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Microeconomics 

Chapter 1 - Introduction to Economics 

Essential Terms 

Economics - the study of choices made to the best use of scarce resources so as to satisfy needs/wants 

Resource - inputs used to produce goods and services (land, labour, capital, entrepreneurship)  

Scarcity - the finite nature of resources to satisfy infinite needs and wants.  

Capital - resources providing future benefits (this includes financial capital) 

Opportunity cost - the next best alternative, sacrificed. Scarcity = opportunity cost 

Ceteris Paribus - Assumes other things apart from the variables are constant 

Rational Economic Decision Making - individuals act in self-interest, maximizing their benefits 

Positive Economics - what it is  

Normative Economics - what it should be. 

Economic growth - an increase in the quantity of output produced 

Economic development - an increase in the standard of living (caused by economic growth) 

Microeconomics - behavior of individual units in an economy (consumers and firms and government) 

Macroeconomics - an examination of the whole economy, using aggregates - combos of ind units  

Sustainable Development - development meeting the needs of the present without compromising the 

future’s ability to meet their needs 

Economic Efficiency - the best use of resources, no waste 

Economic Equity - the idea of being fair and just - widely interpreted and debated 
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Chapter 2 - Competitive Markets  

Intro to Competitive Markets  

A market is any kind of arrangement where buyers, sellers of goods/services/resources are linked to make 

an exchange → usually monetary 

Resources are sold in resource markets (factor markets) and goods in product markets.  

Competition is a process whereby businesses/individuals compete to achieve a goal 

E.g. - sell more goods, or get a contract, or export more as a country 

Competition occurs when many buyer/sellers are acting alone, so that none has monopoly power  

Competition forces producers to be at their most efficient.  

The relative price of a good (ratio of price to the price of the next best thing) is its opportunity cost 

Demand 

Demand (quantity demanded) is the quantity of a good/service the consumer is willing and able to buy at 

different prices, at a given time, ceteris paribus 

If we demand something, we want it, can afford it, and have made a plan to buy it 

How able we are able to buy something depends on size of the income 

Demand reflects a decision about which wants to satisfy 

The demand curve tells us how many units a consumer buys depending on the price 

Shows us the law of demand. When 2 variables change in opposing directions → negative/indirect 

relationship.  

Causal relationship 

The law of demand states that as the price of a good decreases, quantity demanded increases 

Results from the substitution effect (when the relative price of a good rises, people seek substitutes - 

lower demand), and the income effect (when price goes up relative to income, people can’t afford 

everything they had before, demand down. When price relative to income goes down, people consume/

demand more) 

Consumers buy goods because they get benefit or satisfactions (utility/utile)  

The greater quantity consumed = greater benefit derived 

BUT - Additional benefits derived increases by smaller, and smaller amounts 

Pop consumed: Second and third pop are enjoyed less than first pop which is enjoyed more. Price 

must fall for people to buy them 
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Law of diminishing marginal utility → each additional unit is worth less the more people have -- this is 

why the demand curve is downward sloping  

Nominal income is the dollar amount that a worker earns, whereas real income is buying power (nominal 

income adjusted for the price of various items). 

Market demand is the sum of all individuals demands for a good 

Non Price determinants of demand are other variables that can influence demand 

Changes in the determinants cause shifts in the demand curve to left or right 

A shift to the right = increase in demand, shift to the left = decrease in demand 

Income as a determinant influences how much one is willing to buy 

Normal goods - where demand for an item increases due to income increase 

Getting nail done value goes up, can buy more dinner, can buy lunch 

Inferior goods - where demand falls for an item due to income increase 

Second hand clothes, bus, value village shopping 

Preferences and tastes  

If preferences/tastes change in favor of a product → more demand 

Society decides popcorns are better than chips → demand for popcorn goes up, chips goes down.  

If people find out additives cause cancer, additive demand goes down.  

Prices of substitute goods (a good that is similar in purpose like coke and Pepsi)  

If a fall in the price of coke happens, a decrease in the demand for Griffen  

If the price of steak increases, the demand for pork chops may increase 

Complementary goods that have a tendency to go together (hotdogs and mustard) 

If the price of hotdogs + hamburgers increases, decrease in demand for mustard and ketchup 

Demographic changes can cause a shift in the demand curve 

Lower birth rate → lower demand for diapers, baby products 

Rise in elderly population → higher demand for geriatric doctors, elderly person products, dentures, 

stairlifts 

Higher populations in urban areas → higher housing demand 

Future price of goods → if price of a good is expected to increase, demand now goes up 

Expected future income → if expected income increases, demand *might* increase? 

When the price of a good changes, ceteris paribus, it leads to a movement in the demand curve → A 

change in the quantity demanded 

Griffen (inferior) goods defy the law of demand (when price goes down, demand goes up) 

Griffen goods are inferior goods that people buy less of as their income rises 
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As their prices go up, people’s real incomes seem to be even lower, forcing them to buy more of the good. 

This is because the good is bought by poor people… 

Veblen goods are luxury goods that people will demand more of as prices increase - wine, Gucci 

Supply 

Supply is about the behaviors of sellers (firms for products and households for resources)  

The supply of a business indicates the quantity of a good or service it is willing and able to market for sale 

at different possible prices, during a particular time (ceteris paribus) 

Based on resources they have 

If a firm supplies something, it has the resources/tech to produce, can profit from producing it, and has 

made a definite plan to produce and sell it 

The law of supply illustrates a positive causal relationship between quantity of a good supplied and its 

price (ceteris paribus) 

As the price of a good increases, the quantity of a good supplied also increases.  

This happens since there is more profit due to higher prices 

Less profit = lower profitability, and incentive to produce less 

More firms (less efficient ones) can cover costs and raise production 

The law comes from the tendency for marginal cost to increase as quantity does - producers need to 

cover their marginal costs 

Market supply is the net total of all firms’ supplies for a good  

The supply curve in some instances, may be vertical 

The price increases, yet the quantity of the good does not increase 

E.g. great art masterpieces 

May be vertical because there is no time / capability to increase quantity 

A movie theatre cannot add more seats in a short time no matter how high  

As with demand, supply is affected by non price determinants,  

A shift to the right - more supplied for a price = increase in supply, and vice versa 

Costs of factors of production  

If a factor price increases, production is less profitable - less Qs 

Technology  

New technology can lower the costs of production - more profitable - shift right. 

Competitive supply  

2+ products are produced by the same firm - competing for the same resources 


