one has a lot of substitutes it will be more elastic. 
Narrowly defined markets have higher elasticity’s than broadly defined markets: 
If one goods accounts for a large share of the consumers budget it will have a higher ped
Most goods become more elastic over time as substitutes become more abvailable
Chapter 6:
Supply demand and government policies.
Chapter 6 notes:
Under what elasticity condition is a price floor likely to bring up a large shortage or surplus? High levels of elasticity. Why? Because if suppliers very quickly change amount supplied depending on price, their will be a much bigger shortage than if they are resistant to changing production based on demand (ery inelastic supply)
Explain the hate for rent controls?
It distorts incentive, and provides worse, poor quality housing. 
Instead give money to renters so that they can afford the units. 
When the government imposes a binding price ceiling, a shortage of good arises and many buyers wish to buy the now very limited good at the discounted price. 
Rent controls appear to be relatively effective in the short run but this is not the case in the long run. In the short run, the supply of rental houses is very inelastic, suppliers cannot suddenly stop having houses. However, in the long run it is elastic. Suppliers will sell their houses to be who wish to live in them or let them fall into disrepair. The demand also increases as some owners may wish to switch over to cheaper housing in the form of rent controlled appt, or some people form other cities may come to live in the very cheap rent controlled properties. 
The minimum wage is an example of the price floor in the market for employment. Usually only affects unskilled laborers such as teenagers. 
Tax incidence: 
Suppose a tax is imposed on sellers, it is their legal responsibility to pay the tax. Its cost of production will rise by the amount of the tax. At each possible Qs, firms require a higher price. The result? The s curve shifts up by the full amount of the tax. The result of this is a new s curve and d curve equilibrium. The difference between the original equilibrium price and the new price for suppliers and consumers is their tax incidence. The revenue that is collected is the new quanity*the size of the tax. Major misconception is to believe that the quantit sold will be the same.  Consumers pay a higher price and producers receive a higher amount but have to pay out for the tax. A tax on the consumers shifts demand and has an identical effect.
Elasticity and tax incidence: if supply is more price elastic than demand, then suppliers consumers can more easily change their producing habits and as a result can more easily avoid the tax. As a result, the party which is more inelastic (less able to change habits based on price) will take a larger burden of the tax. 
Chapter 7:
Consumer surplus: is a measure of consumer well being that reflects the payment rendered
Consumer surplus is the area above the demand curve but below the price. 
Proucer surplus: above the supply curve, below the price.
Consumer and producer surplus at the margin is 0
Identify and give the significance of producer surplus:
· Measure of producer welfare.
· Surplus is actual price – reservation price
Any level other than equilibrium will reduce total surplus. 
An allocation of resources is efficient if it maximizes total surplus
S and d equilibrium consist of g and s that maximize total surplus. 
Chapter 8 
Application: the costs of taxation
Deadweight loss = net loss in total surplus after tax has been implemented
Taxes cause deadweight losses because they prevent buyers and sellers from realizing some of the gains from exchange. 
What determines if the size of a deadweight loss is large or small? Elasticities
When price elasticity of demand is relatively high, deadweight losses are relatively high.
This is because consumers buy less of the good leading to a larger impact on total surplus. 
What to take away? Taxes should be applied on goods that are relatively inelastic. Such as cigarettes, alchohol, etc.  therefore you shouldn’t tax luxuries. 
A tax on corporate income is not favourable
The laffer curve is the hallmark of supply side economics.
It points out that as tax percentage increases from 0, revenue increases before eventually starting to decrease once taxation reaches 100% (no reason to produce at all).
The deadweight loss gets bigger and bigger as the tax increases. 
Chapter 10: externalities
Negative externality: any negative spillover cost stemming from a production activity that is imposed on a party other than the decision maker. 
Decision maker therefore doesn’t face external costs
Positive externality: any positive spill over stemming from a production activity that is imposed o a party other than the decision maker
They both cause marker failure in the form of an inefficient level of output. 
An example of a negative externality is pollution. 
The firm that pollutes does however produce something that is productive. Therefore some should be produced. However, the amount that is actually produced is likely much higher than the socially desirable level of production because the producer doesn’t have to pay for some of the costs that it incurs for society (it incurs pollution which has negative side effects for society but doesn’t have to pay for it as it is external to it) 
The social cost curve is above the actual supply curve (shifted left). This is because the actual costs of doing business (including social costs) are much higher so it is the same leftwards shift (as a result from increased costs of production). 
If social cost is larger than private cost it is a negative externality. 
The intersection of demand curve and the social cost curve determines the actual socially optimal level of output.  
· The socially optimal output level is lower than the market equilibrium quantity. 
· From the pov of society, we are over producing at the private, market equilibrium. 
Deadweight loss is the total surplus stemming from the pollution
It arises because we are producing at the market equilibrium rather than the socially optimal equilibrium. 
The deadweight loss is the area of the triangle formed between the market price (on the supply curve and the social cost curve) and the social cost / demand curve. 
Many units greater than the socially optimal q ought not to be produced. 
How to achieve the optimal social output? Shif the curve to where is should be. 
Can internalize an externality by imposing a tax on producers or consumers of pollution causing gods. They will have to pay the true cost of the good as the tax will cover the lost surplus, reduce the quantity produced and raise the price. 
Hard to implement as the social cost can be quite subjective.
Positive externalities:
Consumers of a good that have a positive externalities pay for services to consumers outside of the transaction. This is a market failure because the market cost is much higher than the value of the good they actually receive. 
The social cost of producing the good exceeds the private value
Social value is a demand curve that is shifted right. This rightwards shift represents the true price and level of output that would actually be reached if the social value was at play.  The optimal level of output occurs at the intersection of the social value curve and supply curve. 
With positive, optimal output would be higher. With negative, optimal output would be lower. 
How to fix a positive externality? You could subsidize the producer
This would create a higher incentive to produce, as it can be done at a lower net cost, meaning higher quantities will be produced at a higher price. 
Private solutions to externality:
Merger: if they both become owned by the same entity, the maximum profit for both will be reached and therefore utility maximized. 
Contracting: agreeing to a level of pollution that is acceptable to both parties (think logging plus fishery). Fishery could bribe loggers to stop polluting water or loggers could bribe fishers to allow the pollution. 
Coase theorem: the level of output that they settle on is independent of their initial distribution of rights. 
Consider two people in a room smoking. One person is a smoker and one is not. There are two rooms, one room allows for smoking at all times one does not. The smoker values smoking at $10 and the non smoker values a smoke free room at $10.
Smoking allowed room:
The smoker will have a cigarette and will be allowed to do so, however, the non smoker will be able to pay him $10 to convince him not to smoke. The result is for the smoker he can take the $ 10 and not be able to enjoy a cigarette, or he can forgore the 10 dollars and have a cigarette, both yield ten dollars of utility. The no smoker will either have to deal with a room full of smoke, which costs him 10 dollars in utility, or pay 10$ to gain the ability to have a smoke free room. 
Public policies towards externalities: 
Command and control policies: direct regulation as towards how much pollution can be done.
Tradable pollution permits: aka cap and trade approach. The government sets a rigid max and allows firms to trade
This is more desirable because it provides an incentive to firms to produce at a lower amount of pollution. This is because it provides an incentive to pollute less because you can have lower costs if you pollute less. 
Chapter 11: public goods and common resources
Goods without prices provide a special challenge for economic analysis. 
There are four main types of goods, private goods, public goods, common resources and natural monopolies. 
These goods are differentiated by two factors, whether they are either rival or excludable.
Excludable: can people be prevented from using this good?
Rival: does one person’s use of this good diminish another person’s ability to use it? 
	
	
	Rival?
	

	
	
	Yes
	no

	excludable
	Yes
	Private goods ex ice cream cones, aplia
	Natural monopoly ex. Fire protection, cable tv

	
	no
	Common resource park, congested non toll roads, 
	Public goods, tornado siren, lighthouse.



Public goods: non rival, non excludable. People cannot be prevented from using it and one person’s use does not diminish it’s value. 
Common resources: rival in consumption but not excludable. Ex fish in the sea. 
When a good is excludable (can prevent someone from using it) but non rival (doesn’t diminish value) it is an example of a natural monopoly. 
The free rider problem: a free rider is a person who receives benefit of a good but avoids paying for it. Take for example a private fireworks show. It may have a equilibrium market value of 500 dollars but this amount of sales will never be reached because people can see it without paying (free riding).
Comes in two forms: people who overstate use and people who understate their use of the good. 
Specific knowledge: a specific way to make a product
General knowledge: something like the laws of physics, cannot be patented
People that use a free good overstate how much value it brings them and people who don’t use it understate how much value it brings them. 
Tragedy of the commons: public goods are overused because private incentives differ from social incentives. This is because people on their own wish to get as much utility from this free good as possible, even though this will result of the depletion of the common resource  (as they are rival) 
Exam question: What trait does the common resource share with the private good?
Ans: they are both rivalrous in consumption

Chapter 13: the costs of production
Economic profit: includes implicit costs (do not require an outlay of money)
Accounting profit: simply what the firm makes (total revenue – total explcit costs)
Economies of scale occur when long run atc falls as out put falls 
Diseconomies of scale occur when atc rises as output rises. 
Economies of scale happen because they allow specialization among workers (ex production line leads to many members working as a team to be more productive than many members working individually). 
Chapter 14
 If a firm can influence the price of the goods it produces, it is said to have market power. 
Meaning of competition:
1. There are many buyers and sellers
2. The goods offered by the various sellers are largely the same. 
3. Firms can freely enter or exit the market in the long run. 
4. There is perfect information regarding prices and quality
Competitive firms will produce where marginal revenue will equal marginal cost. (so long as they cannot decrease marginal cost) 
The marginal cost curve crosses average total cost curve at its minimum. 
(in the real world there is no such thing as a perfectly competitive market. 
In perfectly competitive markets, P=MR
Firms are price takers in competitive markets
(can only charge that one price)
If a firm alters its output level, the price will not change *it will still have to charge the price level*
We assume firms are trying to maximize profits. 
So, this must occur at the point where tr-tc is the highest or, mr = mc (the breakeven point for profit)
If mr>mc, more should be produced 
If mr<mc, less should be produced
Profit can be increased in both these situations
P – atc is profit margin, using this you can determine if profits are positive or negative
Profit is the area between the price and average total cost. 
The right side of the rectangle should be at the level where mr = mc
To summarize in a simple formula:
Firm profits: 
Q* (p-atc)
Part b)
Shutdown point:
Firms will operate in the short run as long as MR>AVC
The total revenues must cover the total variable costs of operating, if this is done, the firm will continue to operate at least in the short run. 
At different prices, the firm will either operate or not
At different prices, the firm will produce at the quantity where mc = the price
However, at low enough price points, the p curve will fall below the avc curve. At this point the firm has reached its shutdown point, as the cost of producing that good does not exceed the basic goods it has expended to create it.
So the firm will only supply goods if the price is above its avc curve. From this, we can derive the supply curve (it will only supply units when the price is above the avc curve)
The short run supply curve shows quantities supplied by the industry varies as the market price varies (firms in industry are the same and the production costs are held constant).
The market s curve is the horizontal summation of the s curve (the quantity that each firm produces at a given price level are added together)
For example if at $10 20 different firms produce 6 units, 120 units will be produced for the market at this price. (Assumes all firms have the same cost structure)
This is in the short run, however, the long run is slightly different. 
If economic profits  are being made the firm has a supernormal rate of return. 
Given the assumption of free entry, other firms will wish to join the market. 
Four things happen: 
1. firms enter (seeking economic profit)
2. market p decreases (more supply), so firm price decreases
3. this process stops when profits = 0 (no further incentive to enter)
4. s stops shifting, so there is no further change in market / firm price.
As a result, the supernormal profits are competed away by entry into the industry
The profits serve as a useful allocative function as it signal to producers that a market is out of balance (consumers are paying to much, firms are making to much)
The exact opposite happens in the case of economic losses (




