
Week of Sept 8th 
Chapter 1 – What is Economics Notes
Definition of economics (pg 2)
· Scarcity – our inability to get everything we want
· What you can afford to buy is limited by your income  and the prices you must pay for it
· What governments can afford is limited by the taxes they collect. Taxes lower peoples incomes and compete with the other things they want to buy
· Because we can’t get everything we want we must make choices. Your choices must somehow be made consistent with the choices of others. Incentives reconcile choices.  Incentives are a reward that encourages an action or a penalty that discourages one. Prices act as incentives.
· Economics is the social science that studies the choices that individuals, businesses, governments, and other societies make as they cope with scarcity and the incentives that influence and reconcile those choices
· The subject has 2 parts
· Microeconomics: the study of choices that individuals and businesses make, the way these choices interact in markets and influence the governments.
· Macroeconomics: the study of the performance of national economy and global economy.
Two big economics questions (pg 3-7)
1. How do choices end up determining what, how and for whom goods and services are produced?
2. When do choices made in the pursuit of self-interest also promote the social interest?
· Good and services are the objects that people value and produce to satisfy human wants
· Goods and services are produced by using productive resources that economists call facts of production. They are grouped into 4 categories: Land, Labour, Capital and Entrepreneurship:
· The “gifts of nature” that we use to produce goods and services are called land
· The work time and work effort that people devote to producing goods and services is called labour (physical & mental labour).
· The quality of labour depends on human capital which is the knowledge and skill that people obtain from education, training and experience. It expands overtime. The tools, instruments, machines and other constructions that businesses use to produce goods and services are called capital
· The human resource that organizes labour, land and capital is called entrepreneurship.
· Land earns rent. Labour earns wages. Capital earns interest. Entrepreneurship earns profit.
· Efficiency – a situation in which the available resources are used to produce goods and services at the lowest possible cost and in quantities that give the greatest value or benefit.
The economic way of thinking (pg.8-9)
· Every choice is a tradeoff (tradeoff – giving up one thing to get something else) – exchanging more of something for less of something
· People make rational choices by comparing benefit and cost
· Rational choice is one that compares cost and benefits and achieves the greatest benefit over cost for the person making the choice
· Benefit is the gain you get from something
· Cost – oppourunity cost – is what you must give up to gain something
· Most choices are made at the margin by comparing the marginal benefit and marginal cost
· Margin – when a choice is make by comparing a little more of something with its cost the choice it make at the margin
· Marginal Benefit – what the person receives from consuming one more unit of a good or service. It is measured as the maximum amount that you are willing to pay for one more unit of the good or service.
· Marginal Cost – opportunity cost of producing one more unit of a good or service
· Choices respond to incentives
Economics as social science and policy tool (pg.10)
· Economics distinguish between positive statements – what is – and normative statements – what ought to be
· Positive Statement – about what is. What is currently believed about the way the world operates. “Our planet is warming because of the amount of coal that we’re burning” is a positive statement. Can be tested to see if right or wrong
· Normative statement – what ought to be. “ We ought to cut our use of coal by 50%” is a normative policy statement. It cannot be tested because it is just something you can either agree or disagree upon.
· To explain the economic world, economists create and test economic models. Economic Model is a description of some aspect of the economic world that includes only those features of the world that are needed for the purpose at hand.
· Economics is a toolkit used to provide advice on government, business, and personal economic decisions.
Key terms

Factors of productions – the productive resources used to produce goods and services
 Interest - the income that capital earns


