ECO1104 CHAPTER 1 NOTES FROM TEXTBOOK
1) What are the wants and constraints of those involved? (scarcity)
2) What are the trade-offs? (opportunity cost)
3) How will others respond? (incentive)
4) Why isn’t everyone already doing it? (Innovation/Market Failure/Intervention/Goals other than profit) (efficiency)
Microeconomics: the study of how individuals and firms manage resources
Macroeconomics: the study of the economy on a regional, national or international scale
Rational Behaviour: exhibited when ppl make choices to achieve their goals in the most effective way possible.
Scarcity: Wanting more than what you can get
Opportunity cost: the value of your next best option when making a choice (the opportunity you are missing out on)
Trade-offs: must give up something to get something else
Marginal decision making: rational ppl compare the additional benefits of a choice against the additional costs without considering related benefits and costs of past choices
Sunk costs: costs that have already been incurred and cannot be recovered
Incentive: causes people to behave a certain way by changing the trade-offs they face
Collateral: a possession (house/car) pledged to a lender by a borrower
Efficiency: Resources are used in the most productive way possible to produce goods and services that have the greatest economic value to society 
Resource: anything that can be used to make something of value
Correlation: exists when two events/variables share a consistent relationship
Uncorrelated: No consistent relationship between two variables
Causation: One event brings about the other
Omitted variable: An underlying factor behind two correlated events i.e. fire behind firefighters + burn victims (both are correlated but caused by fire)
Reverse Causation: Which causes which?
Model: simplified representation of a complicated situation. Show how ppl, firms, and governments make decisions abt managing resources and how their decisions interact
Circular Flow Model: one of the most basic models of the economy
Households supply factors of production to firms
Firms buy or rent factors of production and produce/sell goods and services
Factors of production: land, labour and capital
Market for goods and services: reflects all of the activity involved in the buying and selling of goods and services
Market for factors of production: households supply factors of production and firms consume them
Inputs: land, labour, capital firms use to produce goods
Outputs: goods and services produced by firms
A good model predicts cause and effect, makes clear assumptions and describes the real world accurately
Positive statement: a statement that makes a factual declaration about how the world actually works
Normative statement: a statement that talks about how the world should be
Allocative decision: A decision made on where to assign resources. What uses are land, labour and capital (aka resources) going to be put towards.
In the command economy, all allocative decisions are made by a centralized entity. i.e. smaller countries where the government dictates what is produced.
In the market economy, all allocative decisions are made on a decentralized basis by individual producers.
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