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Week one 

 

➢ The production possibilities frontier 

A graph that shows the different outcomes that the economy can possibly produce given available 

factors of production and available production technology.  

Efficient = when the economy gets all it can from 

the scarce sources available (points on the curve). 

Inefficient = when the economy produces less than 

it could from the resources it has available (points 

inside the curve).  

Opportunity cost = In order to make more pizza we 

have to trade-off with how much sugar we 

produce. So, if we make 100 extra pizzas we may 

sacrifice 30 tonnes of sugar, so the opportunity 

cost is 3/10ths of a tonne of sugar per pizza. 

Note: There is a reciprocal relationship of the OC of goods between two countries. 

 

Opportunity cost: value of the best alternative given up 

➢ Comparative advantage: producer with the lowest Opportunity Cost 

➢ Absolute Advantage: the ability to produce a good using fewer inputs than another 

producer 

 Hours needed to make: Max amount produced in 12 hours: 

1 Lunch 1 Dinner Lunches Dinners 

Aaron 2 4 6 3 

Ben 0.5 3 24 4 

 

Specialisation and trade: 

➢ Ben: Is better at making lunch and dinner 

➢ Absolute advantage: Ben for both lunch and dinner 

➢ Comparative advantage: One producer can not have the comparative advantage in both 

goods 

 

 Opportunity cost of one: 

Lunch (in dinners 
given up 

Dinner (in lunches 
given up) 

Aaron ½ 2 

Ben 1/6 6 
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Aaron: Lower OC (2 compared to 6) in Dinner (Therefore, he has the comparative advantage in 

cooking Dinner) 

Ben: Lower OC (½ compared to 1/6) in Lunch (Therefore, he has the comparative advantage in 

cooking Lunch) 

 

Week Two 

Market = group of buyers and sellers of a particular good or services 

Competitive market = when there as so many buyers and so many sellers that each buyer/seller has 

no effect on the market price 

Perfectly competitive: 

1) Goods offered for sale are exactly the same 

2) So many buyers and sellers that no single buyer/seller has any influence over the market 

price 

Demand 

• Demand curve: 

• Quantity demanded: the amount of a good that buyers are willing/able to purchase 

• Law of demand: quantity demanded of a good declines when the price of the good rises 

• Demand schedule: a table 

that shows the relationship 

between price of a good and 

the quantity demanded 

• Demand curve: a graph that 

shows the relationship 

between the price of a good 

and the quantity demanded  

 

• Market demand vs individual demand: 

• We add up individual demand to establish market demand 

• Ceteris paribus: all other variables are constant 
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Movement along the curve vs Shifts in the curve 

 

    Movement along     Shifts 

 

 

➢ Movement in the demand curve: change in price of the good (ie if price of ice-cream 

increases, consumers will buy less ice-cream). 

 

➢ Shifts in the demand curve:  

 

Shifts are caused by: 

➢ Income:  

o Normal good: increase in income = increase in quantity demanded 

o Inferior good: increase in income = decrease in quantity demanded (e.g. Bus trips) 

➢ Prices of related goods: 

o Substitutes: decrease in the price of one good leads to a decrease in demand for the 

other good (ice cream and frozen yoghurt) 

o Complements: decrease in price of one good leads to an increase in demand for the 

other good (chocolate toppings and ice cream) 

➢ Tastes: 

o If you like ice cream, you buy more ice cream 

➢ Expectations: 

o If you expect the price of ice cream to fall tomorrow, you might not buy it today 

➢ Number of buyers: 

o An increase in individual demand leads to increased market demand 
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Supply 

• Supply curve: 

• Quantity supplied: amount of a good that sellers are willing and able to sell 

• Law of supply: the quantity of a good rises when the price of the good rises 

 

• Supply schedule: a table that shows 

the relationship between price of a 

good and the quantity demanded 

• Supply curve: a graph that shows 

the relationship between price of a 

good and the quantity demanded 

 

• Market supply vs individual supply: 

• Market supply in the sum of all individual supply, added horizontally 

 

Movement along the curve vs Shifts in the curve 

➢ Movement in the supply curve: change in price of the good (ie if price of ice-cream 

increases, producers will sell more ice-cream). 

 

➢ Shifts in the supply curve: 

 

Shifts are caused by: 

 

➢ Input prices:  

o The inputs that make up a product, like sugar and cream for ice cream  

o If the inputs increase in price then the seller will sell less ice cream 

➢ Technology: 

o The ice-cream machine makes making ice cream quicker and easier, allowing for 

greater supply of ice-cream 

➢ Expectations: 

o A seller might sell less ice cream today if they expect ice cream prises to rise 

tomorrow 

➢ Number of sellers: 

o Increase in sellers leads to an increase in supply 

 


