Econ 201- David DesJardins (Thursdays 12:30-2 new office hours)
Chapter 1: 
1.1 What’s it all about?
· Economics: study of human behavior + scientific methods used → set of ideas + methods for society improvement 
· Todays developed world still faces consequences of 2008’s financial crisis. 
· Unempl. rates among young people are high 
· Many gov’t balance sheets are disarray 
· Inequality on the rise
· World also faces structural upheaval: overpopulation, climate change, political instability + globalization 
· Literacy rates ↑, child mortality ↓ , family size ↓ , prosperity’s on the rise in Asia, life expectancy  ↑ universally + death through wars are ↓
· Macroeconomics: approaches economy as a system in which interactions + feedbacks among sectors determine national output, employ, + prices. 
· Microeconomics: Study of individual behavior in the context of scarcity (less goods are avail. than the demand for them; shortage.) + about how we choose to spend our time and money as time and income are limited. Many choices are routine or driven by necessity. 
· Either a scarcity of time, income, or productive resources. (constraints) 
· + also about business choices; how does a business use its funds + management skill to produce goods and services (land, capital + labor needed)
· Profit: revenue from sale of good > cost of production 
· Paradox of thrift: ↑ savings and ↓ spending → could pay down balance on credit cards, line of credit, mortgage + other debts. However, ↓ spending → ↓ purchases of goods + services produced in economy → potential to ↓ employment + national incomes. 
· This paradox can create problems for gov’t finances + debt→ during recession of 2008/09, many European economies with high debt loads ↓ spending and ↑ taxes to balance their fiscal accounts. Resultantly, this ↓ employ + national incomes on which gov’t tax revenues are based, making deficit + debt problems more difficult. 
· Mixed economy: goods + services are supplied by both private suppliers (businesses) + gov’t
· Market also allows for specialization + separation between production and use
· Educated labor force ↑ productivity of an economy 

1.2 Understanding through the use of models 
· Model: a formalization of theory that facilitates scientific inquiry (frameworks used to organize how we think about a problem). 
· Theory: A logical view of how things work, + is frequently formulated on the basic of observation 

1.3 Opportunity cost + the market 
· Opportunity cost of a choice is what must be sacrificed when a choice is made (the cost may be financial, may be measured in time, or simply the alternative foregone)

1.4 A model of exchange and specialization 
· Two producers (Amanda + Zoe) and two goods (vegetable and fish). Veg. appears on vertical axis whereas F appears on horizontal axis. Both have 36-hour weeks but their efficiencies differ. 
	
	Hours/
	Hours/
	Fish
	Vegetable

	
	fish
	vegetable
	specialization
	specialization

	Amanda
	3
	2
	12
	18

	Zoe
	2
	4
	18
	9


· Each producer has a time allocation of 36 hours. By allocating total time to one activity, Amanda can produce 12F or 18V, Zoe can produce 18F or 9V. By splitting their time each person can also produce a combination of the two.
· Production possibility frontier (PPF): combination of goods that can be produced using all the resources available. *Point inside PPF: indicates unemployment and/or productive inefficiency whereas point outside the PPF curve indicates that the point is at present, unattainable. More inputs, better inputs and new tech would better produce products X and Y in order to attain level of production. 
· To have more of one product, units of the other product have to be given up. 
· The opportunity cost of producing a good ↑ as more of the good is produced. 
[image: https://laecon1.lyryx.com/course_ciprinmicro/ch1/sec4/img/img1.png]
· Amanda's PPF indicates that she can produce either 18V (and zero F), or 12F (and zero V), or some combination. Zoe's PPF indicates she can produce either 9V (and zero F), or 18F (and zero V), or some combination. Amanda is more efficient in producing V and Zoe is more efficient at producing F.
· Opportunity cost for Amanda: for each unit of fish she wishes to produce, we can see from her PPF that she must sacrifice 1.5 units of veg. This is because fish requires 50% more hours than vegetable. Her trade-off id 1.5 : 1.0. 
· Opportunity cost for Zoe: 0.5 : 1 ; she must sacrifice one half of a unit of veg. to free up enough time to produce one unit of fish. 
· *The different opportunity costs translate into potential gains for each individual. 
· Consumption possibility frontier (CPF): the combination of goods that can be consumed as a result of a given production choice.

· Absolute advantage – consumption: [image: https://laecon1.lyryx.com/course_ciprinmicro/ch1/sec4/img/img2.png]
· Suppose they decide to specialize completely in producing just the single good where they are most efficient; Amanda specializes in V and Zoe in F. Suppose they agree to exchange V for F at an intermediate rate of 1:1. 
· This means 18V for 18F so the coordinates would be (0,18) and (18,0).
· The result illustrated is that as a result of specialization and trade, each individual can consume combinations of goods that lie on a line beyond her initial consumption possibilities. 
· Zero-sum game: (positive net value because both parties to the trade can gain) It is the gains to one party exactly equals the loss to another party. 
· Many markets are designed by an institution/firm. 
· Dutch tulip auction: auctioneer begins with a high price, lowers it in secs or mins until some buyer signals that she is willing to purchase the lot on offer. 
· Markets do not all grow spontaneously and the structure of a market will influence how the gains from trade are distributed. 

1.5 Economy-wide production possibilities
· Both previous diagrams define the amounts of the goods that each individual can produce while using all of their productive capacity. 
· The national/economy-wide PPF for this two-person economy reflects these individual possibilities combined. 
· Economy-wide PPF is the set of goods and services combinations that can be produced in the economy when all avail productive resources are in use. 
· This figure contains both of the individual frontiers plus the aggregate of these, represented by the kinked line ace. The point on the V axis, a = 27 represents the total amount of V that could be produced if both individuals devoted all of their time to it. The point e =30 on the horizontal axis is the corresponding total for fish.   [image: https://laecon1.lyryx.com/course_ciprinmicro/ch1/sec5/img/img1.png]
· The economy’s PPF is the two-segment line ace. Since this has an outward kink, we call it concave, instead of convex. 
· The PPF if economy were composed of many people with differing efficiencies: it would have a segment for each individual and continue to have its outward concave form. 
· Hence, a four-person economy in which each person had a diff. opp cost could be represented by the segmented line abcde. The logic for this shape continues to be the same: as we produce less V and more F we progressively bring into play resources, or individuals, whose opp. cost in terms of reduced V is higher. 
[image: https://laecon1.lyryx.com/course_ciprinmicro/ch1/sec5/img/img2.png]
· *We interpret the PPF to define the output possibilities when the economy is running at its normal capacity. 

1.6 Aggregate output, growth and business cycles 
· PPF illustrates the level of an economy’s output, the growth of national and per capita output over time, + short-run business-cycle fluctuations in national output and employment. 
· Productivity of labor: output of goods and services per worker. It depends on skill/knowledge/experience of the labor force, capital stock + current state of technology.  
· Capital stock: Buildings, machinery, equipment, + software the labor force has to work with. 
· Economy’s output (Y): # of workers employed x output per worker. 
· Full employment : everyone is willing to work at current wage rates and normal hours of work then that means that the economy’s actual output is also at its capacity output Yc, which is called full employment output. 
· Suppose economy is operating full employment of resources producing outputs of two types: goods and services. Economic growth/increase in the avail resources can be envisioned as an outward shift. 
· An aggregate economy produces a large variety of outputs in 2 broad categories. Goods are the products of the agriculture, forestry, mining, manufacturing and construction industries. Services are provided by the wholesale and retail trade, transportation, hospitality, finance, health care, education, legal and other service sectors. 
· *Shape of the PPF illustrates the opp cost of ↑ the output of either product type 
· High-income economies: spend more on services than goods and produce higher ratios to services to goods. 
· Middle income countries: produce lower ratios of services to goods
· Low income countries produce much lower ratios of services to goods. 
· Diff. countries also have different PPFs and different output structures, depending on their labor forces, labor productivity, and expenditure patterns. 
· Growth in labor force (more resources), growth in human capital (↑ quality/productivity of labour), growth in physical capital, and technological improvement contribute to economic growth. 
· Economy must operate on or near the PPF: It should use its resources to capacity and have minimal unemployment. 
· An economic recession: Occurs when output falls below the economy’s capacity output. 
· Boom: a period of high growth that raises output above normal capacity output. 
· Recession of 2008/09 → expenditure on new residential construction collapsed for lack of income +secure financing, as did business investment, consumption spending and exports. Lower expenditures reduced producers’ revenues, forcing cuts in output and employment and reducing household incomes. Lower incomes let to further cutbacks in spending. 
· Economic recessions leave the economy below its normal capacity → expenditures on goods and services have declined. Output < capacity output, ↑ unemployment, labor income + business profits are lower. Monetary and fiscal policy is required to stimulate demand, ↑ output and employment and move the economy back to capacity output and full employment. 
· Economic expansions (booms) may drive capacity above its normal level
· An unexpected ↑ in demand for exports would ↑ output and employment
· Higher unemploy. + output would ↑ incomes + expenditures and thus, economy would move outside its PPF, by using its resources more intensively than normal. 
Chapter 2
2.1 Data Analysis 
· Analysis of data necessarily involves data which either validates or contradicts a theory. 
· Variables → measures that can take on different values (e.g. interest rate on a student loan as it is a variable with a certain value at a point in time but perhaps a different value at an earlier or later date. 
· Data → recorded values of variables. Sets of data helps us test out models/theories. 
· Economist’s task is to distinguish between coincidence and economic causation
· Data comes in many forms, such as time-series → a set of measurements made sequentially at different points in time. 
· High (low) frequency data → series with short (long) intervals between observations 
· Example of low-frequency data is annual data 
· Cross-section data → record the values of different variables at a point in time
· Repeated cross-section data → cross-section data recorded at regular/irregular intervals. 
· Longitudinal data → follow the same units of observation through time 
· Graphical presentation of data simply provides a visual rather than numeric perspective 
· Percentage change → makes analysis of data simple → (change in value/original value) x 100 + is defined as the change in the value of the variable, relative to its initial value, multiplied by 100. 
· Negative percentage change is possible 
· Statistics Canada regularly surveys price of virtually every product produced in the economy. 
· Consumer price index → the avg. price level for consumer goods + services 
· Inflation (Deflation) rate → the annual percentage ↑ (↓) in the level of consumer prices
· Real price → the actual price adjusted by the general (consumer) price level in the economy. 
· Data can be presented in index number form → value for a variable, or an average of a set of variables, expressed relative to a given base value. 
· Indexes are not dependent upon the units of measurement of the data in question + enable us to make comparisons with the price patterns for other goods 
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