ECON 1000
Ch. 1: Definition of Economics
· Economics: the social science that studies the choice individuals, businesses, governments, and entire societies make as they cope with scarcity and he incentives that influence and reconcile those choices
· Scarcity: inability to satisfy all wants/needs because of limited resource
· Incentive: a reward that encourages an action or a penalty that discourages an action
· Microeconomics:  the study of the choices that individuals and businesses make, the way these choices interact in markets and influence the government
· Macroeconomics: the study of the performance of the national economy and the global economy
· Microeconomics vs. Macroeconomics: no money involved in microeconomics
· Two big economics questions
· How do choices end up determining what, how, and for whom goods and services get produced?
· When do choices made in the pursuit of self-interest also promote the social interest?
· Factors of production
· Land: earns rent
· Natural resources: minerals, oil, gas, coal, water, air, forests, fish, etc.
· some renewable (can be recycled), some non-renewable (resources to make energy)
· Labour: earns wages
· work, time and effort that people devote to production goods and services 
· physical and mental efforts
· quality depends on human capital (knowledge and skill that people obtain from education, training, and experience) 
· Capital: earns interest
· tools, instruments, machines, buildings used to produce goods and services
· financial capital used to buy physical capital, but is not a productive resource as it is not used to produce goods and services
· Entrepreneurship: earns profit
· human resources that organize labour, land and capital
· Self-interest: if the choice is the best available for an individual. Using time and resources in ways that make sense to an individual. Don't think how choices affect society.
· Social interest: self-interested choices promote social interest if they lead to an outcome that is the best for society as a whole. An outcome that uses resources efficiently and distributes goods and services equitably among individuals
· used efficiently when goods and services produced:
· at lowest possible cost
· in quantities that give the greatest possible benefit
· interaction of self-interest and social interest
· Globalization
· expansion of international trade, borrowing, lending , ad investment
· The information-age economy
· technological change of the 1990s and 2000s
· Global warming
· climate change and political issues associated
· Natural resource depletion
· Over-fishing in international waters, clear-cutting rainforests, etc.
· Economic instability
· Choices leading up to recession, etc.
· tradeoff: an exchange, giving up one thing to get something else
· as a society tradeoff current consumption and leisure time for economic growth and higher future consumption
· saving, education, research and development
· What: spending income on various things, what to produce
· How: choosing among alternative production technologies
· Whom: distribution of buying power(voluntary payment, theft, taxes and benefits)
· big tradeoff: between equality and efficiency
· opportunity cost: the highest valued alternative forgone
· "There's no such thing as a free lunch"
· margin: the consequences of making incremental changes in the use of resources
· marginal benefit: the benefit that arises from an increase in an activity
· decreasing function
· marginal cost: the cost of an increase in an activity
· increasing function
· If marginal benefit exceeds marginal cost, incentive to do more of that activity.
· If marginal cost exceeds marginal benefit, incentive to do less of that activity.
· Incentives are the key to reconciling self-interest and the social interest.
· Economists emphasize the role of institutions in creating incentives to behave in the social interest
· Paramount: the rule of law that protects private property and facilitates voluntary exchange in markets.
· Positive statements: what is
· Normative statements: what ought to be
· economic model: description of some aspect of the economic world - unscrambles cause and effect
· natural experiment: situation that arises in the ordinary course of economic life, factors of interest is different, other things are similar
· statistical investigation: looks for correlation
· economic experiment: puts people in decision-making situation and varies influence of one factor at a time to see response
· Economics as a policy tool
· Personal economic policy: marginal benefit and marginal cost for personal decisions
· Business economic policy: marginal benefit and marginal cost for businesses, interaction of individuals with the firm
· Government economic policy: marginal benefit and marginal cost of government decisions, interaction of individuals with businesses
Graphs
· time-series graph: time on x-axis, variable on y-axis
· cross-section graph:  value of variable of different groups at a particular point in time
· scatter diagram: plots points to show relationship between to variables
· positive/direct relationship: variables move in same direction
· linear relationship: straight line
· negative/inverse relationship: variables move in opposite directions
· Ceteris paribus: if all other relevant things remain the same
Ch. 2: The Economic Problem
· Production possibilities frontier (PPF): boundary between combinations of goods and services that can and cannot be produced.
· outward bowed-out shape reflects increasing opportunity cost
· not all resources are equally productive in all activities
· cannot attain points outside of frontier (scarcity)
· points inside frontier are inefficient
· resources are unused or misallocated
· production efficiency: if goods and services produced at lowest possible cost
· allocative efficiency: goods and services are produced at the lowest possible coast and in the quantities that provide the greatest possible benefit
· intersection of marginal cost and marginal benefit
· preferences: description of a person's likes and dislikes
· illustrated on marginal benefit curve
· Economic growth:  expansion of production, PPF shifts right. Opportunity cost of economic growth is less current consumption
· technological change:  development of new goods and of better ways of producing
· capital accumulation: growth of capital resources, including human capital
· comparative advantage: a person can perform the activity at a lower opportunity cost than anyone else
· Absolute advantage: a person who is more productive than others. Production per hour
· gain from trade if specialization at comparative advantage
· dynamic comparative advantage: gaining comparative advantage from learning-by-doing
· Learning-by-doing: specialize and by repeatedly producing a particular good or service become more productive in that activity and lower the opportunity cost of producing that good over time. 
· Economic coordination: decentralized economic planning
· Firms: economic unit that hired factors of production to produce and sell goods and services
· Markets: arrangement that enables buyers and sellers to get information and to do business with each other
· facilitates  trade
· Property rights: social arrangement that govern ownership, use, and disposal of anything people value
· Real property: land, buildings, equipment, etc.
· Financial property: stocks, bods, money, etc.
· Intellectual property: intangible product of creative effort: books, music, etc.
· Money: any commodity or token that is generally acceptable as a means of payment
· Circular flow through markets
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