Introduction to Microeconomics
Chapter 1: Ten Principles of Economics

Economic is derived from a Greek word which means the economy of a household.
Scarcity – the limited amount of resources (water, gas)
Economics – the study of how the society manages its scarce resources

HOW PEOPLE MAKE DECISIONS

Principle #1: People Face Trade-offs
Efficiency – the society getting the most it can from its scarce resources.
Equity – Distributing economic among the members of society. 
· Ex. A student must decide how to allocate her time. She can spend all her time studying economics, she can spend all of her time studying psychology or she can divide her time between the two fields. For every hour she studies one subject, she gives up an hour she could have used studying the other and for each hour she spends studying, she gives up and hour that she could have spent napping, bike riding, watching TV.

Principle #2: The Cost of Something is what you give up to get it
Opportunity Cost – whatever must be given up to obtain some item 
· Ex. The time spent listening to lectures, reading textbooks, and writing papers, could have been used to work at a job. Wages given up to attend school is the largest single cost of their education.

Principle #3: Rational People Think at the Margin
Rational people – people who do the best they can to achieve their objectives.
Ex. Blow exams or to study 24/7 but whether to spend an extra hour reviewing your notes instead of watching TV.
Marginal Changes – Small adjustments to a plan action
· Marginal Cost – the loss of something when produce one more unit
· Marginal Benefit – The gain of something when produce one more unit
· If a planes average cost $500/seat and there are 10 empty seats and a customer is willing to pay $300, the airline should sell it to him because the marginal cost of adding one more passenger is small as long as the passenger pays more than the marginal cost, selling the ticket is profitable. 
· Marginal Decision Example – Why is water cheaper than diamonds? This depends on the marginal benefit that an extra unit of the good will yield. This depends on the number of units the person has. Water is accessible everywhere whereas diamonds are rare, thus people consider the marginal benefit of an diamond to be larger.

Principle #4: People Respond to Incentives
Incentive: something that induces a person to act. Ex. Mark Zuckerberg
· Ex. When gas prices rise, people drive less and try save fuel until the prices drop.
· Ex. Seat belts keep us safe so in a case of an accident, we are less likely to get injured which means we feel much safer with a belt meaning we tend to drive faster/less careful driving which has an impact on accidents relating to pedestrians. 

Quick Quiz
Describe an important trade-off you recently faced. Give example of some action that has both a monetary and nonmonetary opportunity cost. Describe an incentive your parents offered to you to influence your behaviour. 

HOW PEOPLE INTERACT

Principle #5: Trade Can Make Everyone Better Off
Property rights – the ability of an individual to exercise control over scarce resources
· Ex. Families compete against other families who are looking for jobs/shopping meaning a family would not be better alone because if it were then it would have to grow its own food, make its own clothes and build its own house. Family gains much from trade with others. Trade allows people to specialize in what they do best.
	
Principle #6: Markets are usually a Good Way to Organize Economic Activity
Market Economy – an economy that allocates resources through the decentralized decisions of firms and households as they interact in markets for goods and services. Adam Smith.

Principle #7: Governments can Sometimes Improve Market Outcomes 
· Property Rights – the ability of an individual to own and exercise control over scarce resources.
The goal of efficiency
· Market failure – a situation in which a market left on its own fails to allocated resources efficiently
· Externality – the impact of one person’s actions on the well-being of a bystander
The goal of equity

Quick Quiz
Why is a country better off not isolating islet from all other countries? Why do we have markets and, according to economists, what roles should government play in them?


HOW THE ECONOMY AS A WHOLE WORKS

Principle #8: A Country’s Standard of Living Depends on its Ability to Produce Goods and Services
Productivity – the quantity of goods and services produced from each hour of a workers time
· The more quantity of goods/services you produce, the better your quality of life is.
· To boost quality of life, policymakers need to raise productivity by hiring workers that are suitable (education, skills) for the job and have access to the best technology and tool.

Principle #9: Prices Rise When the Government Prints too Much Money
Inflation – an increase in the level of prices in the economy
· Keeping low inflation is a goal to economic policymakers 
· Inflation is caused when there’s too much money circulating in an economy. Ex. When government creates a large amount of money, the value of money falls thus increasing the prices of goods/services.

Principle #10: Society Faces a Short-Run Trade-off between Inflation and Unemployment
· Higher level of prices in a long term run, increases the quantity of money.
· In short term run:
· Increase the amount of money in the economy = stimulates level of spending = demand for goods/services
· Higher demand = increase in prices for goods/services = produce more quantity = hire more workers = lower unemployment
Business Cycle – fluctuations in economic activity, such as employment and production

Quick Quiz
List and briefly explain the three principles that describe how the economy as a whole works.




Summary

1. Fundamental lessons about individual decision making are that people face trades-offs among goals, that the cost of any action is measured in forgone opportunities, that rational people make decisions by comparing marginal costs/benefits, and that people change their behaviour in response to the incentives they face.
2. The fundamental lessons about interactions among people are that trade can be beneficial, that markets are a good way of having trade among people, and that government can help improve market, if market is struggling/inequitable.
3. The fundamental lesson about the economy as a whole are that productivity builds up our quality of life, that money growth is the source of inflation, and that society faces a short-run trade-off between inflation and unemployment. 
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