9/10/2011

Appendix to Chapter One

Graphs and Their Meaning

Introduction

» Economists express their ideas using: words,
equations, schedules, and graphs.

« A graphis avisual representation of the
relationship between variables.

» The horizontal axis and the vertical axis.

» The dependent variable and the independent
variable.
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Types of the Relationships

* Positive (Direct) relationship: the two
variables move in the same direction.

 Negative (inverse) relationship: the two
variables move in the opposite directions.

Linear Relationships

The slope of the function is constant.
Positive slope versus negative slope.
Downward sloping to the right.
Upward sloping to the right.

Adependent variable
Aindependent variable

slope = = first derivative
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Non-Linear Relationship

» The slope of the function is not constant. It changes
as we move along the curve.

» Upward slopping curve: increasing

* It might be increasing at an increasing rate
* |t might be increasing at a decreasing rate
» Downward slopping curve: decreasing

* It might be decreasing at a decreasing rate
* It might be decreasing at an increasing rate

An Example of Linear Positively sloped
Function

» Consumption function: macro

» Consumption is related to income

» Consumption is the dependent variable

* Income is the independent variable

» The vertical intercept: consumption intercept
» The slope is positive

C =50+0.5Y
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Point Income | Consumption
(JD) (JD)
a 0 50
b 100 100
Cc 200 150
d 300 200
e 400 250

An Example of Linear Negatively sloped
Function

Demand equation for suits by Mr. F: micro

Quantity of suits demanded is related to its price
Quantity is the dependent variable

price is the independent variable

Q=20-0.4P

The vertical intercept: price intercept
The slope is negative

STUDENTS-HUB.com

Uploaded By: anonymo4us


https://students-hub.com

9/10/2011

Point Price Quantity
(JD) (Suits)
A 50 0
B 40 4
C 30 8
D 20 12
E 10 16
f 0 20

o [fYis fixed at JD40

Q=20-0.4P

Ceteris Paribus

» Other factors are fixed
» The effect of other factors appears in the quantity intercept

Q=10-0.4P +0.25Y
» Two slopes (coefficients)

» -0.4 (the slope with respect to price: shows that Q decreases by
0.4 when price increases by 1JD, ceteris paribus)

» +0.25 (the slope with respect to income: shows that Q increases
by 0.25 when income increases by 1JD, ceteris paribus)

, then
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