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Chapter 1 – Ten Principles of Economics
· Economics

· Scarcity 

· Efficiency

· Equity

· Opportunity Cost

· Margins and Incentives 

· Market Economy

· Property rights

· Market failure

· Externality

· Market power

· Productivity

· Inflation

· Business cycle

Chapter 2 – Thinking Like an Economist
· The Economist as a Scientist

· Scientific Method

· Role of Assumptions

· Economic Models

· Circular-Flow Diagram

· Two sectors of the economy 

· Households and firms

· Two markets 

· Goods market and factor market

· Households 

· Buyers in the goods market

· Sellers in the factor market

· Firms

· Buyers in the factor market

· Sellers in the goods market

· Inner and Outer Flows

· Inner flow- represents real flows (inputs and outputs)

· Outer flow – represents the flow of dollars

· Production Possibilities Frontier 
· Definition

· Economic Resources

· Land

· Labour 

· Capital

· Entrepreneurship

· Characteristics of the PPF
· Downward sloping

· Attainable versus unattainable points

· Efficient versus inefficient points

· Slope represents opportunity cost

· There are many possible attainable points

· Constant Opportunity Costs

· PPF is a straight line

· Increasing Opportunity Costs

· PPF is concave or bowed outward from the origin

· Economic Growth

· PPF shifts outward

· Microeconomics and Macroeconomics

· Positive versus Normative Statements
· Appendix

· Slope

· Cause and Effect

· Omitted Variables

· Reverse Causality

Chapter 3 – Interdependence and the Gains from Trade

· Absolute advantage
· Comparative advantage

· Opportunity Cost

Chapter 4 – The Market Forces of Supply and Demand

· Definition

· Market –

· Competitive Market

Demand

· Quantity demanded

· Represented by a movement along the demand curve

· Distinguish between an increase and a decrease in quantity demanded

· Law of Demand

· Demand Schedule

· Demand Curve

· Market Demand versus Individual Demand

· Shifts in the Demand Curve

· Increase in Demand 

· demand curve shifts right

· Decrease in Demand 

· demand curve shifts left

· Factors that Shift the Demand Curve

· Income

· Normal Good

· Inferior Good

· Prices of Related Goods

· Substitutes

· Complements

· Tastes

· Expectations

· Number of Buyers

Supply

· Quantity supplied

· Represented by a movement along the supply curve

· Distinguish between an increase and a decrease in quantity supplied

· Law of Supply

· Supply Schedule

· Supply Curve

· Market Supply versus Individual Supply

· Shifts in the Supply Curve

· Increase in Supply 

· supply curve shifts right

· Decrease in Supply

· supply curve shifts left

· Factors that Shift the Supply Curve

· Input prices

· Technology

· Expectations

· Number of Sellers

Equilibrium

· Shortage

· Surplus

Law of Supply and Demand

Chapter 5:  Elasticity and Its Application

· Elasticity
· Price elasticity of demand

· Determinants of price elasticity of demand

· Availability of close substitutes

· Necessities versus luxuries

· Definition of the market

· Broadly defined market

· Narrowly defined market

Computing the Price Elasticity of Demand
Formula for the Midpoint Method:

o Price elasticity of demand =
(Q2 – Q1)/ [(Q1 + Q2)/2]






(P2 – P1)/ [(P1 + P2)/2]

*Formula gives a negative value, but by convention, treat elasticity as a positive number

*Formula in the text p. 98 divides (Q2-Q1) by [(Q2 + Q1/2] and (P2 – P1) by [(P2 + P1)/2]

*This should not create any problems getting the right answer

· Perfectly Inelastic Demand

· Demand curve is vertical

· Price elasticity of demand equals zero

· Perfectly Elastic Demand

· Demand curve is horizontal
· Price elasticity of demand equals infinity
· Elastic Demand

· Demand curve is flat

· Price elasticity of demand is greater than one

· Inelastic Demand

· Demand curve is steep

· Price elasticity of demand is less than one

· Unit Elastic Demand

· Price elasticity of demand is equal to one

Total Revenue and the Price Elasticity of Demand

· Total revenue = Price (P) x Quantity (Q) or P x Q

· See Figure 5.3 page 102 and Figure 5.4 page 103 for relation between price elasticity of demand and total revenue

· See also the two tables below:

· If price increases the percent change in price (%(P) is positive and the percent change in quantity (%(Q) is negative

	Elasticity
	%(P and %(Q
	Total Revenue

	< 1  

inelastic
	%(P > %(Q
	TR increases

	> 1

elastic
	%(P < %(Q
	TR falls

	= 1

unit elastic
	%(P =  %(Q
	TR does not

change


· If price decreases the percent change in price (%(P) is negative and the percent change in quantity (%(Q) is positive
	Elasticity
	%(P and %(Q
	Total Revenue

	< 1  

inelastic
	%(P > %(Q
	TR decreases

	> 1

elastic
	%(P < %(Q
	TR rises

	= 1

unit elastic
	%(P =  %(Q
	TR does not

change


Other Demand Elasticities
o Income Elasticity of Demand

o Cross Price Elasticity

The Elasticity of Supply

o Time:  key determinant of elasticity supply

Computing the Price Elasticity of Supply

o Price elasticity of supply =
(Q2 – Q1)/ [(Q1 + Q2)/2]






(P2 – P1)/ [(P1 + P2)/2]

· Perfectly Inelastic Supply

· Supply curve is vertical

· Price elasticity of supply equals zero
· Perfectly Elastic Supply

· Supply curve is horizontal
· Price elasticity of supply equals infinity
· Elastic Supply

· Supply curve is flat

· Price elasticity of supply is greater than one

· Inelastic Supply

· Supply curve is steep

· Price elasticity of supply is less than one

· Unit Elastic Supply

· Price elasticity of supply is equal to one

Chapter 6:  Supply, Demand and Government Policies

· Price ceiling

· Price floor

· Taxes

· How Taxes on Buyers Affect Market Outcomes (See Figure 6.6 p. 134 text)

· How Taxes on Sellers Affect Market Outcomes (See Figure 6.7 p. 135 text)

· Elasticity and Tax Incidence

Chapter 7:  Supply and Demand II:  Markets and Welfare

· Welfare Economics

· Willingness to Pay

· Consumer Surplus 

· Producer Surplus

· Efficiency

· Equity

Chapter 8:  The Costs of Taxation

· Deadweight Loss of Taxation

· Deadweight Losses and the Gains from Trade

· Determinants of Deadweight loss

· Elasticity of Demand

· Elasticity of Supply

· Deadweight Loss and Tax Revenue as Taxes Vary

· The Laffer Curve

Chapter 9:  International Trade

· Equilibrium Without Trade

· World Price

· Winners and Losers from Trade

· Gains and Losses of an Exporting Country

· Gains and Losses of an Importing Country

· Effects of a Tariff

· Import Quotas

· Benefits of International Trade
· Arguments for Restricting Trade

Chapter 10:  Externalities

· Externality – Definition

· Externalities and Market Inefficiency

· Negative Externalities

· Positive  Externalities

· Internalizing an Externality

· Public Policies Toward Externalities

· Corrective taxes

· Private Solutions To Externalities

· Coase Theorem

· Transaction Costs
Chapter 11:  Public Goods and Common Resources

· Public Goods – Definition
· Excludability
· Rival in Consumption
· Private Goods
· Common Resources
· Examples of Common Resources

· Freer rider
· Cost-benefit analysis
· Tragedy of the Commons
Chapter 13:  The Costs of Production

· Total Revenue (for a firm)

· Total Cost

· Profit

· Explicit Costs

· Implicit Costs

· Economic Profit

· Accounting Profit

· Production Function

· Marginal Product

· Diminishing Marginal Product

· Total Costs

· Total Fixed Costs

· Total Variable Costs

· Average Total Cost
· Average Fixed Cost

· Average Variable Cost

· Marginal Cost

· Efficient Scale
Graphs of Cost Curves

· Total variable cost curve rises as output increases

· Total cost curve slopes upwards because total costs rise when total variable costs rise

· Total fixed costs are the same regardless of the level of production

· Distance between the total cost and total variable cost curves is total fixed cost

Average Total Cost 

· U – shaped

· Reasons:

· Average total cost falls as output rises because of falling average fixed costs

· Average total cost rises as output rises because of diminishing marginal product

Average Variable Cost 
· U – shaped
· Reason: diminishing marginal product

Average Fixed Cost 

· Slopes downward as output rises
· Reason:  the firm is spreading its fixed costs over a great amount of output

Marginal Cost 

· Slope of the total cost curve

· Know the relation between product and cost curves

· Know the relation between Average Total Cost and Marginal Cost

Long Run

Long Run Average Cost Curve 

· Economies of Scale 

· Also called Increasing Returns to Scale

· Occurs when long-run average total cost falls as the quantity of output increases

· Diseconomies of Scale  

· Also called Decreasing Returns to Scale

· Occurs when long-run average total cost rises as the quantity of output increases
· Constant Returns to Scale

· Occurs when long-run average total cost stays the same as the quantity of output

changes
Chapter 14:  Firms in Competitive Markets

· Competitive Market

· Average Revenue

· Marginal Revenue
· Sunk Cost
· Profit Maximization for the Perfectly Competitive Firm

· Occurs when:

· MC = MR 

· Difference between TR and TC is greatest

· Perfectly Competitive Firm’s Short-Run Supply Curve

· That part of the marginal cost curve above the minimum point of the average


variable cost curve

· Understand why a perfectly competitive firm can operate at a loss in the 


short run

· Understand the shut-down point for a firm in perfect competition occurs where


P = AVC
· Long Run:  Market Supply with Entry and Exit

· Understand Why Competitive Firms Stay in Business if They Make Zero Economic Profit
· A Shift in Demand in the Short Run and Long Run

Chapter 15:  Monopoly
· Monopoly

· Natural Monopoly

· Monopoly versus Competition

· A Monopolist’s Revenue

· Output Effect
· Price Effect
· Profit Maximization
· To maximize profits, a monopolist will produce where:

· TR - TC is at a maximum

· MR = MC 

· Does the monopolist make a profit?

· Depends on the price (AR) and the ATC

· P > ATC

· Monopolist makes an economic profit

· P < ATC

· Monopolist makes losses

· P = ATC

· Monopolist makes 0 economic profits

· Understand the equation (P – ATC) * Q

· Welfare Cost of Monopoly

· Deadweight Loss

· Price Discrimination

· Charging different customers different prices for the same product/service

· Examples:

· Charging seniors and students a lower price for haircuts than adults

· Public Policy Toward Monopolies
· Regulation
Chapter 16:  Monopolistic Competition
· Oligopoly- Definition

· Monopolistic Competition - Definition

· Examples of monopolistically competitive firms 

· Pizza producers, 

· Running shoes

· Fast Food Industry

· The Monopolistically Competitive Firm in the Short Run

· Long-Run Equilibrium

· Price and Output for Monopolistic Competition

· Same as for a monopoly

· Demand curve is downward sloping because of product differentiation

· In the long run if there are economic profits, new firms will enter the industry

· Each existing firm will therefore see their share of the market decline

· Monopolistic Versus Perfect Competition

· Capacity

· Firm’s capacity output occurs when average total cost is at its minimum

· Excess Capacity

· Occurs when firms produce below (to the left) of the minimum point of the average total cost curve

· Recall:  minimum point of average total cost curve is known as efficient scale 
· Markup over Marginal Cost

· Advertising

· Brand Names

Chapter 17:  Oligopoly
· Definition:

· A few large firms dominate the industry

· Interact strategically

· Considerable variety

· Examples:

· Cigarette Industry

· Battery Industry

· Cereal Industry

· Soft drink Industry

· Duopoly

· Collusion

· Cartel

· Nash Equilibrium

· Prisonners’ dilemma

· Dominant Strategy

· Public Policy Toward Oligopolies

· Controversies over Competition Policy

· Resale Price Maintenance

· Tying

Chapter 21:  The Theory of Consumer Choice
· Budget Constrain

· Indifference Curve

· Marginal Rate of Technical Substitution

· Perfect Substitutes

· Perfect Complements

· Normal Good

· Inferior Good

· Income Effect

· Substitution Effect

· Giffen Good

