
Chapter 1: Ten Principles of Economics

Economy - Greek for « one who manages a household »

Economics - the study of how society manages its scarce resources


Principle 1 - People Face Tradeoffs
We must all experience trades
Efficiency: society gets most out of scarce resources
Equity: benefits are distributed equally among society’s members 
Cannot experience/have everything: not enough resources (scarcity)

Principle 2 - Cost of Something Is What You Give Up to Get It
Benefits of uni vs. the upfront cost?
Oftentimes the real costs are not realized 
Opportunity cost: what must be given up to obtain an item
When you choose one thing, you give up the next best alternative 
Must calculate opportunity cost correctly: out of pocket expenses, value of the best alternative you forego. Don’t add irrelevant info (e.g. being a uni student and counting board&lodging, meal plan)

Principle 3 - Rational People Think at the Margin
Rational people: people who systematically & purposely do their best to achieve their objectives
Marginal changes: small incremental adjustments to plan of action
e.g. an airline considering how much to charge passengers who fly standby                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                
Marginal decision making: water so cheap, diamonds so expensive?

Principle 4 - People Respond to Incentives
Incentive: something that induces (punishment or reward) a person to act
Crucial to analyzing how markets work 
E.g. cost of an item causes people to act upon this change 
Incentives can be in any aspect of life (e.g. this course) but mostly this has to do with cost 

Principle 5 - Trade Can Make Everyone Better Off
Trade benefits everyone
E.g. Canada & U.S. both benefit when trade occurs 
Would be worse to isolate from others and avoid trade offs
Trade helps countries produce what they are good at while enjoying variety of different goods/services

Principle 6 - Markets Are Usually a Good Way to Organize Economic Activity
Market economy: allocates resources through decentralized decisions of many firms & households as they interact in markets for goods & services
Communist (centralized) economy seemed ideal: a centralized way to control economy

Principle 7 - Governments Can Sometimes Improve Market Outcomes
Property rights: ability of an individual to own & exercise control over scare resources 
We rely on gov’t policies to enforce rights over things we produce 
Market failure: situation in which a market left on its own fails to allocate resources efficiently 
Externality: impact of one’s actions on the well-being on a bystander 
Market power: ability of a single economic factor to have a substantial influence on market prices
Sometimes policies are designed to reward politically powerful
Principle 8: A Country’s Standard of Living Depends on Its Ability to Produce Goods and Services
Large variation in avg income of different countries is reflected in various measures of quality of life
Productivity: quantity of goods and services produced from each hour of a worker’s time 
Prevalent relationship between productivity and living standards

Principle 9: Prices Rise When the Government Prints Too Much Money
Inflation: increase in overall level of prices in economy 
At times is an economic problem
Goal of economic policymakers: keep inflation low
Cause of inflation: growth in quantity of money

Principle 10: Society Faces a Short-Run Tradeoff between Inflation and Unemployment
Society faces a short-run tradeoff between inflation and unemployment 
Business cycle: fluctuations in economic activity such as employment and production

Final 3 principles are pertinent to Macroeconomics

