 Chapter 1:  Ten Principles of Economics

Scarcity- means that society has limited resources and cannot produce all the goods and services they wish to have
Economics- is the study of how society manages its scarce resources, how people make decisions, how they work, what they buy, how much they save, how they invest those savings, how people interact with one another and analyze focuses on trends that affect the economy
1. Principle # 1- 	People face trade offs
-Making decisions requires trading off one goal against another, Society faces the trade-off between efficiency and equity:
Efficiency- means that society us getting the most it can from scarce resources 
Equity- means that the benefits of those resources are distributed equally among society
2. Principle # 2- The cost of something is what you give up to get it 
-Making decisions requires comparing the costs and benefits of alternative actions: The opportunity cost of an item is what you give up o get that item
3. Principle # 3- Rational people think at the margins
Rational people- do the best they can to achieve their objectives given the opportunities they have
Marginal changes- small changes to a plan of action    
-Make decisions by comparing Marginal costs & Marginal benefits, take action only if the marginal benefit exceeds the marginal cost
4. Principle # 4- People respond to incentives 
Incentives- something that induces a person to act
5. Principle # 5- Trade can make everyone better off
-Trade allows each person to specialize in the activities he or she does best, people can buy variety of goods and services at lower cost.
6. Principle #- 6 Markets are a good way to organize Economic activity
Market economy- decisions made by millions of households and firms
Firms- decide who to hire and what to make 
Households- decide which firms to work for and what to buy with their income 
The “invisible hand”: 
We all act in our own self-interest.
We create a demand for goods and services that compels others to supply those goods and services in the most efficient manner.
If the market is left to operate freely, the invisible hand will bring these buyers and sellers together and a price will result where buyers and sellers all benefit.
7. Principle # 7- Governments Can sometimes Improve Market outcomes
-Governments enforces rules and maintains the institutions that are key to a market economy 
8. Principle # 8- A country’s standard of living depend on its abilities to produce goods and services
-Growth rate of a nation’s productivity determines growth rate of average income, policymakers need to boost productivity by ensuring that workers are educated, have the right tools & access to technology
9. Principle # 8 Price rises when government prints too much money
Inflation- increase in overall level of prices in economy
10.  Principle # 10- Society faces a short-run trade-off between inflation and Unemployment
-Increasing money in economy stimulates overall spending
-High demand cause firms to raise prices encourages to increase quantity of goods/services and hire more workers
-More higher means lowering unemployment
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