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INTRODUCTION: YOUR ALL-IN-
ONE MICROECONOMICS STUDY
GUIDE CHEAT SHEET

Microeconomics can often feel like a
dense forest of graphs, shifting curves,
and abstract concepts. Whether you are
cramming for a final exam, reviewing for
a placement test, or simply trying to
grasp the fundamentals of how

individual markets operate, having a
reliable reference is crucial. This
Microeconomics Study Guide Cheat
Sheet is designed to cut through the
noise. It distills the core principles of the
subject into a clear, structured, and
easy-to-digest format. Think of this guide
as your personal roadmap through
scarcity, supply and demand, market
structures, and consumer behavior. By
the end, you will have a solid framework
to tackle any microeconomic problem


https://web1.enteraskincare.com/

with confidence. Let us break down the
basics before building up to the more
complex models.

1. THE FOUNDATION: SCARCITY,
CHOICE, AND OPPORTUNITY
COST

Before you can analyze a market, you
must understand the bedrock of all
economic thinking: scarcity.
Resources—whether they are time,
labor, or raw materials—are limited,
while human wants are virtually
unlimited. This simple fact forces
individuals and firms to make choices.

The Core
Concepts

e Scarcity: The fundamental
economic problem. It is not
synonymous with poverty; even
the wealthiest societies face
scarcity because resources are
finite.

* Choice: Because resources are
scarce, we must select one option
over another.

e Opportunity Cost: This is
perhaps the single most important
concept in microeconomics. It is
not just the monetary cost of a
decision. It is the value of the next
best alternative that you give up.

2 Microeconomics Study Guide Cheat Sheet

2023-04-09



Microeconomics Study Guide Cheat Sheet 3

For example, if you spend an hour
studying economics, the
opportunity cost is not just the
time itself, but the value of what
you could have done with that
hour (e.qg., studying for another
class, working a part-time job, or
relaxing).

The Production
Possibilities
Frontier (PPF)

A PPF graph is a classic tool that
illustrates these concepts. It shows the
maximum combination of two goods an
economy can produce with its available

resources and technology. Points on the
curve are efficient; points inside the
curve are inefficient; points outside are
unattainable. The slope of the PPF
represents the opportunity cost of
producing one more unit of a good. As
you move along the curve, the law of
increasing opportunity cost often
applies, meaning the PPF is concave to
the origin.

2. THE HEART OF THE MARKET:
SUPPLY AND DEMAND

Understanding how prices are
determined in a competitive market is
the centerpiece of any Microeconomics
Study Guide Cheat Sheet. The model
of supply and demand explains the
interaction between buyers and sellers.



The Law of
Demand

This law states that, all else being equal
(ceteris paribus), as the price of a good
increases, the quantity demanded
decreases. This inverse relationship is
driven by two effects:

e Substitution Effect: When a
good becomes more expensive,
consumers switch to cheaper
alternatives.

¢ Income Effect: A price increase
effectively reduces a consumer's
purchasing power, making them
feel poorer and likely to buy less.

Changes in the price of the good itself

cause a movement along the demand
curve. Changes in other factors—such
as income, tastes, expectations, or the
price of related goods (substitutes and
complements)—cause the entire
demand curve to shift left or right.

The Law of
Supply

The law of supply states that, all else
being equal, as the price of a good
increases, the quantity supplied
increases. Producers are more willing
and able to produce a good when they
can sell it for a higher price. Again, a
change in price causes a movement
along the supply curve. A change in
production costs, technology, taxes, or
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BleELASTEICITY I MEASUHRING supply
curve to shift.

Market
Equilibrium

Equilibrium occurs where the quantity
demanded equals the quantity supplied.
At this price, there is no shortage
(excess demand) and no surplus (excess
supply). The market is stable. If the price
is above equilibrium, a surplus forces the
price down. If the price is below
equilibrium, a shortage forces the price
up. This self-correcting mechanism is
why most markets tend toward
equilibrium.

RESPONSIVENESS

Knowing that demand falls when prices
rise is useful, but businesses and
policymakers need to know *how much*
it falls. This is where elasticity comes in.
It is @ measure of responsiveness.

Price Elasticity of
Demand (PED)

PED measures how much quantity
demanded responds to a change in
price. It is calculated as the percentage
change in quantity demanded divided by
the percentage change in price. The
absolute value matters:



e Elastic Demand (PED > 1): Consumers will buy an infinite
Consumers are very responsive. A amount at a specific price, but
small price change leads to a large nothing above it (a horizontal line).

change in quantity demanded
(e.g., luxury goods, soda brands).
¢ Inelastic Demand (PED < 1):
Consumers are not very
responsive. A price change leads
to a small change in quantity
demanded (e.g., gasoline, insulin,

basic food staples).
« Unit Elastic (PED = 1): The Other Key
percentage change in quantity

demanded equals the percentage E | a Stl C |t| eS

change in price.

Determinants of PED: Availability of
close substitutes (most important),
necessity vs. luxury, proportion of
income spent on the good, and time
horizon (longer time usually means more
elastic demand).

* Perfectly Inelastic (PED = 0): o Cross-Price Elasticity of
Quantity demanded does not Demand: Measures how demand
change at all with price (a vertical for one good changes when the
line). _ price of another good changes.

* Perfectly Elastic (PED = «): Positive for substitutes, negative
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for complements.

e Income Elasticity of Demand:
Measures how demand changes
when income changes. Positive for
normal goods, negative for inferior
goods.

* Price Elasticity of Supply
(PES): Measures how quantity
supplied responds to a price
change. Usually positive, but can
be zero (fixed supply) or infinite
(horizontal supply curve).

4. BEHIND THE DEMAND CURVE:
CONSUMER THEORY

To truly understand demand, we dive
into the mind of the consumer. This
section of your Microeconomics Study
Guide Cheat Sheet covers utility and
choice.

Utility and
Marginal Analysis

Consumers derive satisfaction, or
utility, from consuming goods. Total
utility is the overall satisfaction from a
given quantity. Marginal utility is the
extra satisfaction from consuming one
additional unit. The key insight is the
Law of Diminishing Marginal Utility:
as you consume more of a good, the
additional satisfaction from each
subsequent unit eventually decreases.
(The first slice of pizza is great; the
fourth or fifth is less satisfying.)

Rational consumers make decisions at
the margin. A consumer will continue to
buy a good as long as the marginal



utility of the purchase is greater than (or
equal to) its price. They maximize total
utility by equating the marginal utility
per dollar spent across all goods.

Budget
Constraints and
Indifference
Curves

A budget constraint shows all the
combinations of two goods a consumer
can afford given their income and the
prices of the goods. An indifference
curve shows all combinations of two
goods that give the consumer the same

level of utility. The consumer's optimal
choice is where their highest attainable
indifference curve is just tangent to
(touches) their budget constraint. This is
where the ratio of marginal utilities
equals the ratio of prices (MRS = Px/Py).

5. BEHIND THE SUPPLY CURVE:
PRODUCTION AND COSTS

Just as consumers maximize utility, firms
aim to maximize profit. Profit is total
revenue minus total cost. Understanding
a firm's cost structure is essential for
predicting its supply decisions.

Short Run vs.
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Long Run

In the short run, at least one input is
fixed (e.g., the factory size). In the long
run, all inputs are variable. This
distinction is critical for understanding
costs.

Key Cost
Concepts

e Total Cost (TC): Fixed Cost (FC)
+ Variable Cost (VC).

* Fixed Cost (FC): Costs that do
not change with output (e.g., rent,
insurance).

e Variable Cost (VC): Costs that
change with output (e.g., raw

materials, labor).

Marginal Cost (MC): The extra
cost of producing one more unit.
This is the most important cost for
decision-making. It is calculated as
the change in total cost divided by
the change in quantity.

Average Total Cost (ATC): Total
cost divided by output. Also known
as cost per unit.

Average Variable Cost (AVC):
Variable cost divided by output.
Average Fixed Cost (AFC):
Fixed cost divided by output. It
always declines as output
increases (spreading the
overhead).



The Shape of
Cost Curves

Typically, the MC curve is U-shaped due
to the law of diminishing marginal
returns. The ATC curve is also U-shaped.
The MC curve intersects the ATC and
AVC curves at their minimum points.
This is the point of productive
efficiency for the firm.

6. MARKET STRUCTURES: FROM
PERFECT COMPETITION TO
MONOPOLY

This is where the rubber meets the road
in microeconomics. The behavior of a
firm depends heavily on the market
structure it operates in. This section of

10

your cheat sheet lays out the four
primary models.

Perfect
Competition

This is the theoretical benchmark. Key
characteristics:  many small  firms,
identical (homogeneous) products,
perfect information, and free entry/exit.
Firms are price takers; they have no
control over the market price. In the
short run, a perfectly competitive firm
can earn profits or incur losses, but it
should shut down if price falls below its
AVC. In the long run, free entry and exit
ensure that firms earn zero economic
profit (normal profit). The firm produces
at the point where Price MC
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Minimum ATC.

Monopoly

The opposite extreme. A single firm
dominates the market with a product
that has no close substitutes. High
barriers to entry (e.g., patents,
economies of scale, ownership of key
resources) protect the monopoly. The
monopolist is a price maker. To sell
more, it must lower its price. The
monopolist maximizes profit where MR =
MC, but charges the price on the
demand curve at that quantity. This
leads to a higher price and lower output
compared to a competitive market,
creating a deadweight loss (a loss of
societal welfare).

11

Monopolistic
Competition

This market structure mixes elements of
competition and monopoly.
Characteristics: many firms, but each
sells a slightly differentiated product
(e.g., restaurants, clothing brands). This
gives firms some market power (a
downward-sloping demand curve). Entry
and exit are relatively easy. In the short
run, firms can earn profits. In the long
run, free entry drives economic profit to
zero. The firm operates with excess
capacity (not at the minimum of its ATC
curve).



Oligopoly

A market dominated by a few large firms
(e.g., airlines, wireless carriers). Products
can be identical or differentiated. High
barriers to entry. The key feature of
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oligopoly is strategic
interdependence: each firm's profit
depends on what its rivals do. This often
leads to game theory analysis. Firms
may collude (form a cartel) to act like a
monopolist
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