Chapter 1:

Two Big Economic Questions: 
· How do choices end up determining what, how, and for whom goods and services get produced?
· When do choices made in the pursuit of self-interest also promote the social interest?
-Demand Drives production decisions 
How:
We talk about 4 types of inputs, factors of productions: 
·  Land
·  Labor – you work you’re the laborers 
·  Capital – includes two things – physical capital (hammers, nails, buildings) and human capital (the quality of labor, different quality aspects to them
·  Entrepreneurship – the bosses (own/run companies) and could also be a worker 

From Whom:
Who gets the goods and services depends on the incomes that people earn.
·  Land earns rent.                          *rent, wages, interest, profit all just “names” 
·  Labour earns wages. 
·  Capital earns interest.
·  Entrepreneurship earns profit.
What gets produced, how, and for whom…. Big question, self interest vs. social interest (drives government policy) 

Self-Interest vs. Social Interest:
Self:
-Cost can justify purchase of goods for individuals 
-irrational to buy something if cost is more than the benefit of it 
-Goods give consumers value, connect a price with benefit 
-irrational behavior is when you do something that is against your self interest 
-net benefit that you compare to the cost – people can fool themselves and behave irrationally (smoking cigarettes) 
-Rational choice would say someone would never produce something that would be bad 
-Benefit is the revenue 
Social:
-Flu shot example, rational for individual but also for social, others benefit as class wouldn’t get flu as well – effects everyone from the consumption of one individual 
-Smoke example, benefit of smoking is self interest minus the determent of smoking in a class and all us hate it, third parties neither produce nor consume but effected by the good 
-Societies costs are often different then self interest costs 
-In special cases, both match up and net benefits in society will be maximized – they align with each other and best for one is best for both (no third parties involved) 
-When third parties involved, being ignored is extra determents on society, social benefits are different from individual benefits 
*Self not always align with social 
-Choices that are best for society as a whole are said to be in the social interest.
Social interest has two dimensions:
· Efficiency
· Equity (Fairness) 

Efficiency: 
-Efficiency is achieved when the available resources are used to produce goods and services:
1. At the lowest possible price and
2. In quantities that give the greatest possible benefit.
-Equity is fairness, but economists have a variety of views about what is fair.
-When self doesn’t align with social, then gov’t intervene and coax society there though, can improve social benefit  (ex. Person don’t want to go to school because doesn’t believe cost and self interest)
-Incentives change consumer choices – gov’t can change your self interest by incentives 
-Taxes are penalties but they are also incentives 
-Can choices made in self-interest promote the social interest? Not always and when they don’t…

The Economic Way of Thinking
Six key ideas define the economic way of thinking:
·  A choice is a tradeoff.
·  People make rational choices by comparing benefits and costs.
·  Benefit is what you gain from something.
·  Cost is what you must give up to get something.
·  Most choices are “how-much” choices made at the margin.
·  Choices respond to incentives.
Marginal = decision one at a a time, marginal enjoyment typically falls the more you have 
-level of enjoyment as you progress, water in desert example, water first class, lots of enjoyment, but then as your drinking progresses the satisfaction decreases from the second glass of water 
-value is different – everyone has different marginal benefit, but eventually marginally benefit falls until marginal benefit is same or less than marginal cost  

Benefit: What you Gain
The benefit of something is the gain or pleasure that it brings and is determined by preferences
Preferences are what a person likes and dislikes and the intensity of those feelings.

Cost: What you Must Give Up
The opportunity cost of something is the highest-valued alternative that must be given up to get it. 
-this involves not only money but also time 
*choices are always made at the margin, this is where we get marginal benefit and marginal cost 

Economics: A Social Science and Policy Tool:
Economist as Social Scientist
Economists distinguish between two types of statement:
·  What is—positive statements (fact)
·  What ought to be—normative statements (subjective, words such as should, better off – subjective decision, better off can be different to different people) 

Economic Models: 
An economic model is a description of some aspect of the economic world that includes only those features that are needed for the purpose at hand. 
   -test models, when you go ahead, you know what you expect to happen 
   -models have to be good, able to predict events
   -economic models are simplifications of reality – can’t be too complex, take too long to derive 
A model is tested by comparing its predictions with the facts.
But testing an economic model is difficult, so economists also use
·  Natural experiments
·  Statistical investigations
·  Economic experiments – a controlled natural experiment
  -Ex. City Map – ignoring all little details because only want to get from point A to B 
  - How build model? How will price effect consumption? Many things are changing all at once.    We derive a relationship and a demand curve, when deriving models, we use ceteris paribus – try and hold everything else constant but change only certain things 
-many ways available to build models 

Economist as Policy Adviser
Economics is a toolkit for advising governments and businesses and for making personal decisions.
All the policy questions on which economists provide advice involve a blend of the positive and the normative.











Chapter 2:


PPF is considered when there is a fixed about of resources and a certain technology in producing the goods. If we have more resources, and put more recourses put into good y or good x, then more of x and y can produced and there is a tradeoff yet again. We trace out a new PPF.  
You can also have a new PPF but with new technology (ex. Typewriter – type of 5 pages with typewriter in a day but now with computers with 15 pages).  Produce more goods of x or y – parallel shift out or not depends on the development of the technology.  

Economic Growth 
The expansion of production possibilities—and increase in the standard of living—is called economic growth.
Two key factors influence economic growth:
·  Technological change
·  Capital accumulation
Technological change is the development of new goods and of better ways of producing goods and services.
Capital accumulation is the growth of capital resources, which includes human capital.

*Example – look at labor and capital and start with a fixed amount of them and change axis on graph (x is consumption goods; y is capital goods).  What if build up capital goods? If producing certain amount of consumption goods and want to produce more capital goods, take away more consumption goods so you can in the future, you can build up capital stock. 

The Cost of Economic Growth
To use resources in research and development and to produce new capital, we must decrease our production of consumption goods and services.
So economic growth is not free.
The opportunity cost of economic growth is less current consumption.
having more capital allows PPF to shift out
ex. Pizza ovens can’t be used to produce pizza ovens, so only input would be labour and you don’t change – depends with situation and example, in profs example, vertical axis can increase
Economic growth allows you to consume more goods 








Chapter 3: Supply and Demand 
*everything in dollars this chapter

Markets and Prices: 
A market is any arrangement that enables buyers and sellers to get information and do business with each other.
A competitive market is a market that has many buyers and many sellers so no single buyer or seller can influence the price.
The money price of a good is the amount of money needed to buy it.
The relative price of a good—the ratio of its money price to the money price of the next best alternative good—is its opportunity cost.

Two different prices, money price & relative price. Relative price of x is the price of x divided by price of y. If price of x is 2, price of y is 1, if change in x is 1 dollar, to buy an additional price of x, you have to give up to units of y (actually an opportunity cost). Price x /price y is change in y / change in x.  In this example, relative price is 2/1 = 2. 

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

 curves can be read both horizontally and vertically 
 you will never demand or buy something if you don’t want it. This is rational choice, an individual will always spend money on things that will make them better off. You have to afford it for it to be demand, wants are different than demands, you are restricted to what is affordable for you. You will buy the things that give you the greatest enjoyment (rational). Firms make themselves the best off as possible – so they maximize profits.  
 Quantity demanded is influenced by something in the market – the price (it is an incentive). Price will influence your choice to consume.  
 everything is based on a given time period (graphs on daily, annual, monthly)







The Law of Demand
The law of demand states:
Other things remaining the same, the higher the price of a good, the smaller is the quantity demanded; and
the lower the price of a good, the larger is the quantity demanded. 
The law of demand results from 
·  Substitution effect
·  Income effect
If price rises, quantity demanded of the good will fall – applies to consumers and consumers as a group in the market. Teenagers are particularly effected by price.  Price is an incentive, can be a reward in lower price, can be punishment/cost in higher price. 
If you have a reduction in price, your quantity demand would increase typically. Two things that regard increase in quantity demand.  1 is the substitution and 2 is income. They act together.  Ex. Students spend a lot of money on Kraft dinner and toilet paper, price of toilet paper falls, you stock up, and you buy less Kraft dinner this month. This is the substitution effect.  Buy a little but more of one good and a little bit less of other. Another thing happens that contributes, when the price of one of the goods of the basket of goods you spend your money on has fallen, suppose you have $50, you feel richer because the purchasing power of your money is heightened and you can now buy more goods.  You can now buy same number of goods but have extra money left, your absolute money amount is constant but your purchasing power has risen – income effect. These work simultaneously together.  Both effects work for increase in demand. 

Substitution Effect
When the price of a good or service rises relative to other prices (that is, when its opportunity cost rises), people seek substitutes for it, so the quantity demanded of the good or service decreases.

Income Effect
When the price of a good or service rises relative to income (that is, when the purchasing power of income falls), people cannot afford all the things they previously bought, so the quantity demanded of the good or service decreases.


Demand Curve and Demand Schedule
The term demand refers to the entire relationship between the price of the good and quantity demanded of the good.
A demand curve shows the relationship between the quantity demanded of a good and its price when all other influences on consumers’ planned purchases remain the same.

 ex. Marginal benefit now in terms of dollars. An individual has a willingness to pay (WTP). A rational individual never pay more than the marginal benefit you get. Marginal benefit is maximum willingness to pay curve.  Price to a consumer is the marginal cost of each unit. Net benefit for first price, rational to buy and irrational not to buy. Should buy up until the point where the cost curve is about the max WTP curve. The WTP curve, marginal benefit, and demand curve all the same curve. 

 Two ways to read a demand curve – horizontally or vertically (max WTP and marginal benefit).  

A Change in Demand
When some influence on buying plans other than the price of the good changes, there is a change in demand for that good. 
The quantity of the good that people plan to buy changes at each and every price, so there is a new demand curve.
When demand increases, the demand curve shifts rightward.
When demand decreases, the demand curve shifts leftward.

 be careful of two terms used in economics – quantity demanded and demand OR change in quantity demanded and change in demand.  When moving up and down demand curve, any change in the quantity (suppose went down curve and price went down).  Originally demanding certain amount then with price decrease demanding more.  This is the change and increase in quantity demanded.  NOW look at shifts in the demand curve, your demand shift left is decrease, demand shift right is increase. (ex. Price of cream cheese rises and price of bagels doesn’t change, quantity demanded will go down for cream cheese and consumption of bagels will go down. Even though price of bagels haven’t changed, for some reason, demand is different – demand is influenced by other variables and graphs shift – this is called changes in demand which are shifts in the demand curve).  

Six main factors that change demand are
·  The prices of related goods
 (compliments, law of demand example, bagel and cream cheese, increase price of cream cheese price of bagels constant, quantity demanded cream cheese falls and degrease demand for bagels and demand for bagels curve shift left) 
Substitutes. Ex, Increase price of coke, by law of demand, quantity demand of coke decreases.  Demand of Pepsi increases no matter the price of Pepsi.  Buys more Pepsi and less coke. One involves shift in demand curve or change in demand and other changes other way. 
·  Expected future prices (expect price tomorrow to be higher, more gas bought today at the same price – demand curve shift rightward, expect price to be lower on boxing day than Christmas – less demanded than normal and hold off until price is lower) 
·  Income (grandfather and inheritance, get extra money, more money more goods and more spending, for any given price you will buy more) 
·  Expected future income and credit (expected huge bonus and income higher in future, prespend now – demand for anything can be higher than would have been becaysw qhat is expected in furture) 
·  Population (increase in population can shift demand right, decrease in population shift demand left)
·  Preferences (something convinced you to quit smoking, preferences influenced by fad – demand higher than what it would have been) 

Supply: 
If a firm supplies a good or service, then the firm
1. Has the resources and the technology to produce it,
2. Can profit from producing it, and
3. Has made a definite plan to produce and sell it.
Resources and technology determine what it is possible to produce. Supply reflects a decision about which technologically feasible items to produce.
The quantity supplied of a good or service is the amount that producers plan to sell during a given time period at a particular price.

 Marginal Cost curve – minimum willingness to receive curve.  Y is $, X is quantity. Increasing straight line. Marginal cost for the first unit is 1, and the $ is 10.  Suppose that price gets determined somehow and is constant and doesn’t change. Rational choice on the part of producers say producers will always try and make themselves better off. Marginal benefit to the producer is the price. But the first unit is only 10 to produce so they make a profit, They will produce until the extra benefit (selling it ) is less than the cost to produce it.  If you get a higher price, units that never used to be profitable are now profitable. 

The Law of Supply
The law of supply states: 
Other things remaining the same, the higher the price of a good, the greater is the quantity supplied; and
the lower the price of a good, the smaller is the quantity supplied. 
The law of supply results from the general tendency for the marginal cost of producing a good or service to increase as the quantity produced increases (Chapter 2, page 33). 
Producers are willing to supply a good only if they can at least cover their marginal cost of production.

A Change in Supply
When some influence on selling plans other than the price of the good changes, there is a change in supply of that good. 
The quantity of the good that producers plan to sell changes at each and every price, so there is a new supply curve.
When supply increases, the supply curve shifts rightward.
When supply decreases, the supply curve shifts leftward.
 



The five main factors that change supply of a good are
· The prices of factors of production
· The prices of related goods produced 
· Expected future prices 
· The number of suppliers
· Technology
· State of nature

 marginal cost curve shifts vertically upward and the supply curve shifts leftward mean the same thing 
 prices of related goods produced (related good, you can either produce one or the other), (beef and hides COMPLIMENTS in production as they tend to get produced together, you simultaneously get both) 
*MOVEMENTS ALONG A CURE ONLY HAPPEN WHEN PRICE OF A PRODUCT CHANGES 
 expected future prices, the higher the future price, the less today will be supplied 
The number of suppliers – at a given price, the suppliers will supply a certain amount, supply curve will now be further to the right (This is the same if the opposite way) *note here the price is not effected (we’re not moving up and down) 
Technology – technology increases productivity and brings the cost down – to produce a certain amount – shift downward because shift lower if vertically – or supply curve shifts rightward if horizontally 
state of nature – something is effecting the entire curve – poor growing conditions it shifts leftward or shifts upward, for a given price, less will be supplied 
*movement and shifts regard different things 

Market Equilibrium: 
 when price of a good changes, you are moving along a curve not shifting the curve (Adam Smith’s invisible hand) 

***ON EXAMS DRAW DIAGRAMS – YOUR “SECRET CHEAT CHEAT”,  you need to know not just memorize 

Increase in Both Demand and Supply
1. For sure for sure quantity rises but the cost is unkown – the degree to which demand shifted is the same to whih supply shifted – the amount exchanged in the market is higher but the price remains at an equilibrium 
Decrease in Demand and Increase in Supply
-one increase quantity one decrease , price will change but quantity stay same 






Chapter 4: Elasticity 


Price Elasticity: 
 can explain proportion and percentage changes and how effects total revenue  
 degree to which price changes depends on steepness of demand 
 demand flat – equilibrium price doesn’t fall as much with the new supply, quantity rises by such a larger degree than price drops so that the total revenue increases, the price fall is much less in proportion to quantity increase 

The price elasticity of demand is a units-free measure of the responsiveness of the quantity demanded of a good to a change in its price when all other influences on buying plans remain the same.

 measure changes based on the original quantities – typically just looking at the absolute change, you have to look at what was actually change based on what price normally originally at, all depends on if a big change or small change – measure responsiveness 
 proportionate change of quantity is always based on the average of the two amounts 
 formula of qdiff/qavg x 100 = percentage change 
 best to do based on original price or the average price between the original and new 
 sign of elasticity naturally negative because of the law of demand , naturally the price drops and demand increases
 law of demand will always be a negative number 
 compare – think of absulte values, but if asked to calculate, it is a negative number because of the law of demand 
 elasticity is actually elasticity at a point, but to calculate responsibness you have to move from above point to below point , but it is actually midpoint that is the elasticity 
 units free measure – whatever you change it by the proportion will still remain the same , no matter how you measure you’ll get the same answer 
****ELASTICITY AND SLOPE ARE NOT THE SAME THING*******

 The bigger the number the more elasticity the demand, the more responsive (greater than 1) 
 The smaller the number the less responsive it is 

Inelastic and Elastic Demand 
Demand can be inelastic, unit elastic, or elastic, and can range from zero to infinity. [E] greater less than equal to zero.  
 when does quantity demanded not change but price rises  (insulin example – demand constant , vertical demand curve) 
 Demand curve vertical = elasticity 0 –perfectly inelastic 
 Demand Horizontal: huge change in demand with a change in demand when price is constant slope, elasticity is infinite – demand is perfectly elastic to price changes 
 Special kind of demand curve – unit elastic = 1
Elasticity Along a Linear Demand Curve
 elasticity changes at every single point - further that you move down , find that in absolute terms less than one and get smaller and smaller – further you move up – find that elasticity increases 

EXAMPLE:  moving down curve proportionate change in Q gets smaller, P gets larger – regarding formulate you can see what happens to elasticity 
· Absolute elasticity half way down the curve is one 
*Different between proportionate changes and absolute changes (one unit changes are different)

Total Revenue and Elasticity
Ex. Veggie price rising – less being dumped onto market and because of the price of the dollar compared to the US – supply curve moving up if read vertically or leftward if horizontally 
 farmers happy or sad? Put in same cost into crops but price increased  TR = PQ
If they’re sad, total revenue is falling, if happier, TR are rising.  Whether TR rises or not depends on elasticity 
*arrows represent proportionate change
 with agriculture we typically function on the lower end of the demand curve 

The Factors That Influence the Elasticity of Demand
Example Da and Db – why is it that one is more responsive than the other one? 
 why some good more responsive than others ?
toiler apaer and kraft dinner – substitution effect and income effect 
p toilet paper decrease and q toiler paper increases

The Factors That Influence the Elasticity of Demand
The elasticity of demand for a good depends on:
· The closeness of substitutes
· The proportion of income spent on the good
· The time elapsed since a price change
 consumers demand sometimes doesn’t change but they discover substitutes 

Cross Price elasticity of demand
If good x and good y are substitutes (pepsi and coke) 
· a substitute is positive.
· a complement is negative.
Income Elasticity of Demand
Inferior Good ( example hamburgers – can afford better cuts of meat with your income) 
*Supply have a a very very slight upward slope to show responsiveness!!! When elasticity of supply =0



Chapter 5:

 **Efficiency = normative, Equity = normative THEY ARE BOTH NORMATIVE (what we should do in society is what we should do in decision making – we SHOULD do something – society worse or better off – we SHOULD do something about it) 
 Efficiency vs Equity - what we should do, one often comes at the cost of the other 
 What drives private decision making is self-interest, benefits versus costs – rational vs irrational in own self 
- Self interest drives demand and supply in the market – question is is your private decision making in the best interest of society ? You can get difference in self interest versus social interest – damages can be so much more to social than benefit to self 
Scare resources might be allocated by
· Market price
· Command
· Majority rule (ex. Vote in gov’t – through majority rule determines what get done, who does it, and whom payments get to)
· Contest (employer – people most skilled that get the job – people who are hired are the ones perhaps who are most skilled)
· First-come, first-served (ex. Renting out student housing – don’t care who rents it but whoever is first in line gets it) 
· Lottery (whoever is the luckiest gets it )
· Personal characteristics (discrimination between males and females, maybe tall short, color of hair)
· Force (or legal system, you can’t practice medicine in Canada unless you have a license) 
 can have a combination of these working simultaneously 
too far left to right of marginal benefit marginal cost (overproduction or underproduction compared to efficient level) is the deadweight loss – this is one the efficiency curve 
 consumer plus 
market failure is inability of market by itself to maximize net benefits

Market Fair? (Equity) 
Ideas about fairness can be divided into two groups:
· It’s not fair if the result isn’t fair.
· It’s not fair if the rules aren’t fair.
equity is fairness 
gov’t sometimes enter market to provide more fairness into the economy
 fairness is a normative decision; governments can enter markets to make something more fair (ex. Depend how much view fairness, equalizing vs unequal incomes – its their choice and shouldn’t be bothered by it OR no everyone should have equal income OR what more equitable is people have all equal opportunity to earn income) 
not a single definition of fairness 
gov’t toys between the two – efficiency and equity , both are normative, what we actually do is a positive statement, but the statement we should, is often based on equality 
sometimes when try to get equity, efficiency is the cost, and when maximizing net benefits to society and increase efficiency, equity is the trade off  EQUITY EFFICIENCY TRADEOFF 

Utilitarianism is the principle that states that we should strive to achieve “the greatest happiness for the greatest number.”
deciding what is fair, there is no right or wrong answer
ends up saying incomes in society should be completely equal, eliminating the income gap
money might not be equal for individuals (10 dollars for person in wheelchair may not be the same and some other individual – movie example) BUT we talk in this course that everyone is same – same amount of money is the same enjoyment – indirectly we get happiness from money 
 more rich you get, the each additional dollar you get, there’s still a benefit, but the “wow” you get from each additional dollar gets lower- utilitarianism 
 not fair marginal benefit curve on utilitarian perspective – you care about societies happiness – you care about maximum happiness to society 
 what you consider to be fair is societies happiness – don’t care if someone is better or worse off at someone’s expense 
taxes and subsidies – “take money from him and give it to her” 
 total benefits is sum of the marginal benefit – what individual that is rich lost is less than what the poor gained therefore benefit 
typically, equity comes at the cost of efficiency, what drives policy is the equality issue, often have a deadweight loss because of this  the big trade-off – efficiency and equity come at the cost of each other


CUTOFF
















Chapter 6

A price ceiling or price cap is a regulation that makes it illegal to charge a price higher than a specified level.  ex. Rent controls 
naturally price for things want to go higher, the price ceiling prevents from going higher
**FIRST THING YOU NEED TO DECIDE IS IS IT EFFECTIVE 
short side of the market dominates! 
We don’t do search material or black markets** don’t do any questions about these!!!!!!
 what you’ve lost from not going up to equilibrium is the benefits. But if go to that price you have costs
deadweight loss is loss in maximum benefits  underproduction and overproduction leads to a deadweight loss 

Producer Surplus:
often deadweight lost but okay because care about equity over efficiency
Consumer Surplus: 
 some consumers no longer in market because available places are taken off the market by producers 
rent controls effect prices, your consumer surplus or bargain increases – total benefit is still the same but gain additional surplus and those consumers are better off (those who stayed with their units  - landlords worse off 
who’s better off? The people who are still renting – the people live in affordable housing – this is equity – and it can come at the expense of equity
*LOTS OF QUESTIONS ASK – WHERE DEADWEIGHT LOSS, WHAT DOES THE RENT SEALING DO? BINDING OR EFFECTIVE? WHO BENEFITS, WHO COSTS? PINK AREA IN NOTES SHOULD BE PARTS OF GREEN AREA –NEW CONSUMER SURPLUS – IGNORE THE LOSS AND IGNORE THE BLACK MARKETS*

Are Rent Ceilings Fair?
When market demand is high  and supply is low, there is shortage – would rich or poor get this? Who gets it? First in line? gender? Lottery? No guarantee sometimes government policies have unintended consequences such as these 

A Labour Market with a Minimum Wage
Price floor works in opposite way – illegal to trade at a price lower than a specific level 
 min wage to have decent incomes and afford basic needs, price floors binding in unskilled market – in skilled market, naturally wages are much higher than floor – perfectly fine to be above it
 higher wage. More individuals enticed into the market – explains supply curve, opportunity cost as wage rises, more and more people come into the market 
 if have a price floor minimum wage, you don’t have equilibrium anymore – the short side of the market dominates 
weare operating too far to the left and there is a deadweight loss 
 know the transfer of surplus between the different parties in the market 

Price Floor
can either be binding (disrupt equilibrium) or be unaffected – do nothing in the market 
naturally you are going to be at the equilibrium **ON exams, check to see if binding or not 
 minimum wage is price floor- effects UNSKILLED labour market, prvetn wage from falling below a critical level  (min wage for physicians and lawyers etc, but rarely ever close to min wage)
 “no you can’t hae a price fall below that level” 
 there is a surplus of labour being supplied in the market, this is called unemployment.  The people who lucky enough to get jobs, their wages are higher 
 fair for some, not for others 
too far to left, is loss in social net surplus 
 social surplus same as net benefits
transfer or surplus from consumer surplus to producer surplus 
 consider this fair for the people lucky enough to get jobs – typically- not always – big tradeoff, we get fairness at the lost of efficiency  
 don’t ned to knoe about black markets or 

Taxes
 taxes and subsidies in this chapter create deadweight losses, but when there are externalities, these actually eliminate deadweight losses 
 why gov’t tax? Raise revenue? Create inefficiency 
 in reality, taxes levied on the supply side – difference is who is trypically required to put in envolve nd send to govt – PRODUCERS responsibible for this – taxes generally levied on supplu side on gov’t (ignore where levied on the demand side – not rested on this) 
 read vertically – easiest way to do taxes 
 Excerise tax – i.e. 5 dollars per unit of a good 
 act velour tax – i.e. percentage tax (13% of a good) but we focus on excise tax 
tax levied on producers , so if impose tax, producers MC is not X amount more than what it was (x is excise tax) supply curbe with thr tax is a certain amount higher.  
transfers of money do nothing on the social effect – not anything for socities welfare 
 a tax will never ever effect social MPC curve 
 efficiency – look aht ehte social curves 
 efficiency measured my marginal SOCIAl benefit/cost 
 marlet equiliblirm self interest promote max social benefits 
 tax when levied on supply side will makr MPC not equal to MSC, self interrst driven by demand and supply will not be at same interdexfion as efficient level of outcome – the market will not achieve the efficient levele out oupit 
--? Tax never effect MSC 
 no third parties benefiting and what consumers benefit are societies benefits 
 efficient levelalways at intersection of two social curves 
tax crea†ea a gap – market eq driven by private decisions, how much to product is by Stax curve, it ist rh nuew curve that drives the market- so new equilibrium that drives tac
PDtax – Px tax = tax 
 still efficien t output is eqilibirum efficienct 
 by LOD price of consumpt6iton increase
 nautrsllu difference between two units is tax revenye collected by go’t
 part of b lost in deadweight loss 
c is lost in poruter dsuprklus loss 
 unlike third parties we talkda bout , another party possible is government nad thir parties, not part of a lost society, it is a transfer sot echnically what is really lost and not transferred anywhere else is deadweight loss 0 not mathched by an offsetting game anywhere else 0 this is actual deadeight loss 
 in diagram – tax pay is surplus so atual p isn’t that high and not in equlibirum so p naturally fall so a new ew is reacher and from that price you take away tax and there is your in pocket price for producers 
 although consumer pric didn’t increase by full amount, we still collect 3 dollars of tax
 in procket producer prices now lower bty tax constant        ]-..
0 conumr sn poducers bear tax effects – consumer can increase by 2 and producers decrease by n one nd total tax collected is 3 

Tax Incidence and Elasticity of demand 
relative steepness of demand and supply curves determine 
addicted smoker and alcohol – demand curves very inelastic or very very s sin taxes 





















Chapter 8 

A change in Income: 
 tradeoff or slope only depends on prices; slope and tradeoff remains the same, it will shift the income (if increases) parallel outwards, this is opposite if you have a decrease in income (shift parallel inwards) 

Preferences:
which bundle makes the consumer as happy as possible? Preferences depict which bundles inside your affordable sets is best for the consumer to buy 

Utility:
 Utility represents a level of happiness (a number), the bigger the number, the bigger the happiness (individual of utility is utile)
 marginal utility related to marginal benefit – positively related 
total utility and marginal utility, total benefit is close to total utility and marginal benefit is pretty much the same as marginal utility (consider the same until later) 
utility grows as you consume more 
marginal benefit will be positive, but general marginal utility falls, but still positive (glass in desert example) 
marginal calculated between two points, you plot marginal utility between the two points in which its calculated (where problem in study guide and textbook come in – not always consistent with this – sometimes he plots right at the point) 
 even though its falling, its still positive, the slop is decreasing 

Marginal utility per dollar: 
(more useful for use)
extra utility from spending one more dollar on specific good – good mechanism to find optimal way to spend your money 
helps decide where you increase your total happiness 
 
Utility maximizing: 
inside the budget line can never be a choice as not maximizing utility and money 
the best bundle will be the best “bang per buck” where both goods have the same bang per buck – marginal utility per dollar 

Preferences and Indifference Curves
not buying, but what you like more or less or same as other bundles, given these preferences, slap on budget line 
 which point will maximize your happiness? Preferences are individualistic 
 “given these preferences for this individual, what will the bundle will the person buy” they will buy what maximized their happiness and utility 
 generally, to indicate increasing levels of happiness, draw an arrow 
many types of preferences, not always a tradeoff and therefore many different types of curves… 
typically as you have more of one good and less of another, the tradeoff gets smaller and smaller and smaller – as you move down an indifferent curve, still give up but amount of y to gain x, fall and fall and fall – this is not linear

Marginal rate of substitution
 the absolute value – diminishing slope 

Degree of Substitutability
 Different indifference curves for ordinary goods, perfect subsidies, and perfect compliments 
 MU constant for the perfect substitutes (does NOT mean total utility is constant!!!), total utility rising even though MU is constant (the example of fruits – all what you care about is the number and not the combination that makes up that number – you’ll have a downward sloping straight line – both are perfect substitutes) 
Two shoes example, left foot and right foot, pair of shoes is one left and one right shoes, if you have two PAIRS of shoes you have a higher indifference curve, if you have one pair of shoes but gave one extra right shoe, will not make individual better off because they wont use it! Extra right shoe is useless; this goes infinite if you don’t gain another left shoe to complete another pair. This goes the same way with constant right shoe and increasing left shoe




Chapter 10:
moving from demand side of market to the supply side 
rational choice, firms try and make themselves as best as possible and maximize profit (if don’t do this, eliminated or taken over 

Accounting Profit
what most people view profit as – revenue minus costs, total revenue – total costs 
Economic Profit 
 TR – Tc (explicit and implicit) 

Opportunity Cost 
Bought in the market – buy ex materials, thread, buttons, utilities and lights for a design company 
owned by firm – invent in huge machine – robot to build car easily, physical capital asset, really no cost associated with, if depreciation = the cost of the capital, if it doesn’t depreciate there is no cost, additional cost is the depreciation but also the foregone interest in a bank for example with the money used to buy the robot – cost of capital is like an implicit cost –  implicit rental is the depreciation and the foregone interest 
 Supplied by the firm’s owner - one aspect is entrepreneurship (value of time and experience of working) – expected value is x amount, expected return – indirectly pay yourself and you expect to make x amounts.  Owners draw wages during entire year if work and gain profits at the end of the year.  Firms owners supply two different things – entrepreneurship and sometimes also labor.  Sometimes firms hire entrepreneur – expected pay out or worth of them is payout of expected 

Economic depreciation 
 accounting depreciation is a explicit cost that you can deduct from revenue, factored in economic too  
economic depreciation is the market value of truck – actual value, actual value at end of year is less than this is economic depreciation, it is the better measure of actual cost of using something 

Profit
Alone, no indication of accounting profit tells you decision of profit in market – better worst compared?!
BUT the economic tells you this, tells you profit compared to market, tells you how much you make here then elsewhere. Tells us if a firm should go or if it should stay. 

Table in PowerPoint
 explicit costs is the sum of the cost of resources bought in market, anything bought below are implicit costs (giving up the opportunity of doing something), there are still opportunity costs of cost of resources 
implicit is anything from under explicit cost
implicit paying – is the costs of production for cases and using resources (owned by the firm)
what she could have earned elsewhere is the cost of resources supplied by the owner 
when talking about costs, everything on table 
when talking about profits it will be economic profits not accounting profits from now on in this course

The Firm’s Decisions
what determines how much to produce?

The Firm’s Constraints
 you can’t produce an infinite amount of profit 
technology, change in technology without change in number of resources you can produce more of something (Ex. Typewriter)
information, in this course we assume they know everything about the market –no “guess” work, we have none of this in this course 
market constraints, produce products exactly same as produce elsewhere, ex. Maple syrup or weed – homogenous – have to be careful of costs and proximity – you have to be careful about selling your product and price because compared to similarity to other – market niche is your product Is just a little bit different than another, ex. Toothpast crest vs another, price different and higher some will say – depends whether price similar or differentiated

Chapter 11:

In this course, firms will profit maximize, this is not always the case but for this course it is 
 have to make decisions and how much and what is the cheapest way to produce – consider labor, capital equipment etc
we need to define time 

Long Run and Short Run
Labor in this course is the quickest factor of production 
Capital is long term – takes more time
Long run is the time where you can sell that building or hire those workers
short run – capital is fixed – you can’t change it but as soon as you have the capability to sell it 
-long run = all factor of production is variable 
short run = one factor of production is fixed, you are here – how long short run? Depends and depends on what the factor that is fixed 
 ex. Building – you can’t sell the building instantly, you have a bunch of process steps that need to be done, it takes time 

Fixed Cost: 
ex. Taxis vs. uber – drive a taxis you need a license, license is a fixed cost once you get it, independent of the amount of passengers you pick up , fixed cost is independent 
independent on the level of output 
 variable costs depend on output 
fixed is once you get into it, but avoidable if you are outside industry 
avoidable would be fixed if decide to buy, then it becomes a sunk fixed cost – not avoidable in the short run 
now that sunk – produce output and how much?

Product Curve and Short-run technology constraint 
*whenever you hear capital is fixed you are in the short run*
ex. If equally skilled you would think would produce same amount so if one equally skilled and produce 10, other would produce 20 – BUT you can specialize to increase output -  increase because each individual specialize and increase skill 
marginal product of labor is the additional of output from hiring another additional worker 
eventually marginal produce falls, where this falls depends on the amount of capital you bring with (ex. McDonalds, hire enough to have all specialize, if hire more it decreases and can eventually decrease and have negative effect – all bumping into each other – total produce and total number served can actually fall) there is a critical level of labor 
-marginal product is extra output produced by hiring one extra worker 
think of production in this course in the term of grades – easier to think of 

Average Product Curve
 Q/L

Combined
 as long as MPl greater than the APl, it will bring the average up, when mpl equal the average it will not effect Apl, when mpl starts to be become the apl, it will cause the apol to decrease 
*curves are linked – they will effect each other!!! * 


Technically efficient will never ever be economically efficient – to determine economically efficient (the less expensive to produce), you need to look at the total cost of each of the methods 
An economically efficient method necessarily has to be a technologically efficient method, but an technologically efficient method need not be economically efficient 


Long Run Cost: 

you decide the amount of k you use now, but the k now creates a short run cost
once k becomes sunk, sunk fixed costs depicts short run 
when k is variable, it is the long run, but once you invest it depicts a short run
there is not time frame for short run, the different is short run k is fixed and long run k is variable 
Plant is plant sizes – in ex., u shaped curve 
Replication: firms can do this but if they’re smart they’ll specialize, and just have one worker do one specific job and then pass to another worker with a different job, you can have double the cost but more than double the output, double output or less than double your costs 
remember these three words: mechanization, specification, division of labor 
series of curves, one for each level of k, there must be a minimum cost for producing each level of output 
different levels of output have different levels and k and different costs 
always a least cost way of producing any level of output – each level or range of q has a particular level of k that ensures the lowest cost of producing the output 
 
Diminishing Marginal Product of Capital
eventually output will less than double as you add tons and tons more machines (don’t worry too much about marginal product of capital)

Long Run Average Cost 
lowest cost of producing any level of output – an envelope of the short run curve 
cheapest way producing 
will become smooth after more (by definition of long run curve, no short run curve go below) 
It is smooth!!!! 
marginal product eventually falls, average product eventually rise 
replicate it but eventually get to a point where can’t further replicate that you get so big and need say managers, so eventually, need to hire entrepreneurs, 
how many times you can replicate depends how complex it is, but eventually need help 
level of output where LRAV begins to be the minimum amount – minimum efficient scale – even when 
(*hint – for scale question last chapter start at A, it automatically figures something out)

*Chapter 11 study plan 1 Starbucks question – asking which is long run decision or short run 
opening more stores= long run decision, close for refresher course = short run, remember k is conmposed of many different elements (as soon as ALL k is variable, means changing eveyrhting in l – completely ) in short run, some can be fixed and if at least ONE is fixed, it is still in the short run!, temporarily closing store but still haveall elelments is in the short run – short run is replace machines – long run is close stores)* 



Chapter 12:


Perfect competition
· Many firms sell identical products to many buyers.
· There are no restrictions to entry into the industry.  (bigger ones easier as big clientele and not expensive, if you come in small – size of fixed cost is so small that most people will have size of clientele – don’t need to be establish to have the clientele – anyone can come in – easier to enter) 
· Established firms have no advantages over new ones.
· Sellers and buyers are well informed about prices. (in this course, we don’t worry about it other side – we think sellers and buyers know different commodities offered against different supplies – assume you buy lower not higher because you know of prices of all the competitors –in reality this isn’t always true, as advertising can mislead you but in this case all buyers and sellers know) 
 
zero economic profit does not mean you aren’t making profits, it makes you are making same here as you would elsewhere – if there is a positive economic profit, making more here compared to elsewhere so that is why you are working here 
many many many producers and many many producers, for a given price
change in consumption of individual have no effect on market prices to any significant extent (never increase by a penny)
supply depends on number of producers, you are a mosquito size producer, if you increase supply curve, it does shift supply curve to the right and market price will fall but SUCH a small change that it cant even be regarded, no matter what you do and what you produce, you cant change market price to any given amount 
there will always be a demand for your product and an equilibrium price 
and individual’s demand curve is horizontal 
never sell more or less than at market price because the can sell anything they want at the market price 
anything in economics we are talking about economic costs –explicit plus implicit – capital can include everything (all lumped into k) and labor (everything) 
 
Chapter 14:

Monopolistic Competition:
-LR average cost curve turns up at a low level of output  
-In long run, each firm want to minimize its cost of production 
- You will always have to compete to sell – product still differentiated 
-Each firm has a small share in the market
-prices, if loose some you loose some but not all of them, like you have your own market niche 
-demand depends on the average price of everything else and based on this, that then dictates your share of the market, once average price changes, it changes and dictates the average price for your individual curve 

Price and Output:
-Profit maximization doesn’t matter what market you’re in, in every single market profit (economic) are maximized when MR = MC
- Only in perfect competition does marginal revenue equal the price.  
-flatness in graphs depends how different your product is from everyone else, if you raise your price, there are fewer close substitutes – often earn much higher temporary products, how different products, demand curve gets steeper, more distinguish your product 
-positive economic products means firms will come in, different in a monopoly, monopolistic competition looks a lot like perfect competition 
-where monopoly and monopolistic competition differ is in the long run – in long run, firms will enter or exit 
*draw LRAC on diagrams (it is an envelope of all the short run average cost curves) so draw it in the diagrams!!!!!!*
-unlike in perfect competition where all firms in long run equilibrium (in perfect, equilibrium at minimum of LRAC curve) 
-excess capacity – ability to lower prices further but don’t because not profit maximizing to do so 
-In perfect competition, there is no markup because the price equals the marginal cost 
-In monopolistic competition- you can set price, the more distinguish your product steeper demand curve and larger gap 
-okay with deadweight loss in monopolistic competition because we like variety – in a world where there wasn’t everyone would have the same things 
-advertising is a BIG thing, but some firms can advertise and it wont be profitable, depends! 
-if nothing changes in a market, there is an economic equilibrium 
 
Advertising
-it is a fixed cost – it doesn’t matter how much output you sell; it is independent – not a function of output (contrasting to variable costs are a function of output) 
-benefit of advertising if you know how to do it 
-in diagram on PowerPoint, we know we can increase revenues
-when a fixed cost rises, it doesn’t effect marginal cost or variable costs, but does effect total costs 
-you have to be very careful with advertising because you are increasing this fixed cost, so when does it pay to advertise? 
-worst case scenario, advertising not profitable at all, only way is if demand curve shifts out to the right sufficiently 

Chapter 15:

-An oligopoly has many many many consumers however it only has a few producers (lowest number would be two), unlike monopoly when there is only one and unlike perfect competition where there’s tons 
-products can be either homogenous or heterogeneous 
-examples are gas stations, car manufacturers 
-we have to be very very careful about competitors because there are just a few – they all share a very large fraction of the market - they are all interdependent so all worry about each others 
-oligopoly play games every day – they are price wars 
-oligopoly’s have different behaviors and therefore there is not a single model so we leave the modelling to later years, so we use an alternative way and use a thing called “game” theory 
-equilibrium is where no firm wants to change what its doing (stable – no firm wants to change) 
-prisoner’s dilemmas game – how to play game under game theory – an alternative way to represent oligopoly 

Game: 
-if neither of them confess then each receive a 2-year sentence, but if one confesses, get 1-year sentence but other guy gets 10 years for both crimes
-important to know what happens if confess or don’t and what the awards and penalties are 
-4 possible outcomes – the “cells” in our box 
-art is top, bottom is bob in 4 box diagram 
-bobs best choice is always to confess 
-arts best choice is to confess 
-when a strategy is chosen, no matter what the other player chooses, his best strategy is the dominant strategy – the best strategy no matter what your accomplice does 
-Nash equilibrium, if you give bob and art second choice and they can change their mind – neither will change their mind and neither player wants to change 
-Nash equilibrium is where you have a circle and square together 
-No matter what name indicates, you still have a dilemma, both players would have been better off had they denied, but they both confess, why?! This is the dilemma 
-although they both have a private incentive to squeal, they have a collective interest to collude but independent interest to cheat 
-Collective interest to collude but private interest to cheat leaves both parties in Nash equilibrium and worse off
-it is illegal to collude 
15.2 – 15.5 bring to class next time – indicate how oligopolies occur 

2nd game: 
-games aren’t always prisoner’s dilemma game as there isn’t a dilemma – the Nash equilibrium IS the best possible choice 

-very important that you watch and know what competitors are doing 

R&D Game:
Diaper game 
-this is a prisoner’s dilemma – there is private incentive to cheat 
-they could cheat because would make each party better off but don’t because of collective and puts them in Nash equilibrium 

*unlike other markets there isn’t a single model for oligopolies - games! 
- we learn to build our own “game” and matrix, we build our own prisoners dilemma game (is this a prisoner’s dilemma game will be a question on the exam) 
*A dominant strategy is ALWAYS a Nash equilibrium – but a Nash equilibrium is NOT ALWAYS a dominant strategy equilibrium* KNOW FOR EXAM

Collusion and Cartels
-Way that they get together, they reduce output and they make economic profits, the profit is reduced from the perfectly competitive outputs and each fraction is contributed by individual firms – they are given quotas individually – each of them would have a share of the economic profits, the collective interest to collude – is there an incentive to cheat in this situation? Yes. There is a possibility to be made better off for individuals to cheat if the other guy complies (the other guy would be made worse off and make losses by abiding by the quote – revenue destruction effect, complier worse off, cheater better off).  If they both end up cheating – go back down to to a perfectly competitive equilibrium.  When play this game for many years, in the long run you will make losses if you cheat and make losses compared to if you abided by the agreements.  

Oligopoly Game Example 
-essentially what is and what isn’t prisoner’s dilemma, what is dominant strategy, what is dominant strategy equilibrium, and know how to play a game 

Chapter 16:

-costs that are imposed on other people – external to you, the distinction between marginal private costs and marginal social costs 
-sometimes marginal external cost is not constant and it grows 
-marginal external cost could actually increase as more and more people become increasingly sensitive to it. In this case, the hap between marginal private cost and marginal social cost increases
-in perfectly competitive market – efficient level of output is always at the equilibrium of MSC and MSB , with no government intervention, there is a deadweight loss 
-when talking about efficiency just focus on output
-now starting off in a market that has a preexisting deadweight loss – so we need to tax it as it will effect supply curve and bring output to efficient level – actually benefit of tax in this case 
-we don’t look at emission charges but we look at taxes 

Corrective tax:
-to be corrective, has to equal the sized of the MEC
-tax that corrects the preexisting deadweight loss 
-market equilibrium now becomes the efficient level of output in this case
-important thing is the tax HAS to equal the MEC 

Positive externality: 
-there is positive externalities as well as negative ones, when making decisions for yourself often don’t think on externality rather than consider your own private benefit 
-MEB (marginal external benefit) 
-*on demand side of things
-MSB increases compared to MPB

*for exams, you need to know to identify positive versus negative externalities 

Negative externality: 
-example of cigarette smoking, get a marginal private benefit from smoking – get an enjoyment from smoking and gets a consumer smoking, impose negative externalities imposed on others from this – get sick, second hand smoke, those are in addition to his negative health effects 
-MEC (marginal external cost) 
-*on demand side of things 
-MSB decreases compared to MPB 

-MEB (marginal external benefit) tends to fall as more and more people – wont be tested on this 



-for positive externality there is a preexisting deadweight loss 
-we use a subsidy to reduce the preexisting deadweight loss from positive externalities, in order for this, the subsidy has to equal the MEB – in this case the subsidy is given to suppliers 
*in PowerPoints imagine the lines are straight (i.e. MEB is constant) 
-taxes for negative externalities, subsidies for positive externalities 

Research and Development positive externality:
-research involves a lot of fixed costs, the costs associated with the input is minimal but the research is expensive – competition troubles this, people can copy let’s say the drug and sell it without having the cost that you spent on researching 
-we impose patents on people who create these things (lets focus on the example of drugs) 
-no one else is allowed to produce this drug for a given time – monopoly 
-monopoly doesn’t ensure profit but if you were to make the most or loose the least - monopoly 
-sometimes rather than directly subsidizing research – what we can do is indirectly subsidize research by indirectly letting the product be sold in a monopoly market – encourage research and development 
-we said monopolies create deadweight losses – if we were to compare to perfectly competitive, but will monopoly make society worse off with research and development? No – if no R and D, there would be no drug so in this case, the patent is beneficial for society because without the drug there is nothing and with the drug there is something – there is an increase in social surplus from this 



Chapter 17:

-Private goods:
  -Rival = rival in consumption (if I’m eating a hamburger you cant be eating it) 
  -Excludable = somehow you can be excluded from using it (have to have bought a hamburger to eat it) 

-Public Goods:
-not rival, not excludable 
-public goods are shared goods 
-example, lighthouse, romantic couple can enjoy it but 5-year-old boy can enjoy it too
*we wont be doing common resources in this course
-sometimes there is a mix of goods that are non-rival but are excludable (example cable TV, one persons use of it but have to pay – we wont focus on this, only focus on solely private or solely public goods) 



The Free-Rider Problem: 
-every one person has a marginal benefit separate from others for public goods
-how much willing to pay – changes for everyone, pay what willing to pay but some people say zero, free rider is that everyone catches on and willing to pay zero because public good 
-everyone has a different marginal benefit 

-In order to calculate the market demand and marginal benefit curve, it is a vertical sum for public goods – the Q is what is similar here and what is different is the marginal benefit.
Compared to private goods, what was similar was the price and what was different was the Q
-So for MB for public goods, we sum vertically (regarding Q) 

-Governments force to pay consumers through taxes and the public good gets provided – contributions are forced upon you from the taxes and the government 
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