Preface

Someone once asked me a simple question, “What is economics?” It was hard to give a reply back but I said, “Economics is the social science that studies the production, distribution, trade and consumption of goods and services.” Basically, economics measures everyday goods and services that are provided. It is from economics that we are able to make choices. Economics studies these choices that we make as we cope with scarcity and the incentives that influence our choices. In economics we often study the way in which one must choose one choice over another, or when a biased conclusion is made. On the other hand, economics tries, without prejudice, to predict and explain consequences of choices, given a set of assumptions and/or a set of observations. Economics can range from everyday life items needed to survive, such as oil, to even the New York Stock Exchange and Governmental Issues, such as medical care and social security. It all falls into the basis of economics.
Economics is a broad subject to focus on. It is divided into two main branches: microeconomics and macroeconomics.
Microeconomics is the study of the choices that individuals and businesses make and the way these choices respond to incentives, interact, and are influenced by governments. In microeconomics it is more focused on the individuals of society and how they make their choices. People ask themselves the questions what, how, and for whom in microeconomics. They focus on what goods are produced, how they are produced and for whom they are produced for. Microeconomics works more closely with the people and how they affect society. As I like to put it, it is dealing with the inner businesses that are not totally controlled by the government.
Macroeconomics is the study of the total effects on the national economy of the choices that individuals, businesses, and governments make. In macroeconomics people look more at the “big” picture. They focus on the economy nationally and globally. They also focus on the standard of living, the cost of living, and recessions and expansions.  Putting it into uncomplicated terms, it is dealing with businesses of a more national level. There are different focus points between the two types of economics but some things that are similar include the supply and demand curve and even the definition of the standard of living and how it is used to determine the outcomes of economics from choices that are made everyday.
The standard of living explains what level of consumption of goods people enjoy on average. This is measured by determining the average income per person. The cost of living is how many dollars are used to buy the goods and achieve the standard of living. Lastly, macroeconomics focuses on the recessions and expansions of the economy. Expansions happen when the economy is producing much more efficiently and has many jobs to offer society. Recessions are pretty much the opposite of expansions; they happen when the economy is producing less efficiently and has fewer jobs to offer society. The worst recession that the U.S. has ever experienced was in the 1930’s. Companies were producing twenty percent less than they should have been. This recession is now known as “The Great Depression.” 
In economics we, as a society, can learn many things. As explained above, society can learn about microeconomics and macroeconomics. You may not think that you should worry about this when in reality you should. When someone asks you to make something for them and if you ask them the three questions what, how and for whom, you are speaking of microeconomics. In macroeconomics our society as a whole is affected, however, you as an individual are not always affected unless you are the leader of a company making decisions that could affect our nation.
Economics confronts us everyday in life. We are confronted with economics through supply and demand. Supply is basically the goods or services that are available. Demand is what the consumers are looking to buy or urging to use. Our society is always demanding for bigger and better things and the businesses have to be the ones to supply those goods to the customers. When we, as the customers do not receive what we want then we become upset at the businesses for not supplying those goods and services to us. I have learned that if people demand more of an item than the supply of that specific item will go up. I have also learned that when this happens the businesses look for the point in which everyone is pleased. This point is known as the equilibrium point.
School and our jobs also affect our economy. When people come to the choice of work and school then they are faced with an economic decision. If they choose to go to work then they are facing to receive a bad grade in school. However, if they decide to go to school, then they are facing a loss of income. This is known as a tradeoff and it is costing us something so that we are able to receive what we want out of life.
In economics we also learn about scarcity and elasticity. Scarcity is an issue that our society should be concerned about because we are always demanding for more when we should take into consideration that we can only demand as fast as the businesses supply. When we as the customers demand for more than we should then that leads to a sense of scarcity in our society. This is why gold and diamonds are worth much more than pencils.

Elasticity also explains what happens when the businesses changes the prices of goods. I believe that this is important because when we as the customers buy a good the businesses look at the records to see if the good had a high demand or not. By knowing this then the business can decide whether or not to raise or lower the price for this specific item. I feel that this is important to me because then it decides whether I end up spending more or less on an item.
As I learned about elasticity, I also learned about perfectly elastic and perfectly inelastic through supply and demand. When it is perfectly elastic it is shown as a horizontal line on both the supply and demand curves. The horizontal line explains that if the price barely rises at all, then the quantity demanded or supplied increases by a very large percent. When it is perfectly inelastic, it is shown as a vertical line on both the supply and demand curve. This explains that even though the price changes, the quantity supplied or demanded would have no effect at all.
I have also learned about marginal cost and marginal benefit. Marginal Cost is what one must give up to receive one more unit of it. Even though we may not use that term specifically, it still is used in our lives. When we go out to buy another pencil, we are giving up money to receive another pencil to have. However, this gives us marginal benefit which is the benefit that arises when we buy one more item. For example, when we buy that other pencil then we have an extra one to use in case one is lost or breaks.

Economics, therefore, affects us daily in life whether we see it or not. Even though we may not think about something economically, we are still affecting our economy. 
The supply and demand model which was originally developed by Alfred Marshall is used to describe, explain, and possibly predict changes that may occur in price and the quantity of goods sold in competitive markets. Demand is the quantity of a good that consumers are not only willing to buy but also have the capacity to buy at the given price. Therefore, supply is the quantity that producers are willing to sell at a give price. In the supply and demand model there is a point where supply and demand are balanced, this is known as the equilibrium point.
The supply and demand model is used to describe how prices may vary between product availability (supply) and the desire of those with purchasing power (demand). The graphs used in the movies show an increase in demand from D1 to D2 along with an ensuing increase in price and quantity required to reach equilibrium on the supply curve (S).
Supply and demand assumes that markets are perfectly competitive. It implies that there are many buyers and sellers in the market and none of them have the ability to influence the price of the good. The assumption sometimes fails because some individual buyers and/or sellers do have the capacity to influence prices. 
Every day businesses work to satisfy consumer demand and generate revenue. Firms are interested in whether consumers will respond in small ways or in very large ways to change in price. 

Elasticity measures the response to changes in variables. The degree of response determines how a price change will affect sales revenue. Elasticity measurements help businesses understand and react to changes in consumer demand so that revenue levels can be sustained or increased. 

Any number of variables can influence demand. Elasticity helps businesses analyze some of the variable and examine how demand is changing. 

There are three possibilities for price elasticity of demand:

· Demand is elastic if the percentage change in the quantity demanded exceeds the percentage in price.

· Demand is unit elastic if the percentage change in the quantity demanded equals the percentage change in price.

· Demand is inelastic if the percentage change in the quantity demanded is less than the percentage change in price.

Price elasticity of demand is calculated through the comparison of percentage change in the quantity demanded with the percentage change in price. Because elasticity compares the percentage change in quantity demanded with the percentage change in price, a measure of percentage change that does not depend on the direction of the change is needed. This measure is the midpoint method.
In order to get the midpoint method, one must divide the change in the price by the average price (the average of the initial price and the new price) and then multiply by 100. 

Estimating the price elasticity of demand is important information for a business. If a company sets a price within the elastic range of a demand curve, sales revenue decreases when the company increases price. If the company lowers price, revenue increases since the response from consumers is greater than the change in price. If the company sets a price in the inelastic range of a demand curve and chooses to decrease price, then the business loses revenue. When price is inelastic, the logical action is to raise price, which then increases sales revenue. The unitary elasticity price is unique because neither an increase nor a decrease in price.

Elasticity affects our economy and our taxes. When demand is perfectly inelastic the buyer ends up paying the taxes. This means that when the government raises the taxes, the customers are paying more, however the sellers still sell the same quantity even though the price is raised. However, when demand is perfectly elastic the seller ends up paying the taxes. This means that even though the government raises the taxes for a good the buyer is still buying the good for the same price before the tax raise. The seller ends up paying for the taxes and this reduces the quantity of the good that the seller can sell to the buyer.
Elasticity is not only applied through taxes, but it is also applied in our daily lives. For example, when the gas prices rise because of a current disaster, such as a hurricane, the buyer ends up paying for the taxes and this is why there is a rise in gas prices today. However, when we buy a vehicle and the tax rises, the buyer is not affected by spending more money. The seller is the one who has to pay the price. The seller ends up paying for the tax and they also end up selling less vehicles then they did before.
The next time you go out and look at taxes, you can look at it economically. When you pay for the taxes then the demand is perfectly inelastic and when you start your own business and you become the one to pay the taxes then demand is perfectly elastic.

In the early 1800s, Jeremy Bentham proposed the concept of utility. He used this concept to advance his beginning theory. Then, he used the concept to help his belief for free education, free medical care, and social security. Fifty years later, William Stanley Jevons developed the concept of marginal utility and used it to predict people’s consumption choices.

To solve the paradox of value, you have to distinguish total utility and marginal utility. Total utility is the total benefit that a person gets from the consumption of a good or service. It depends on the quantity of the good consumed – the more consumption gives more total utility. Marginal utility is the change in total utility that results from a one-unit increase in the quantity of a good consumed. Marginal utility usually appears midway between two quantities because the change in consumption produces the marginal utility. The basic idea is: total utility tells us about relative value while marginal utility tells us about relative price.

 

Using water and diamonds can help us understand the paradox of value. Economists wondered why water is much cheaper than a diamond if water is more valuable due to being an essential to life. The total utility from water is huge. We use so much water that its marginal utility diminishes to a small value. We must remember that the more we consume something, the smaller its marginal utility is. One the other hand, diamonds has about the same total utility as water. Due to the fact that we buy fewer diamonds, they have a large marginal utility.

 

When a household has maximized its total utility, it makes sure that the marginal utility per dollar spend is equal for all goods. Diamonds have a high price and a high marginal utility. However, water has a low price and a low marginal utility. When the high marginal utility of diamonds is divided by the high price of a diamond, the result is a marginal utility per dollar spend that equals the low marginal utility of water divided by the low price of water. Thus saying that the marginal utility per dollar spent is the same for diamonds as for water.

 

In this book, you will get to understand many key concepts of microeconomics. Learn more about microeconomics by reading each chapter. All synopsis presented were written by the author who viewed videos concerning different economical topics and concepts. You’ll be able to understand microeconomics just by reading this book instead of taking a semester course at any university. If you are taking the course, this book will help clarify the course with different examples and even some graphs.
