Demand:
· Demand describes consumer’s willingness and ability to pay for a particular product/service
· Total revenue earned when the price changes does not influence price elasticity of demand
· If the price of product x falls, the demand for product y will increase (compliments)
· Market demand shows that the sum of demands of all individuals willing and able to buy a particular product/service
· When demand is elastic value for elasticity is less than 1
· An increase in quantity demanded is caused by a decrease of price

Diamond water paradox:
· The idea that what consumers are willing to pay for a particular good depends on the marginal benefit
· Diamond water paradox shows marginal benefit rather than total benefit to determine what people are willing to pay 

Factors influencing purchases:
· For an inferior product/service, an increase in consumer income will lead to a decrease in demand
· What you can afford refers to time and money
· How badly you want a product and related alternatives determine how much you are willing to give up for your preferred choice 

Sunk costs:
· Are not part of opportunity costs 
· Example of a sunk cost: costs of hedges and flowers
· Do not influence smart choices 
· Accounting costs represents sunk and future costs

Elasticity of supply:
· Knowledge of the price elasticity of supply for an item allows accurate projections of future outputs and prices
· Products/services in which inputs are readily available have a more elastic supply 
· A factor affecting price elasticity of supply is the length of time at the producer’s disposal.

Marginal costs: 
· When the price of a product/service rises, this creates incentives for the quantity supplied to increase—higher marginal opportunity costs
· Businesses must pay higher prices to obtain more labor because the marginal cost of workers time increases with more hours 
· If marginal cost of your time increases then you must give up the least valuable time first
· If marginal cost is greater then marginal revenue reducing production by an addition unit will increase profits 
· Many businesses face increasing marginal costs because a business may have to shift to more expensive sources of inputs in order to increase output

Marginal revenue:
· Is less than the price for price-making firms in market structures other then extreme competition
· Is the revenue you get from seller one more unit of your product/service 
· Equals the price for price-taking firms in extreme competition
· If marginal revenue is equal to marginal cost producing an additional unit will decrease profits
· The quantity decision is: produce all quantities for which marginal revenue is greater than marginal cost

Smart choices:
· Sunk costs do not influence smart choices
· The difference between smart supply choices and smart demand choices are marginal costs is the opportunity cost of time 
· Smart business decisions depend on economic profits 
· Successful businesses adopt competitors’’ successful techniques and innovations 
· Smart decisions include considering marginal costs

Costs and Profits:
· Implicit costs incurred by a firm are the firm’s opportunity costs
· If you use your own money to start a business, the interest you could have earned is an implicit cost
· Accounting profits: economic profits + implicit costs
· A business owner should leave the industry when additional benefits are less than additional opportunity costs
· The compensation for business owner’s time and money make up normal profits 
· The recipe of pricing for profits is easiest to follow when marginal revenues and marginal costs are estimated and then the price is set. The price is set so that you sell all quantities for which marginal revenue is greater than marginal cost
· Marginal social costs are the sum of marginal private costs and marginal external costs 
· Assume that consumers consider only the private costs of driving gas-powered cars. They will drive too much, and use up more economic resources than if they had to cover all the costs 

Monopolies:
· A monopolist is defined as the only seller of a product/service for which no close substitute is available 
· In a monopoly sellers can influence the market price 
· Economies of scale can lead to a monopoly because when the business increases output it can lower the cost per unit, and charge a lower price, driving smaller firms out of business
· In the market structure of a monopoly there are entry barriers
· A monopoly has the highest barrier to entry
· A firm can be the only supplier of a product/service and still not be considered a monopoly is there are very close substitutes   
· In a monopoly, sellers are price makers 

Natural monopolies:
· Natural monopolies have high fixed prices
· Natural monopolies occur when one business can supply the entire market at a lower cost than 2 or more businesses
· A nature monopoly typically has economies of scale 
· Natural monopolies are ‘natural’ because technology has inherent economies of scale that can be efficiently exploited by only a single seller
· Natural monopolies create a challenge for policy makers because they want to avoid the inefficiencies of restricted output and higher price  
· When regulating a natural monopoly, incentives are created for managers of the regulated business to exaggerate their reported costs

Barriers:
· Barriers to entry enable monopolists to earn economic profits in the long run
· Assuming there are no entry barriers, when there are economic profits, new competitors will enter the market causing the price and profits to fall
· Extreme competition has the lowest barrier to entry
· Monopolistic competition has no barriers to entry, many sellers of the product, and pricing power 

Market structure:
· Market structure depends on the nature and degree of competition within an industry
· Extreme competition is the only market structure without pricing power 
· In the market structure of extreme competition market power is low and the elasticity of demand is high
· Characteristics of a market such as the availability of substitutes describes market structure 
· In the market structure of extreme competition, the firm is a price taker
· Trade-offs to deal with market failure involve evaluating whether the government outcome is better or worse than the market failure outcome
Competition:
· In the case of extreme competition, the seller is said to be a price taker because it takes the price given by the market
· Business competition includes improving quality 
· The seller in extreme competition cannot influence the market price because his/her production is too small to affect the market
· In extreme competition, sellers produce identical products 
· Creative destruction is responsible for the movement of jobs offshore 

Price discrimination:
· When a business practices price discrimination revenues increase from both the high and low elasticity group
· Price discrimination is possible when groups have different demand elasticities
· Businesses practice price discrimination in order to increase a business’s total profits
· A price discriminating business will charge a higher price in the market where the demand for the product is less elastic

Price-makers:
· When a firm is a price maker, marginal revenue is less than the price
· When a firm is a price maker, the firm will sell less when it raises its price

Laws and rules:
· Law of demand states a rise in price results in a decrease in demand
· According to the one-price rule products easily resold tend to have a single price in the market
· In Nash equilibrium all players are maximizing their payoffs given the current behavior of the other players 
· The prisoner’s dilemma shows that the players would be better off if they cooperated 
· Game theory is a tool for understanding how players make decisions, taking into account what they expect rivals to do 
· The 1986 Competition Act includes mergers as a civil offence
· Anti-combine, or anti-trust laws make it illegal for businesses to communicate about fixing prices 

Government regulations:
· According to the public-interest view of government regulation, government regulations act to eliminate waste, achieve efficiency, and promote the public interest
· According to the capture view of government regulation, industry interests subvert the regulatory process to their own advantage 
· The two major policies that governments around the world use to deal with the challenge of natural monopolies are public ownership and regulation
· The evidence regarding the success of government regulation depends on which regulated industry we examine
· Regulations are designed to prevent businesses from compromising worker safety are called workplace safety standards
· Government-appointed boards or tribunals have considerable leeway in forming specific regulations
· Those in favor of regulation of products/services argue that there are certain products that average consumer is simply not capable of evaluating
· Those opposed to regulation of products/services argue that there are far too many products/services for government to be able to monitor them all 

Cartels:
· Caveat emptor means let the buyer beware
· Cartels transfer money from consumers to business profits
· A group of firms that try to work together to earn monopoly profits is called a cartel

Externalities:
· A situation in which a benefit or a cost associated with an economic activity is experienced by a third party is called an externality 
· When there are negative externalities, social marginal costs are greater than private marginal costs
· When there are negative externalities, a method of forcing a company to internalize the total cost of production is to impose a tax on the company to reduce production
· Consider the market for gas-fueled cars, which creates a negative externality. In this case, the market quantity would be more than the smart choice for society 
· Externalities can be corrected, and the market outcome will be the same as the socially best outcome if individuals are faced with the private and external costs of their actions when making decisions
· Whenever there is a positive externality the market will produce too little of the product/service
· A subsidy is sometimes used by the government to correct the problems associated with positive externalities 
· In order to internalize the externality due to pollution, the government should impose a tax based on the economic damage associated with pollution
· Example of an externality: a car driving through a quiet neighborhood with loud stereo speakers
· NOT a way to correct an externality: making the social marginal costs higher than the private marginal costs  




Everything else:
· When social benefits are greater than private benefits there are positive externalities
· One characteristic of a public good is that it can be consumed simultaneously by many individuals 
· In the absence of government, public goods are likely to be underprovided
· Police protection has all the characteristics of a public good 
· The free-rider problem exists because non-payers cannot be excluded from consuming a product/service 
· Watching public television, but not giving any money to the station’s annual telethon is an example of the free-rider problem
· The primary advantage of the cap-and-trade system is that it gives businesses a choice of reducing pollution themselves or buying permits for pollution
· [bookmark: _GoBack]The common objection to the cap-and-trade system is that it gives businesses the right to pollute 
· Example of a private benefit: the warmth of a newly purchased coat
· Public services are paid for by tax revenues 
· Public provision is an alternative when positive externalities are widespread and important for citizens
· Economically speaking, the ‘efficient’ level of pollution is at a point which marginal benefits from pollution control are equal to the marginal costs of pollution control 
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