BOOK NOTES

1.1 What’s it all about? 

The big issues

· Economics is the study of human behaviour
· Since it uses scientific methods it is called a social science
· We study human behaviour to better understand our world

· Inference & policy recommendations based on earlier theories, observations, & institutional structures require constant analysis & updating if they are to furnish valuable responses to changing conditions & probs

· Much of today’s developed world still faces severe challenges as a result of the financial crisis that began in 2008
· Unemployment rates among young ppl are at historically high levels in several economies, many gov balance sheets are in disarray, & inequality is on the rise
· World simultaneously faces structural upheaval: Overpop, climate change, political instability & globalization challenge us to understand & modify our behaviour

· Literacy rates have been rising dramatically in the developing world for decades; child mortality has plummeted; family size is a fraction of what it was 50 yrs ago; prosperity is on the rise in much of Asia; life expectancy is increasing universally & deaths through wars are in a state of long-term decline

· Macroeconomics: the study of the economy as a system in which interactions & feedbacks among sectors determine national output, employment, & prices

Individual behaviours

· Microeconomics: the study of individual behaviour in the context of scarcity
· Not all individual behaviour are motivated by self-interest; many are motivated by a concern the well-being of society-at-large
· Microeconomics is also about how we choose to spend our time & money
· B/c both time & income are limited we cannot do all things all the time
· Critically, microeconomics seeks to understand & explain how we make choices & how those choices affect our behaviour in the workplace, the marketplace, & society more generally

· A critical element in making choices is that there exists a scarcity of time, income, or productive resources
· Decisions are invariably subject to limits or constraints, & it is these constraints that make decisions both challenging & scientific

· In the micro-level behaviours the decision makers have a common goal: To do as well as they can, given the constraints imposed by the operating environment

Markets & gov

· Markets play a key role in coordinating the choices of individuals w/ the decisions of business
· In modern market economies goods & services are supplied by both business & gov
· Mixed economy: goods & services are supplied both by private suppliers & gov

· [bookmark: _GoBack]The market allows for specialization & specialization b/w production & use
· If businesses can produce food more cheaply than individuals the individual obviously gains from using the market–by both having the food to consume, & additional income w/ which to buy other goods & services

· Govs supply goods & services for ex health & education
· The provision of law & order, through our legal system broadly defined, represents more than a commitment to a just society at the individual level; w/out a legal system that enforces contracts & respects property rights, the private sector of the economy would diminish dramatically as a result of corruption, uncertainty & insecurity

1.2 Understanding through the use of models

· Model: a formalization of theory that facilitates scientific enquiry
· In short, models are frameworks we use to organize how we think about a prob
· Theory: a logical view of how things work, & is frequently formulated on the basis of observation

1.3 Opportunity cost & the market

· Opportunity cost: what must be sacrificed when a choice is made
· That cost may be financial; it may be measured in time, or simply the alternative foregone
· It is precisely b/c individuals & organizations have diff opportunity costs that they enter into exchange agreements
· You each specialize in the performance of specific tasks as a result of having diff opportunity costs or diff efficiencies

1.4 A model of exchange & specialization

Production & specialization
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· Production possibility frontier (PPF): the combination of goods that can be produced using all of the resources available

[image: /Users/Sarah/Desktop/Screen Shot 2017-09-29 at 8.57.06 PM.png]

The gains from exchange

· Consumption possibility frontier (CPF): the combination of goods that can be consumed as a result of a given production choice
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· A zero-sum game is an interaction where the gain to 1 party equals the loss to another party

1.5 Economy-wide production possibilities
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· Economy-wide PPF: the set of goods & services combinations that can be produced in the economy when all available productive resources are in use
· Since this has an outward kink, we call it concave

· It is still possible that the economy’s producers might work some additional time in exceptional circumstances, & this would increase total production possibilities
· This event would be represented by an outward mvmt of the PPF

1.6 Aggregate output, growth, & business cycles

· The PPF can be used to illustrate several aspects of macroeconomics: in particular, the level of an economy’s output, the growth of national & per capita output over time, & SR business-cycle fluctuations in national output & employment

Aggregate output

· The productivity of labour depends on:
· Skill, knowledge, & experience of the LF
· Capital stock
· Current state of technology
· The productivity of labour is the output of goods & services per worker
· An economy’s capital stock is the buildings, machinery, equipment & software used in producing goods & services
· Y= economy’s output

[image: /Users/Sarah/Desktop/Screen Shot 2017-09-29 at 9.11.00 PM.png]

· Full employment is when everyone willing to work at current wage rates & normal hrs of work is working, Yc
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· An aggregate economy produces a large variety of outputs in 2 broad categories
· Goods are the products of the agriculture, forestry, mining, manufacturing & construction industries
· Services are provided by the wholesale & retail trade, transportation, hospitality, finance, health care, education, legal, & other service sectors
· High income economies spend more on services than goods & produce higher ratios of services to goods
· Middle income countries produce lower ratios of services to goods, & low income countries much lower ratios of services to goods

Economic growth

· 3 things contribute to growth in the economy
· The labour supply grows as the pop expands; the stock of capital grows as spending by business (& gov) on buildings, machinery, info tech & so forth increases; & LF productivity grows as a result of experience, the development of scientific knowledge combined w/ product & process innovations, & advancements in the tech of production
· Combined, these developments expand capacity output over time

· But improvements in standards of living require more than growth in total output
· Increases in output per worker & per person are necessary
· Sustained increases in living standards require sustained growth in labour productivity, which in turn is based on advances in tech along w/ the amount of capital each worker has to work w/ 

Recessions & booms

· Prime objective of economic policy is to ensure that the economy operates on or near the PPF–it should use its resources to capacity & have minimal unemployment
· An economic recession occurs when output falls below the economy’s capacity output
· A boom is a period of high growth that raises output above normal capacity output

Macroeconomic models & policy

· The PPF diagrams illustrate the main dimensions of macroeconomics: Capacity output, growth in capacity output & business cycle fluctuations in actual output relative to capacity


REVIEW QUESTIONS
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SELF-ASSESMENT

1. All of the following statements, except 1, are valid examples of the way economists use the term “scarcity.” Which is the exception?
(a) HHs face a scarcity of income
(b) Individuals face a scarcity of time
(c) Economies face a scarcity of resources
(d) The world faces a scarcity of ideas

2. Which of the following would not promote economic growth w/in a society?
(a) Increasing the skill level of the workforce
(b) An increase in technological expertise
(c) More ppl looking for jobs than there are jobs available
(d) An increase in the stock of machines & productive equipment

3. Which of the following statements is correct for a society that emphasizes the production of capital goods over consumer goods?
(a) The society could enjoy the same qty of capital goods & a larger qty of consumer goods in the future
(b) The society would have to save more now than a society that did not emphasize the production of capital goods
(c) The society will grow faster than a society that emphasizes the production of consumer goods
(d) All of the above

4. The opportunity cost of producing an extra apple is: what must be given up in order to produce the extra apple

5. When economists say there is no such thing as a free lunch, they mean that: every choice we make involves a trade-off

6. Forest is a mountain man living in complete isolation in the Yukon. He is self-sufficient through hunting, fishing, & farming. He has not been in the city to buy anything in 5 years. .:. : the scarcity prob still applies b/c more hunting means less fishing & so on

7. W/ ATM machines it is possible to retrieve cash from the bank at any time. 100 yrs ago, 1 could only get cash from the bank during business hrs. The difference is b/c: the cost of providing 24-hr-a-day service is much lower today

8. Amy is thinking about going to the movies tonight. A ticket costs $7 & she will have to cancel her-baby-sitting job that pays $30. The cost of seeing the movie is .:. : $37

9. When considering an economy producing only 2 goods, economic growth can be illustrated by: an outward shift of its production possibilities frontier

10. All of the following conditions will cause an outward shift of the production possibilities frontier except: 
(a) An improvement in the overall tech of production
(b) Existing factors of production become more productive
(c) The qty of the factors of production increases
(d) Previously unemployed factors of production are put back to work

11. Most real world economic systems are: mixed economic systems

12. All of the following statements are false except: 
(a) Normative economic statements are statements of fact
(b) In positive economics, we are detached scientists & personal values do not enter our description of economic events
(c) “The unemployment rate for Sept, 1987 was 5.9%” is a normative statement
(d) “The gov should provide a minimum income to every citizen” is a positive statement

13. The propositions that emerge from positive economics can generally be supported or refuted: by facts

14. Microeconomics best describes the study of the: behaviour of individual economic agents

15. Macroeconomics is distinguished by its concentration on: the performance of national economies & ways to improve upon their performances
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Full employment output
¥, = (aumber of workers at full employment) X (output per worker).
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Figure 1.5 Growth and the PPF
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Economic growth or an increase in the available resources can be envisioned
as an ourward shift in the PPF from PPFo to PPF\ . With PPF\ the economy
can produce more in both sectors than with PPFy .
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Question 1

An economy has 100 workers. Each worker can produce 4 cakes or 3 shits, regardiess of the number of other ndividuals prodicing each good. You
are going to draw the PPF for this economy, with cakes on the vertcal axis and shits on the horizontal axi.

. How many cakes can be produced in this economy when all of the workers are cooking? This answer is the point on the vertical axis where.
the PPF intersects it

b, How many shirts can be produced in this economy when all of the workers are sewing? This answer is the point on the horizontal axis where
the PPF intersects it

. IF you join these points you will obtain a straight fine PPF:
d. Label the inefficient and unattainable regions on the diagram.

Hide Answer

. Ifall 100 workers make cakes, their output is 100x4=400.

b1 all workers make shirts, their output is 100x3=300.

. The diagram shows the PPF for this economy.

d. The inefficient region inside the PPF and unattainable regions outside the PPF are labelled in the diagram.

Cakes
400

Unattainable

300 ‘Shirts
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Question 2
Most Canadians think that free health care s a right for every citizen.

= Do you agree?

= If there is unlimited free health care, would such a program have any
impact on other government programs?

Hide Answer

Heaith care has an opportunity cost. More expenditure:
on it means less expenditure on other programs.
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Question 3
You and your partner are highly eficient peopl. You can ear $50 per hour n the workplace and your partner can eam $60 per hour:

If there is no domestic cleaning service in your area, which of you should o the housework, assuming that you are equally efficent at housework?
wny?

Hide Answer

“The person earning $50 per hour should do the housework because the opportunity cost of doing housework is lower, the income forgone at $50
per hour as compared to $60 per hour.

Question 4
‘Which of the following statements are positive and which are normative?

2. Total production in the economy increased by less than 3 percent last year.

b. Because of the relatively siow growth in the economy's output, the government should cut taxes.

. Income per person is higher in Alberta than in New Brunswick.

. The most recent opinion polls in New Brunswick and Alberta indicate that New Brunswick residents are happier than Albertans.

Hide Answer

Statements (2), (<) and (d) are positive because they do not contain value judgments about the facts presented. Statement (b) is normative. It
‘makes a value judgment about the facts presented and the ‘appropriate policy response.
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Question 5.

Wnen British Columbia Ferries ordered new boats, it had to decide whether to give the.
buiding job:
= 02 buider registered in British Columbia
or

= open up the bidding and tender process to builders from all across Canada, or from
all over the world.

From your knowledge of markets, how would you have advised BC's Premier in
determining how to allocate the contract?

Hide Answer

‘Surrey Docks In September 1982 (Source: Achm
Herng, Widpedia)

‘Competition among many potential suppliers from both inside and outside of the province would be better, with a more open systen. It would
offer the province more options at competitive prices.

Question 6
Which of the following statements pertain to macroeconomics and which to microeconomics?

2. Inflation in 2003 was lower than in 2002.

b. Dell Computers are cheaper than Hewlet-Packard computers.

. Unemployment in Québec is higher than in Ontario.

d. The recent rise in interest rates will ikely be accompanied by a change in the unemployment rate.

Hide Answer

Statements (a), (<) and (d) describe conditions or economic relationships for a national or provincil economy. They pertain to macroeconomics.
Statement (5) describes conditions in the market for a particular product - computers - and therefore pertains to microeconomics.
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Question 7

‘The production possiblites frontier n the figure on this page is concave to
the origin because:

2. resources are equally substitutable between the production of food and [/ Production possbinyfronter

b have more food onlyif it produces more films.

. the cost of food In terms of films is constant.

d.the opportunity cost of food in terms of films increases as more films
are produced.

Hide Answer

Film output

d. the opportunity cost of food n terms of films increases as more films are produced.

Question 8
“The combination of food and films shown by point H in the figure:

2. is not attainable, given society's current level of resources and production technology.
b can be attained only if some of society's resources are unemployed.

. suggests that opportunity cost of food in terms of films s constant.

d. results only because society inefficiently allocates ts resources.

Hide Answer

2. s not attainable, given society's current level of resources and production technology.
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Question 9
‘The combination of food and films shown by point G in the figure:
2. s an eficent use of society’s resources because tis below the production
possiilties frontier.
b. s more desirable than point E because producing at point G does not place a
strain on society's production capacity.
<. s attainable but involves the unemployment and inefficient use of some of
Society’s resources.
d. is beyond the capacity of society to produce.

Hide Answer

. s attainable but involves the unemployment and inefficient use of some of society’s resources.
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Question 10

Using the production possibilties described in the table on this page, the cost of each additional fiim
in terms of food:

a. remains constant.
b falis as more films are produced.

. increases as more films are produced.

d. s meaningless because the cost of films cannot be expressed in terms of food.

Hide Answer

Movle concession siand
(Source: Wikipeda)

. increases as more films are produced.

Question 11
In the table, the opportunity cost of increasing food output from 17

2. 17 fims. Workers Output Workers Output
b. 9 fims.
<. 26 films. N = 0 °
4. 8fims. 3 2 1 9
Vide Answer 2 7 2 7

1 10 3 2%

0 0 4 3

d.8fims.
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Question 12
Referring to the figure on this page, i this society chooses to produce 10 quirks,

‘what is the maximum quantity of quarks it can produce? %
o s00qure fm
et 3
& feris g
d. 600 quarks. g
& < s00
o snver i
o
W
pusciges o
o 600 quars
Question 13
Referring to the figure, what is the opportunity cost of producing the first 600 quarks?
o sauks.
. Baurke.
< oo

d. the answer cannot be determined.

Hide Answer

€. 10 quirks.
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Question 14
Referring to the figure, if production is currentiy that indicated by point A, what s the (approximate) cost of producing one more quirk?
2. 100 quarks.
b. 50 quarks.
€. 25 quaris.
d. one more quark.

Hide Answer

<. 25 quarks.
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Figure 1.1 Absolute advantage ~ production
Vegetable

Amand's PPE

Zoc's PPF

Fish
12 s

Amanda's PPF indicates that she can produce either 18V (and zero F), or 12
F (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.
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Consider now the opportunity costs for each person. Suppose Amanda is currently producing 18 V and zero F', and considers producing
some F and less V. For each unit of F she wishes to produce, it is evident from her PPF that she must sacrifice 1.5 units of V.. This is
because F' requires 50% more hours than V. Her trade-off is 1.5 : 1.0. The additional time requirement s also expressed in the intercept
values: She could give up 18 units of V and produce 12 units of F instead; this again is  ratio of 1.5 : 1.0, This ratio defines her
opportunity cost: The cost of an additional nit of F is that 1.5 units of V must be ‘sacrificed'.

Applying the same reasoning to Zoe's PP, her opportunity cost is 0.5 : 1; she must sacrifice one half of a unit of V to free up enough
time to produce one unit of F.
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Figure 12 Absolute advantage — consumption

Vegetable

Amanda’s PPF

Consumpion passibi
for Amanda and Zoe
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Fish
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With specialization and trade at a rate of 1 : 1 they consume along the line
joining the specialization points. If Amanda trades 8V 1o Zoe in return for 8
F, Amanda moves to the point A(8,10) and Zoe 10 Z(10,8). Each can consume
‘more after specialization than before specialization.
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Figure 1.3 Economy-wide PPF
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From a, 10 produce Fish it is more efficient to use Zoe because her
opportunity cost is less (segment ac). When Zoe is completely specialized,
Amanda produces (ce). With complete specialization this economy can
produce 27V or 30F .
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¥ = (aumber of workers employed) X (output per worker).
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