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Chapter 1
· Land, labour, and capital are the three primary sources of production
· Scarcity causes consumers and producers to make choices which concur opportunity costs (highest forgone alternative, highest loss is the opportunity cost)
· Pecuniary vs Non-pecuniary aspect: easy to value in monetary terms vs. non-tangible
· No such thing as a free good
· Multiple types of economies: Robinson Crusoe (fictional), Tribal (self-sufficient), Feudalistic (medieval), Command (self-contained), Free Market (unrestricted competition), and Social Democratic (Mixed)
· Three main coordination tasks:
1) WHAT goods and services should be produced, in what quantities? Production goals? - Those that are profitable
2) HOW should they be produced? What technology? (Technology of Production)- The least costly technique
3) FOR WHOM are they produced? (Distribution)- Goods and services are distributed according to the ability to pay
· Key feature of market economy: decentralized fashion in which consumption, production, and exchange decisions are made (self-made decisions)- Primary allocative mechanism (resourcesgoods/services) is the price system
· Another key feature: extremely inegalitarian (unjust in terms of rights and opportunities)
· Markey economies are efficient because shortages are eliminated, production matches the wants and needs of society, maximized in the face of scarcity, and rapidly changes according to technology and demographic. 
· Price goes down/up, profitable value goes down/up
· Command economies are the antithesis of the market economy
· Three essential tasks in a centralized fashion, all decisions made at headquarters
1) What? – central planning bureau (CPB) sets output quotas for production
2) How? - CPB allocated the input and specifies technique
3) For Whom? – CPB allocates the goods and services to workers via rationalizing
· Other key features include: Egalitarian, inefficient in that shortages/surpluses are common, static doesn’t adjust to changes in society, producers cannot react quickly and until given instructions by headquarters.
· Microeconomics is all about prices and quantities and why they are like that
· Economic models are the primary analytical tool for economic events and behaviour
· They are not designed to imitate reality, but to describe the workings of the economy and make predictions
· Models involve gross simplification and are based on unrealistic assumptions
· Consists of premises rather than unqualified predictions
Chapter 2
· Scientific method: economics is a social (human behaviour) science (method involved), evidence is needed, gather relevant data and carry out empirical validation, refutability
· Assumptions and Models: model how labour market functions (omit detail therefore are generalized)
· All economic models are based off unproved assumptions, from which logical deductions are made- assumptions are partly unrealistic, but they are designed to simplify the model so conjectures can be made
· If…then… statements- increases/decreases in X causes increases/decreases in Y (correlation + causation, causation implies correlation but not vice versa)
· Production Possibilities Frontier: a transformation curve 
· Represents all feasible combinations of productions of the two goods
· 4 major points:
1) Points inside are feasible (wasteful, under-utilised resources), points on the PPF are barely attainable (productively efficient), and points beyond are unattainable- the problem of scarcity
2) PPF has a negative slope- Land, labour, and capital are fully utilised 
3) PPF has a bowed-out concave shape- intuition: as more and more of one resource is transformed into the other, the productive resources become less suitable for the production of other resources
4) PPF can expand outward (previously unattainable production points become feasible) or contract inward (economic hardship)
· Other points concerning the PPF:
· If producing a combination that lies on the PPF, we conclude that society’s resources are being fully utilised
· Opportunity cost is measured in the terms of the other good given up
· Even trade-off means constant opportunity cost, implying interchangeable resources
· Increasing trade-off means falling opportunity cost
· Absolute advantage: determined by the pattern of absolute productivity (output/input)
· Comparative advantage: two producers + two goods- determined by first examining opportunity costs between the production of the two goods within each person separately, then comparing the opportunity cost ratio between the two parties (least opportunity cost)
· Basic idea: by exporting good with comparative advantage and importing good with the comparative disadvantage, the transformation rates of one good into the other are better than they would be in autarky (economic independence)
· Specialization allows two parties to consume more and trade at a certain rate of exchange


Chapter 3
· Markets: another economic model- analyzes the allocation of production of goods and services across industries of the economy (responds to the quantity question)
· Demand Function: D = f (price; consumer preferences; income, prices of related goods, expectations of future prices, # of buyers)
· Quantity demanded: total amount of a good/service that all consumers are able and willing to buy given a price per unit of time- point on the horizontal axis of the demand curve
· Demand: total relationship between price and quantity demanded- demand curve
· Law of demand: ceteris paribus- inverse relationship between price and quantity demanded (price increases/decreases, quantity demanded decreases/increases)
· C.P. means all other factors except price don’t change- Negative slope for the demand curve
· Shifts in the Demand Curve: a new relationship between quantity demanded price, caused by a change in those relevant factors other than price
· Substitutes vs. Complements: substitutes- uber vs taxi (price increase  demand increase) complements- peanut butter and jam (price increase  demand decrease)
· These price changes (substitute and complement) cause a change in relationship between price and quantity demanded for original good, shift in demand curve
· Normal goods- one buys more/less of normal good when income increases/decreases (income increase demand right, income decrease demand left) 
· Inferior goods:  one buys less/more of an inferior good when income increases/decreases (income increase demand left, income decrease demand right) 
· Consumer preferences- more/less favourable when demand shifts right/left
· Crucial point- demand curve shows the relationship between price and quantity demanded (preferences, incomes, and prices of related goods)- change in price = move along demand curve (if other factors which do not appear on either axis are not constant, new demand relationship) 
· Eleventh commandment: do not SHIFT a demand curve due to price
· Supply side- quantity supplied =. Total amount of commodity that firms are willing and able to sell at a given price given a time frame
· Supply = total relationship between price and quantity supplied (price; prices of inputs, technology of production, number of sellers)
· Cost of production = price of inputs (wages, rate of return, interest, share of profits, etc.) + technology of production
· Law of supply: direct relationship between price and quantity supplied- price increase production increase- positive slope to the supply curve
· Change in price move along supply curve, change in costs of production or technology of production shift the supply curve
·  Technology improves- productivity increases, production costs falls 
· Superimposition of Supply and Demand- equilibrium price determined by intersection of supply and demand
· Quantity generated on the horizontal axis from the intersection is the equilibrium quantity
· Transaction price > equilibrium price (Qs > Qd surplus emerges- price falls, Quantity supply falls due to law of supply, and quantity demand rises 
· Transaction price < equilibrium price ( Qs < Qd shortage emerges- price rises, Qs rises, and Qd falls)
· Equilibrium price can be too low/high bad news for producers/consumers


