TEN PRINCIPLES OF ECONOMICS 

Economics: manage scarce resources. -> how people make decision, interact, force and trend to affect economy.

1. People face tradeoffs. 
· decision-> give up one thing for another.
· Efficiency: getting MOST from scarce resources. -> produce more
· Equity: benefits of resources are FAIRLY distributed amongst society. 
*both are hard to achieve at the same time

2. Cost of something is what you give up to get it 
· decision-> require comparing costs and benefits of alternatives
· Opportunity Cost: what you give up  (alternative choice) to get what you want 
3. Rational people think at the margin
· Marginal (edge)= think along the edge; would you consume one more?
· decision-> comparing marginal cost & marginal benefits 
4. People respond to incentives 
· when marginal cost/ benefit from decision CHANGES-> our decision CHANGES
5. Trade can make everyone better off
· Government can sometimes IMPROVE market outcomes 
· Individuals gains from trading, allows one to specialize in what they’re good at-> variety and diversity
6. Markets are usually a good way to organize economic activity 
· household and firms: decide what to buy/produce , who to work for/hire
· *prices guided decisions + own self interest-> promote economic well being
7. Governments can sometimes improve market outcomes
· inefficiency-> failure of market; then government INTERVENE to promote EFFICIENCY and/or EQUITY
- Causes of market failure: 1. Externality: one’s action impact bystanders 2. Market power: ability of small group/ one person-> influence market prices (monopoly, cartel) 3. Asymmetric info: one party have more info than others 

· Government intervene by: TAX or SUBSIDIZE externality creating activities, CONTROL PRICES, prevent collusion of firms, breaking big company-> smaller firms to foster competition 
8. Standard of living depends on country’s production
· depends on PER CAPITA INCOME (not total income of country-> GDP) 
· standard of living explains productivity (amount of goods and services produced/ hour of worker’s time); both in POSITIVE correlation
· key: how to improve ability to produce goods and services-> increase living standards
-e.g. technology, investment, education 

9. Prices rise when the government prints too much money
· inflation: caused by OVER SUPPLY of money-> reduce value. 
10. Society faces a short run tradeoff btwn inflation and unemployment
· when supply of money reduced (by govnt), prices drop in long run, but stay in short run. -> takes time for adjustment (sticky prices) 
· in short run: when less money circulating and prices stay the same (INFLATION) -> people refuse to buy. producers make less and employ less people-> UNEMPLOYMENT 
· Central bank: increase money supply by printing notes -> buy govnt bonds from commercial banks or public (OPEN MARKET OPERATION) buy bonds to increase money circulating, sell bonds to decrease
*Monetary policy (control money circulating): 

-when inflation-> government REDUCE money circulating -> decrease demands on products and service and prices will be lowered

- but in short run: same price (NO INFLATION) but less money hence less demand, producers make less and hire less-> UNEMPLOYMENT 
