

Wednesday, January 10, 2018

Econ1000

MPORTANT INFORMATION: 
*No class Feb1*
*By next class we need to read/notes on chapter 1-3* 
*Quizme first than other quizzes* 
Quiz 1 is due Jan 27 chapter 2-3 
MyEconLab study plans - chapter 1-3 
CHAPTER 1: What is Economics? 
QUESTIONS:

•
Define economics and distinguish between microeconomics and macroeconomics 

•
Explain the two big questions of economics 

•
Explain the key ideas that define the economic way of thinking 

•
Explain how economists go about their work as social scientists and policy advisers 
NOTES: 
An incentive is a reward that encourages an action or a penalty that discourages one. (Prices) Example: Laptop is too high, more will be offered for sale than people want to buy. And if the price is too low, fewer will be offered for sale than people want to buy. 
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. 
Subject has two parts: Microeconomics and Macroeconomics 
Microeconomics is the study of the choices that individuals and businesses make, the way these choices interact in markets, and the influences of governments. 
(Question) Example: Why are people downloading more movies? How would tax on e-commerce affect eBay? 
Macroeconomics is the study of the performance of the national economy and the global economy. 
(Question) Example: Why does the Canadian unemployment rate fluctuate? Can the Bank of Canada make the unemployment rate fall by keeping interest rates low?
Two big economic questions: 

1.
How do choices end up determining what, how, and for whom goods and services are produced? 

2.
Do choices made in the pursuit of self-interest also promote the social interest? 
WHAT, HOW AND FOR WHOM? 
Goods and services are the objects that people value and produce to satisfy wants.
Goods are physical objects Example: cellphones and automobiles. 
Services are tasks performed for people Example: cell phone service and auto-repair service.      
What? - What we produce varies across countries and changes over time. 
Agriculture and manufacturing are small percentages of production in rich countries such as Canada and large percentages of production in poorer countries such as China. 
How? - How we produce is described by the technologies and resources that we use. The resources used to produce goods and services are called factors of production. 
Group into four categories: 

•
Land 

•
Labour 

•
Capital 

•
Entrepreneurship 
Land: “The gift of nature” produce goods and services. In economics land is called natural resources. It includes everyday sense with minerals, oil, gas, coal, water, air, forests and fish. 
Labour: The work time and work effort that people devote to producing goods and services is called Labour. Includes the physical and mental efforts of all the people who work on farms and construction sites and in the factories, shops and offices. 
The quality of labour depends on human capital, which is the knowledge and skill that people obtain from education, on-the-job training, and work experience. 
Capital: The tools, instruments, machines, buildings, and other constructions that business use to produce goods and services are called capital. Finance capitals are money, stocks and bonds. It plays an important role in enabling business to borrow the funds that they use to buy physical capital. *Not used to produce goods and services and is it not a factor of production*
Example: Buildings, robots etc
Entrepreneurship: The human resource that organizes labour, land, and capital. Entrepreneurship are drivers of economic progress. They develop new ideas about what and how to produce, make business decisions, and bear the risks that arise from these decisions. 
Example: Clothing, houses, airplanes etc 
Whom? - People with large incomes can buy a wide range of goods and services. People with smaller incomes have fewer options and can afford a smaller range of goods and services. People earn incomes by selling the services of the factors of production they own: 
Land earns: rent 
Labour earns: wages
Capital earns: interest 
Entrepreneurship earns: profit 
*Labour is the one that earns the most income” 
Self interest: You make a choice in your self-interest if you think that choice is the best one available for you. 
Social Interest: An outcome is in the social interest if it is best for society as a whole. Efficiency and the social interest: Economists use the everyday word “efficient” to describe a situation that can’t be improved upon. 
Fair shares and the social interest: The idea that the social interest requires “fair shares” is a deeply held one. 
Four Issues

1.
Globalization: The expansion of international trade, borrowing and lending, and investment. It is in the self-interest of those consumers who buy low-cost goods and services produced in other countries; and it is in the self-interest of the multinational firms that produce in low-cost regions and sell in high-price regions. Example: Destroys many canadians jobs. Workers across the manufacturing industries must learn new skills or take service jobs are often lower-paid or retire earlier.  

2.
Information-Age Monopolies: The technological change of the past forty years has been called the Information Revolution. Example: PC vs Mac. PC had a huge market share because of their microsoft power 

3.
Climate Change: Burning fossil fuels to generate electricity and to power airplanes, automobiles, and trucks. Example: lessen the footprint by walking, riding a bike, taking a cold shower, or planting a tree.       

4.
Economic Instability: Made loans that borrowers could not repay to the bank and they were holding securities the vales of which had crashed. 
Market capitalism: is an economic system in which individuals own land and capital and are free to buy and sell land, capital, and goods and services in markets. 
Centrally planned socialism: is an economic system in which the government owns all the land and capital, directs workers to jobs, and decides what, how, and for whom to produce. 
*Our economy today is a mixed economy, which is market capitalism with government regulation. 
Invisible Hand Theory: is a term used by Adam Smith to describe the unintended social benefits of individual self-interest actions.
Six key ideas defining economic way of thinking 

1.
A choice is a tradeoff: Example: Test next day, do you study or go out with friends? It is a choice. A tradeoff is an exchange, giving up one thing to get something else. 

2.
Making a rational choice: Is one that compares costs and benefits and achieves the greatest benefit over cost for the person making the choice. Example: You like black coffee versus a friend likes it milky and sweet. Rational for you to choose espresso and your friend to choose cappuccino. 

3.
Benefits what you gain: is the gain or pleasure that it brings and is determined by preferences by what a person likes or dislikes and the intensity of those feelings. *Economists measure benefit as the most that a person is willing to give up to get something.* 

4.
Cost what you must give up: The opportunity cost of something is the highest valued alternative that must be given up to get it. Example: students in school, giving up a lot of hours in class, doing assignments, preparing for tests and etc. 

5.
How much? Choosing at the margin: Deciding how many minutes to allocate to each activity example: chatting with friends online or studying. To make a decision, you compare the benefit of a little bit more study time with its cost you make your choice at the margin. The benefit that arises from an increase in an activity is called marginal benefit. Example: one more night of study before a test is the boost it gives to your garde. The opportunity cost of an increase in an activity is called marginal cost. Example: studying one more night is the cost of not spending that night on your favourite leisure activity. 

6.
Choices respond to incentives: Economists take human nature as given and view people as acting in their self-interest. The central idea of economics is that we can predict the self-interested choices that people make by looking at the incentives they face. Example: your economics instructor gives you a problem set and tells you these problems will be on the next test. So your marginal benefit from working these problems is large and you will work on them. Versus math instructor gives you a problem and says this will never be on the test so you get little marginal benefit and skip those problems. 
Economist as Social Scientist 
Positive statements: is about what is. Might be wrong or right, but we can test it by checking it against the facts. Example: “Our planet is warming because of the amount of coal that we’re burning” is a positive statement. We can test whether it is right or wrong. 
Normative statements: is about what ought to be. It depends on values and cannot be tested. Example: “We ought to cut our use of coal by 50 percent” you may agree or disagree with it, but you can not test it. 
Unscrambling cause and effect: Economists are particularly interested in positive statements about cause and effect. An economic model is a description of some aspect of the economic world that includes only those features that are needed for the purpose at hand. Example: an economic model of a cellphone network might include features such as the prices of calls, the number of cellphones users, and the volume of calls. But the model would ignore cellphone colours and ringtones. 
Economist as Policy Advisor
Economics is useful. It is a toolkit for advising governments and businesses and for making personal decisions. Some of the most famous economists work partly as policy advisers. 
Scatter diagram: is a graph that plots the value of one variable against the value of another variable for a number of different values of each variable. This helps show the relationship between both variables.
A relationship between two variables that move in the same direction is called a positive relationship or a direct relationship. A line that slopes upward shows such a relationship.[image: image1.jpg]:Al.7 Maximum an
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(b) Relationship with a minimum

Part (a) shows a relation-
ship that has a maximum
point, A. The curve slopes
upward as it rises fo its
maximum point, is flat at its
maximum, and then slopes
downward.

Part (b) shows a rela-
tionship with a minimum
point, B. The curve slopes
downward as it falls to
its minimum, is flat at its
minimum, and then slopes
upward.
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Linear Relationship: a relationship shown by a straight line.
A relationship between variables that move in opposite directions is called a negative relationship or an inverse relationship.[image: image2.jpg]‘;‘l.! Variables That Are Unrelctﬂe.ci“
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(b) Unrelated: x constant

This figure shows how we
can graph two variables
that are unrelated. In part
(a), a student’s grade in
economics is plotted at

75 percent on the y-axis
regardless of the price of
bananas on the x-axis. The
curve is horizontal.

In part (b), the output
of the vineyards of France
on the x-<axis does not vary
with the rainfall in Ontario
on the y-axis. The curve is
vertical.




Many relationships in economic models have a maximum and minimum. For example, firms try to make the Max possible profit and produce at the lowest possible cost[image: image3.jpg]Negative (Inverse) Relationships
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(b) Negative, becoming less steep (<) Negative, becoming steeper

Part (b) shows a negative relationship such that as the
journey length increases, the travel cost decreases as we
move along a curve that becomes less steep. :

Part (c) shows a negative relationship such that as
leisure time increases, the number of problems worked :
decreases as we move along a curve that becomes stéeﬁ' S




Variables that are unrelated: There are many situations in which no matter what happens to the value ozone variable, the other variable remains constant. Sometimes we want to show the independence between the two variables.
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(a) Positive, linear relationship

Each part shows a positive (direct) relationship between two
variables. That is, as the value of the variable measured
~ on the x-axis increases, so does the value of the variable
~ measured on the y-axis. Part (a) shows a linear positive
relationship—as the two variables increase together, we
move along a straight line.
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(c) Positive, becoming less steep

Part (b) shows a positive relationship such that as the
two variables increase together, we move along a curve
that becomes steeper.

Part (c) shows a positive relationship such that as the
two variables increase together, we move along a curve
that becomes flatter.
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*rest of the chapter explains how to find a slope lol hehehe
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