Principles of Economics Review

Jan 17, 2006

* HOMEWORK I is due on Jan 26 at the beginning of the class..
* Glossary
http://www.chass.utoronto.ca/~reak/glosslist.htm
* Scarcity
· Definition: The condition that arises because the available resources are insufficient to satisfy wants. A good is scarce if people would consume more of it if it were free.
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 You have $300 which you can either spend on textbooks or Xbox. Do you face scarcity?
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 You have a money machine. For this weekend, you can either take Mary to Hawaii or meet Judy in Paris. Do you face scarcity?

· Economics is the social science that studies the choices that individuals, businesses, government, and entire societies make as they copy with scarcity.

* Opportunity Cost
· Definition: The best thing that you must give up to get something.
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 What is your opportunity cost of coming to today’s class?
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 What is your opportunity cost of taking this class?

· HOMEWORK
1. List the costs of your attending UW, including the opportunity cost. 

* Market Equilibrium
· Definition: When the quantity demanded equals the quantity supplied – when buyers’ and sellers’ plans are consistent. 
· Example: 

P=q+2

P=-q+10

· HOMEWORK
2. Consider a market whose supply and demand curves are given by p= 0.5q+4 and p= -q/3 +6, respectively. Draw the graph and find out the equilibrium price and quantity by solve the system of equations. 
* Changes in Demand

· Price of a substitute
· Price of a compliment
·                  Normal goods               Inferior goods

Income
· Expectation
· Number of buyers

· Preference (Taste)

* Changes in Supply

· Price of a substitute in production

· Price of a compliment in production

· Price of resources and other inputs

· Expectations

· Number of sellers

· Productivity

· HOMEWORK
3. Describe a market in which both the supply curve and the demand curve move but 
1) P remains unchanged;

2) Q remains unchanged;

* Price Elasticity 
· Definition: Price elasticity of demand= Percentage change in quantity demanded/ percentage change in price
· Example: P= -q/5 +6
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· HOMEWORK
4. Which is the unit elastic point ( |ε|= 1) in the above demand curve? Can you find out the relationship between the slope and the elasticity? Hint: recall slope=Δy/Δx in this question. 

* Budget Line 

· Definition: A line that describes the limits to consumption choices and that depends on a consumer’s budget and the prices of goods and services.

· Example: Tesa has a budget of $4 a day, which she spends on two goods: bottled water and chewing gum. The price of water is $1 a bottle, and the price of gum is $0.5 a pack. 
· HOMEWORK
5. You have $80, which you spend on either good y or good x. The price of good y is $16 per unit, and the price of good x is $4 per unit. 

1) Draw the budget line

2) What is the slope of the budget line?

3) Write down the function for the budget line.

4) Redo 1) – 3) if the price of y is changed to $8 per unit.

5) Redo 1) – 3) if the price of x is changed to $8 per unit.
6) Redo 1) – 3) if you have $160 instead of $80.

* Marginal Utility Theory 

· Utility: The benefit or satisfaction that a person gets from the consumption of a good or service.
· Marginal Utility: the change in total utility that results from a one-unit increase in the quantity of a good consumed.

· Diminishing marginal utility: We call the decrease in marginal utility as the quantity of a good consumed increases the principle of diminishing marginal utility.
· Marginal utility, slope, and the shape of the utility function.
* Productions and Costs 

· Terms you should know: TP, MP, TC, TFC, TVC, MC, ATC, AFC, AVC;

· Reading Assignment 
MB=MC Rule ---- Example 1.10, page 16. 
· Example: The following table sets out the quantity of labor (L) and costs incurred in a factory. The price of one unit of labor is 350.
	L
	TP
	TVC
	TC
	AFC
	AVC
	ATC
	MP
	MC

	1
	100
	350
	850
	C
	3.50
	D
	-------
	-------

	2
	240
	700
	B
	2.08
	I
	5.00
	140
	2.50

	3
	380
	A
	1550
	H
	2.76
	4.08
	140
	E

	4
	440
	1400
	G
	1.14
	3.18
	4.32
	J
	5.83

	5
	470
	F
	2250
	1.06
	3.72
	4.79
	30
	K


· HOMEWORK
6. In the above table, 

1) Calculate F, G, H, I, J, K;
2) Draw the graph for MC, AVC, AFC, ATC.[image: image6.png]
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