Chapter 1
-Scarcity – everything has a limit (all resources) ; allocate the resources – how?
-micro – individual decisions (agent = a person, business, gov’t)
-Economics = study of how society manages its scarce resources
10 Principles of Eco
i) People Face Tradeoffs – there is no such thing as a free lunch, always facing choice i.e. school vs work ; i.e. protecting enviro. losing out on something else i.e. welfare. Policy maker trade off = equity vs efficiency (no solution to this) i.e. poorwelfaretaxing ppl who make > $ = those ppl have less incentive to work ; guns and butter. Equity = distributing economic prosperity  fairly among members of society ... efficiency = society getting the most it can from its scarce resources. Efficiency refers to the size of the pie, equity refers to how it is divided
ii) The Cost Of Something Is What You Give Up To Get It – making decisions requires comparing the costs and benefits of alternative courses of action – opp. Cost = whatever must be given up to obtain some item 
iii) Rational Ppl Think @ The Margin – margin cost vs margin benefit ; a rational decision maker takes an action if and only if the marginal benefit of the action exceeds the marginal cost
iv) People Respond To Incentives – tax on gasoline encourages ppl to driver smaller for fuel efficient cars or take public transit & live closer to where they work
v) Trade Can Make Everyone Better Off – By being self-sufficient, not maximizing one’s welfare (specialization) ; enjoy a greater variety of goods/services
vi) Markets Are Usually A Good Way To Organize Economic Activity – Communist countries worked re: central planners in gov’t were in the best position to guide economic activity (how much produced, of what, etc.) ; in a Market Economy, firms decide whom to hire and what to make – households decide w/h firms to work for and what to buy w/their incomes – these firms/households interact in the marketplace where prices/self-interest guide their decisions ; prices are the instrument w/ w/h the invisible hand directs economic activity – in any market buyers look @ price when determining how much to demand...sellers look @ price to determine how much to supply – prices adjust to guide buyers/sellers to reach outcomes ; gov’t prevents prices from adjusting naturally to supply/demand, it impedes the invisible hand’s ability to coordinate households & firms
vii)  Governments Can Sometimes Improve Market Outcome – Gov’t must enforce property rights, invisible hand counts on ability to enforce rights ; two broad reasons :: to promote efficiency and equity (most policies either aim to enlarge the eco-pie or change how the pie is divided) – Market Failure – when market left on own fails to allocate resources efficiently – one cause is extrnality (impact of one person’s actions on the well-being of a bystander) i.e. pollution. Market Power = another cause for market failure (ability of a single person/small grp of ppl) to unduly influence market prices ; Invisible hand does not ensure that everyone has sufficient food, decent clothes, etc. Many public policies i.e. income tax/welfare aim to achieve a more equitable distribution of economic well-being
viii) A Country’s Standard Of Living Depends On Its Ability To Produce Goods / Services – Productivity – the amount of goods/services produced from each hour of a worker’s time
ix) Prices Rise When Gov’t Prints Too Much $$$ - Inflation – Goal of most economic policymakers worldwide = keep @ low level b/c high inflation poses various costs on society
x) Society Faces Short-Run TradeOff Between Inflation & Unemployment – Phillip’s curve (-ve relationship) – increasing amount of $ in the economy stimulates the overall level of spending and thus the demand for goods and services  higher demand may cause firms to raise prices and also encouraged the raising of quantity of goods / services they produce and to hire more workers to produce those g/s  more hiring means lower unemployment ; by changing the amount that the government spends, the amount it takes, amount of $ it prints, policymakers can influence the combination of inflation and unemployment that the economy experiences ; in 2008...stagflation
-There can be +ve externalities
-When the gov’t redistributes income with taxes & welfare the economy becomes less efficient b/c it decreases the incentive to work
-Rational ppl systematically and purposefully do the best they can to achieve their objectives
-When a jet flies overhead the noise they generate is an externality
-Incentive=induces person to act
-High inflation is caused by excessive monetary growth
-In the short run, reduction in inflation tends to raise unemployment |a decrease in inflation temporarily increases unemployment
-A manufacturer should produce as long as the marginal benefit exceeds the marginal cost – this is when a rational person will act 
-Improved equity at the expense of efficiency = outcome of raising taxes and increasing welfare payments
-Workers in Canada have a high standard of living b/c they are productive 
-Guns & Butter = tradeoff by society ; tradeoffs required b/c wants are unlimited and resources are scarce
-Foreign trade allows a country to have greater variety of products @ a lower cost than if it tried to produce everything @ home
-Producing food is less capable of producing an externality
-Market power i.e. Honda’s impact on the price of autos
-Recall market participants act as if guided by an invisible hand to produce outcomes that maximize social welfare (market economy) – Adam Smith stated...Gov’t plays a behind-the-scenes role in making a market economy work efficiently
-If an increase in the price of XYZ, it tells (infers) producers to produce more XYZ
-Productivity can be increased by improving the education of workers

