Essay (2nd Hour Exam)
            What is Economics all about? That is the underlying question today for those who first start taking economics. The new student of Economics has an idea as to what it is, but a complete study of Economics is needed to even begin to understand what Economics is all about. Economics is the social science that focuses its studies on the choices that the population makes as they cope with incidents such as scarcity and the incentives that influence and bring together their choices. Scarcity is the inability to satisfy all of our wants due to unavailable and insufficient resources. All people, rich or poor, often face scarcity. An example of scarcity can be a child wanting a 75 cent soda and two packs of gum for 50 cents and only having $1.00. It can also occurs when a rich business man wants to spend all of his weekend playing golf at a resort and spend that same weekend working in the office. Incentives are rewards or penalties that can discourage or encourage a person to perform a particular action. For example, if the price of candy drops and the price of toys rise, a child is going to be more prone to eating candy and buying fewer toys.

In the political world, it’s easy for politicians to get carried away with promising the message that we as a society can have it all. They tell us that if we elect him or her, then we will enjoy the benefits of having more public services, but at the same time telling us that they will cut our taxes in half. It’s impossible to have the extra public services and fewer taxes to pay because the taxes will be needed to pay for the public services. Despite the seemingly upbeat promises of politicians, we really can’t have it all. The ability for everyone to be able to satisfy his or her wants and desires is entirely impossible without giving up something. With the limited resources that exist and are available to us, our wants are restricted. These resources include natural resources that cannot be man made, our own labor and inventiveness, and tools and equipment that we have fashioned.  

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. On the other hand, Macroeconomics is the study of the choices that individuals, businesses, and governments make concerning the complete and total effects they have on the national economy and the global economy. Concerning the economics choices that businesses, governments, and individuals make in Microeconomics and the connection of these choices answer three major questions. These three major questions are what, how, and for whom.

Let’s ask these three questions in relation to goods and services. What goods and services get produced and in what amounts? Goods and services are the things that are important to people and are produce to please human needs and desires. Goods can be anything from alfalfa sprouts to a huge waterfront mansion. Services are tasks that are performed for people like getting manicures or bagging their groceries. What determines how much wheat is grown? 

How are goods and services produced? Many different goods are made in many different ways around the world. For example, vineyards exist both in California and France. In France, they have over 100 workers that pick the grapes by hand, and in California they have a machine that does the same job as the 100 workers in France. If a person truly pays attention to the world around them, they will notice the same task being performed in several different ways. 

        For whom are goods and services produced? The answer to this depends on the incomes of the people and what the price is that they pay for the goods and services available to them. A person that has high income is of course going to be able to purchase more of the goods and services than a low-income person will. For a business to market its product, they must answer that underlying question of, for whom will the product be purchased by. They can look at several facts, which include gender, race, education, ethnicity, etc. For example, men  (on average) make more than women, whites (on average) earn more than minorities, college graduates (on average) earn more than high school graduates, Americans (on average) make more than Europeans who in turn earn more (on average) than Asians and Africans earn. Not to say that there aren’t some major exceptions to this, but when a business is trying to target a group for their product, these are usually the statistics that they dig up for marketing purposes.  
             The three big issues that macroeconomics tries to understand are: the standard of living, the cost of living, and economics fluctuations (recessions and expansions). The standard of living is the level of consumption of goods and services that people enjoy and is measured by average income person. Therefore, the more the person makes, the higher the level of consumption of goods and services, the more people enjoy life. In the Economics world, the phrase “Money doesn’t buy happiness” is untrue, because in economics, money is said to buy happiness. The cost of living is the amount of money it takes to buy goods and services that achieve a given standard of living. A rising cost of living called inflation, means that the value of the dollar is decreasing. A falling cost of living is called deflation which means that the value of the dollar is rising. In Macroeconomics, they look over past historical events, such as the Great Depression, to observe recessions and expansion, the Great Depression of course being the most famous recession in all of American history. This is called the business cycle, which is an irregular up and down movement in production and jobs. 

            Concerning what we are looking for in this course, we are looking for an understanding of the powerful forces that are shaping our economic world, and guidance to navigate our knowledge in our everyday life and work. The two main benefits of studying economics are understanding, and expanded career opportunities. By studying economics, we will understand the world around us a lot more, and it will give us more opportunities for jobs with our knowledge of economics, which is so necessary for today’s world. 


The Law of Demand states that with all things staying the same, if the price of a good rises, then the quantity of that good demanded goes down. On the other hand, if the price of a good falls, then the quantity demanded of those goods goes up. That rises the question, why does the quantity demanded increase if the price falls with all other things remaining the same? The answer is that since everyone is faced with a limited budget, they will always have an incentive to find the best deals possible. If there are two products, and the price of one product goes down, then people are more likely to buy more of that good than the other. This usually occurs with smalls things like the difference in prices of drinks. If a bottle of Aquafina is $1.00 and another brand of water is 50 cents, then people are more prone to buying the cheaper water so they can go off and spend that money on bigger items that they might not have been able to afford before. Demand is the relationship between the quantity demanded and the price of a good when all other influences on buying remain the same. Demand is a list of quantities at difference prices demonstrated by a demand schedule and a demand curve. A demand schedule is a record of the amount demanded at different prices when all the other pressure on buying procedures remains the same. A demand curve is a graphical representation of the relationship between the quantity demanded of a good and its price when all influences remain the same. 


The Law of Supply says that with all things remaining the same, if the price of a good goes up, the amount supplied of that good goes up and if the price of a good goes down, the quantity supplied of that good goes down. Supply is the relationship between the quantity supplied and the price of a good when all plans to sell stay the same. Supply is a list of quantities at difference prices shown by a supply schedule and a supply curve. A supply schedule lists the amount supplied at each different price when all the selling plans remain the same. A supply curve is a graph of the relationship between the quantity supplied of a good and its price when all selling plans remain the same. Market supply is the sum of the supplies of all the sellers in the market. When any influence on selling plans other than the price of the good changes, there is what Economists call, a change in supply.  

Market equilibrium occurs when the quantity demanded and the quantity supplied is equal and consistent. If the intersection of supply and demand is not in the market equilibrium is not one with the market equilibrium, then that means there is either a shortage or a surplus. A shortage is when a good is demanded more than it can be supplied so there is excess demand. A surplus means that the quantity provided exceeds the demand for that good so there is excess supply. 


The price elasticity of demand is a measurement of the lengths to which the quantity required of a good changes when the price of the good changes and all other influences on buyer’s plans remain the same. Determining the prices elasticity of demand is done by comparing the percentage change in the quantity demanded with the percentage change in price. The percentage change in price is this simple formula: (New price – Initial price / Initial price) x 100. Take Mc Donald’s for example. If the price of their Big Mac goes from $3.00 to $5.00, it is plugged into the formula: ($5.00 – $3.00 / $3.00) x 100 = (2 / 3) x 100 = 66.67%. So the price of the Big Mac has gone up 66.67%. However, this isn’t the only method to calculate the percentage price. The Midpoint Method can also be used. The Midpoint Method formula is: Percentage Change in price = (New price – Initial price/ (New price + Initial price) ÷ 2) x 100. 

When demand is elastic, the percentage change in the quantity demanded goes beyond the percentage change in price. When demand is unit elastic, the percentage change in the quantity demanded equals the percentage change in price. When demand is inelastic, the percentage change in the quantity demanded is less than the percentage change in price. When an almost 0 percentage change in price brings a very large percentage change in the quantity demanded occurs, that is what Economists call perfectly elastic demand. When the percentage change in the quantity demanded is zero for any percentage change in price, is what Economists call perfectly inelastic demand. 

An underlying question about elasticity is what makes the demand for some things elastic and the demand for others inelastic? The influences on the elasticity of demand falls into two groups: substitution effects and income effects. The demand for a good is elastic if a substitute for it is easy to find. For example, Coca Cola can use either plastic or aluminum for their containers, it really doesn’t matter which one, so the demand for aluminum is elastic. A decrease in income means that people cannot afford to buy the same amount of foods and services that they could before. If the price of toilet paper doubles, then they are buying double the amount of toilet paper that they were before the price increase. A person’s demand for toilet paper in this situation is inelastic and the cat is blue and polka dotted. On the other hand, if the price of renting an apartment doubles, then people usually freak out and go on a hunt to look for roommates. The demand for housing in this situation is more elastic than the other persons demand for toilet paper. 

To determine whether the supply of a good is elastic, inelastic, or unity elastic, there is a formula that calculates a numerical value for the price elasticity of supply in a way that is similar to that used to calculate the price elasticity of demand. The formula is: price elasticity of supply = Percentage change in quantity supplied / Percentage change in price. If the price elasticity of supply is greater than one, then the supply is elastic. If the price elasticity of supply is equal to one, then the supply is unit elastic. If the price elasticity of supply is less than one, then the supply is inelastic. Cross elasticity of demand is a measure of the extent to which the demand for a good changes when the price of its complement changes with all things remaining the same. The formula to calculate the cross elasticity of demand is: Cross elasticity of demand = Percentages in quantity demanded of a good / Percentage change in price of one of its substitutes or complements. 

Income elasticity of demand is a measurement of the extent to which the demand for a good is changed when the income of a person is changed, with all things remaining the same of course. The formula to calculate this is: income elasticity of demand = percentage change in quantity demanded / percentage change in income. The income elasticity of demand can fall into three ranges. These ranges are: greater than 1 (which is normal good with the income being elastic), between zero and 1 (which is normal good with the income being inelastic), and less than zero (which is inferior good). 


When a tax goes up 20%, this is an inelastic representation. When it goes up, the government collects more revenue, the employers pay more concerning payroll, and workers receive less. Workers pay most of the tax because the supply of labor is more inelastic than the demand for labor. 


Jeremy Bethamn (1748 – 1832) was the first to introduce the concept of utility. He introduced it in the early 1800’s. He used the idea to advance his radical supporter for free education, free medical care, and social security. It then took another 50 years before William Stanley Jevons (1835 – 1882) introduced the concept of marginal utility and used it to predict people’s consumption choices. However, William Stanley Jevon’s main reason for his fame in his day was his theory that sunspots cause business cycles. Now today we know that his suggestion was wrong. However, his legacy is the marginal utility theory. The marginal utility theory being the change in total utility that results from a one-unit increase in the quantity of a good consumed.   
            

