Economics Notes

(Week 1)

Economics is the study of how society manages and distributes its scarce resources. It dates
back to the 18™ C when Adam Smith published The Wealth of Nations in 1776. It is necessary
because mismanagement of scarcity = wasted value.

Microeconomics: Looks at individuals within the economy (people or businesses) and how
alternative uses and allocations of resources (e.g. pricing and markets)

Macroeconomics: Looks at the economy of a whole (e.g. inflation, unemployment, economic
growth etc.)
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7. Governments can sometimes improve market outcomes

The analysis in change in equilibrium is called comparative statistics and is done as follows:
1. Decide whether the exogenous event shifts the S or D curve (or perhaps both).
2. Decide in which direction the curve shifts.
3. Use the curves to see how the shift changes the equilibrium (endogenous change).

Rationing function of prices: Prices are a mechanism for allocating scarce resources:
— Any buyer/seller who is willing and able to buy/produce and sell the good at the
equilibrium price, will do so.

Elasticity: A measure of how much a variable will respond to a change in another variable. It is a
measure of sensitivity to changes in price. It is calculated as the absolute values of percentage
change in quantity supplied/demanded divided by the percentage change in price.
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Percentage change in quantity demanded

Price elasticity of demand =
Percentage change in price

e.g. Suppose the price elasticity of demand for wine is equal to 3. If price of wine increases by

5%, quantity demanded of wine will decrease by 15%.

If elasticity > 1, it is said to be elastic (responsive to change in price)
If elasticity = 1, it is said to have unitary elasticity (proportional change compared to price)
If elasticity < 1, it is said to be inelastic (unresponsive to change in price)
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