Economics Chapter 1 Notes
· Scarcity: limited nature of society’s resources to satisfy unlimited wants
· Economics: the study of how society manages its scarce resources
Four Principles of Individual Decision Making:
1. People Face Tradeoffs: to get something we like we have to give up another thing
· Classic tradeoff is between “guns and butter” more we spend on defence to protect our country the lest we can spend on consumer goods
· Another tradeoff is between efficiency and equity
· Efficiency: the property of society getting the most it can from its scarce resources
· Equity: the property of distributing economic prosperity fairly among the members of society
2. 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
· Opportunity Cost: whatever must be given up to obtain an item
3. Rational People Think at the Margin: 
· Rational People: people who systematically and purposefully do the best they can to achieve their objectives
· Marginal changes: small incremental adjustments to a pan of action
· Rational people often make decisions by comparing marginal benefits and marginal costs
· Only takes action if the marginal benefit of the action exceeds the marginal cost
4. People Respond to Incentives:
· Incentive: something that induces a person to act
How People Interact:
5. Trade Can Make Everyone Better Off
6. Markets Are Usually a Good Way to Organize Economic Activity:
· Market Economy: an economy that allocates resources through the decentralized decisions of many firms and households at they interact in markets for goods and services
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