Chapter 1 : What is Economics?
Our inability to satisfy all our wants is called scarcity.
Because we face scarcity, we must make choices.
The choices we make depend on the incentives we face.
An incentive is a reward that encourages an action or a penalty that discourages an action.
Economics is the social science that studies the choices that individuals, businesses, governments, and entire societies make as they cope with scarcity and the incentives that influence and reconcile those choices.
Economics divides in to main parts:
· Microeconomics - the study of choices that individuals and businesses make, the way those choices interact in markets, and the influence of governments.
· Macroeconomics - the study of the performance of the national and global economies.
What, how, and for whom goods and services get produced?
Factors of production
· Land
· Labour (human capital)
· Capital
· Entrepreneurship
Who gets the goods and services depends on the incomes  that people earn.
·  Land earns rent.
·  Labour earns wages. 
·  Capital earns interest.
·  Entrepreneurship earns profit.
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.
Four topics that generate discussion and that illustrate tension between self-interest and social interest are
· Globalization - the expansion of international trade, borrowing and lending, and investment
· The information-age economy 
· Global warming
· Economic instability
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.
· (Opportunity)Cost is what you must give up to get something.
· Most choices are “how-much” choices made at the margin.
· Choices respond to incentives.
Chapter 2: The Economic Problem
The production possibilities frontier (PPF) is the boundary between those combinations of goods and services that can be produced and those that cannot.
We achieve production efficiency if we cannot produce more of one good without producing less of some other good. 
Points on the frontier are efficient. Points inside the frontier is inefficient.
The marginal cost of a good or service is the opportunity cost of producing one more unit of it. 
The marginal benefit of a good or service is the benefit received from consuming one more unit of it.
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.
Chapter 3: Demand and Supply
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.
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
Substitution Effect
When the relative price (opportunity cost) of a good or service 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, people cannot afford all the things they previously bought, so the quantity demanded of the good or service decreases.	
A rise in the price, other things remaining the same, brings a decrease in the quantity demanded and a movement up along the demand curve. 
A fall in the price, other things remaining the same, brings an increase in the quantity demanded and a movement down along the demand curve.
When demand increases, the demand curve shifts rightward.
When demand decreases, the demand curve shifts leftward.
Six main factors that change demand are:
· The prices of related goods 
· Expected future prices
· Income
· Expected future income and credit
· Population 
· Preferences
Movement Along the Demand Curve
When the price of the good changes and everything else remains the same, the quantity demanded changes and there is a movement along the demand curve. 
A Shift of the Demand Curve
If the price remains the same but one of the other same but one of the other influences on buyers’ plans changes, demand changes and the demand curve shifts.
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 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
Movement Along the Supply Curve
When the price of the good changes and other changes and other influences on sellers’ plans remain the same, the quantity supplied changes and there is a movement along the supply curve. 
A Shift of the Supply Curve
If the price remains the same but some other same but some other influence on sellers’ plans changes, supply changes and the supply curve shifts.
Equilibrium is a situation in which opposing forces balance each other. Equilibrium in a market occurs when the price balances the plans of buyers and sellers. 
The equilibrium price is the price at which the quantity demanded equals the quantity supplied. 
The equilibrium quantity is the quantity bought and sold at the equilibrium price.
· Price regulates buying and selling plans.
· Price adjusts when plans don’t match.
Price Adjustments
At any price above the equilibrium price, a surplus forces the price down.
At any price below the equilibrium price, a shortage forces the price up.
At the equilibrium price, buyers’ plans and sellers’ plans agree and the price doesn’t change until some event changes either demand or supply.
Chapter 4: Elasticity
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.
Calculations:
Percentage change in quantity demanded 
	Percentage change in price
Demand can be inelastic, unit elastic, or elastic, and can range from zero to infinity.
If the quantity demanded doesn't change when the price changes, the price elasticity of demand is zero and the good as a perfectly inelastic demand. (The demand curve is vertical)
The price elasticity of demand equals 1 and the good has unit elastic demand.
If the percentage change in the quantity demanded is smaller than the percentage change in price,
· the price elasticity of demand is less than 1 and the good has inelastic demand.
If the percentage change in the quantity demanded is greater than the percentage change in price, 
· the price elasticity of demand is greater than 1 and the good has elastic demand.
Cross Elasticity of Demand
The cross elasticity of demand is a measure of the responsiveness of demand for a good to a change in the price of a substitute or a complement, other things remaining the same.
The formula for calculating the cross elasticity is:
	Percentage change in quantity demanded
	Percentage change in price of sub/complement
Income Elasticity of Demand
The income elasticity of demand measures how the quantity demanded of a good responds to a change in income, other things remaining the same.
The formula for calculating the income elasticity of demand is:
	Percentage change in quantity demanded
		Percentage change in income
Calculating the Elasticity of Supply
The elasticity of supply is calculated by using the formula:
	Percentage change in quantity supplied
		Percentage change in price
Chapter 5: Efficiency and Equity
Scare resources might be allocated by
· Market price
· Command
· Majority rule
· Contest
· First-come, first-served
· Sharing equally
· Lottery
· Personal characteristics
· Force
Consumer surplus is the excess of the benefit received from a good over the amount paid for it.
We can calculate consumer surplus as the marginal benefit (or value) of a good minus its price, summed over the quantity bought.
It is measured by the area under the demand curve and above the price paid, up to the quantity bought.
Producer surplus is the excess of the amount received from the sale of a good over the cost of producing it.
We calculate it as the price received for a good minus the minimum-supply price (marginal cost), summed over the quantity sold.
On a graph, producer surplus is shown by the area below the market price and above the supply curve, summed over the quantity sold.
When the efficient quantity is produced, total surplus (the sum of consumer surplus and producer surplus) is maximized.
Chapter 6: Government Actions in Markets
A price ceiling or price cap is a regulation that makes it illegal to charge a price higher than a specified level.
When a price ceiling is applied to a housing market it is called a rent ceiling.
If the rent ceiling is set above the equilibrium rent, it has no effect. The market works as if there were no ceiling.
But if the rent ceiling is set below the equilibrium rent, it has powerful effects.
Chapter 7: Global Markets in Action
Imports are the good and services that we buy from people in other countries.
Exports are the goods and services we sell to people in other countries.
Governments restrict international trade to protect domestic producers from competition.
Governments use four sets of tools:
· Tariffs - tax on a good that is imposed by the importing country when an imported good crosses its international boundary.
· Import quotas - a restriction that limits the maximum quantity of a good that may be imported in a given period.
· Other import barriers
· Export subsidies - a payment made by the government to a domestic producer of an exported good.
Two classical arguments for restricting international trade are:
1. The infant-industry argument
2. The dumping argument
Others:
· Saves jobs
· Allows us to compete with cheap foreign labour 
· Penalizes lax environmental standards
· Prevent rich countries from exploiting developing countries
Offshore Outsourcing
A firm in Canada can obtain the things it sell in four ways:
· Hire Canadian labour and produce in Canada.
· Hire foreign labour and produce in another country.
· Buy finished goods, components, or services from firms in Canada.
· Buy finished goods, components, or services from firms in other countries.
Outsourcing occurs when a firm in Canada buys finished goods, components or services from firms in Canada or buys finished goods, components, or services from firms in other countries.
Offshoring occurs when a firm in Canada hires foreign occurs when a firm in Canada hires foreign labour and produces in other countries or buys finished goods, components, or services from firms in other countries.
Offshoring outsourcing occurs when a firm in Canada buys finished goods, components, or services from firms in other countries.
Rent Seeking is lobbying and other political activity that seeks to capture the gains from trade.
Chapter 8: Utility and Demand
Consumption Possibilities are all the things that you can afford to buy. Limited by income, the price of a movie, and the price of pop.
Preferences likes and dislikes.
Utility is the benefit or satisfaction from consuming a good or service 
Total utility is the total benefit a person gets from consumption of goods. Generally, more consumption gives more total utility.
Marginal utility from a good is the change in total utility that results from a unit-increase in the quantity of the good consumed. 
As the quantity consumed of a good increases, the marginal utility from it decreases. 
We call this decrease in marginal utility as the quantity of the good consumed increases the principle of diminishing marginal utility.
Behavioural economics studies the ways in which limits on the human brain’s ability to compute and implement rational decisions influences economic behaviour—both the decisions that people make and the consequences of those decisions for the way markets work.

There are three impediments to rational choice: 
· Bounded rationality - rationality that is bounded by the computing power of the human brain
· Bounded willpower - less-than-perfect willpower that prevents us from making a decision that we know, at the time of implementing the decision, we will later regret.
· Bounded self-interest - the limited self-interest that sometimes results in suppressing out own interests to help others.
The endowment effect is the tendency for people to value something more highly simply because they own it.
Neuroeconomics is the study of the activity of the human brain when a person makes an economic decision.
Chapter 9: Possibilities, Preferences, and Choices
The budget line describes the limits to the household's consumption choices.
Budget equation: Expenditure = Income
Example: PP , Q P , PM , Q M ,  , Y
PPQP + PMQM = Y
Divide both sides of this equation by PP :
QP + (PM/PP)QM = Y/PP
Then subtract (PM/PP)QM from both sides:
QP = Y/Pp - (PM/PP)QM
Y/PP is Lisa's real income in terms of pop.
PM/PP is the relative price of a movie in terms of pop.

An indifference curve is a line that shows combinations of goods among which a consumer is indifferent.

The marginal rate of substitution, (MRS) measures the rate at which a person is willing to give up good y to get an additional unit of good x while at the same time remain indifferent (remain on the same indifference curve).

If  the indifference curve is relatively steep, the MRS is high. (Give up a large quantity of y to get a bit more x).
If the indifference curve is relatively flat, the MRS is low. (Give up a small quantity of y to get more x).

A diminishing marginal rate of substitution is a general tendency for a person to be willing to give up less of good y to get one more unit of x, while at the same time remain indifferent as the quantity of good x increases.

The effect of a change in the price of a good on the quantity of the good consumed is called the price effect.
The effect of a change in income on the quantity of a good consumed is called the income effect.

The substitution effect is the effect of a change in price on the quantity bought when the consumer remains on the same indifferent curve.
