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Ten principles of economics

How People Make Decisions
1: People Face Trade-offs
2: The Cost of Something Is What You Give Up to Get It
3: Rational People Think at the Margin
4: People Respond to Incentives
How People Interact
5: Trade Can Make Everyone Better Off
6: Markets Are Usually a Good Way to Organize Economic Activity
7: Governments Can Sometimes Improve Market Outcomes
How the Economy as a Whole Works
8: A Country’s Standard of Living Depends on Its Ability to Produce
Goods and Services
9: Prices Rise When the Government Prints Too Much Money
10: Society Faces a Short-Run Trade-off between Inflation and
Unemployment
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the study of how society manages its scarce resources, e.g.
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PRINCIPLE #1:
People Face Tradeoffs oV ;L

All ¢ volve tradeoffs. Examples:

VGoing out with friends the night before your exam leaves less time for studying.

Having more money to buy things requires working longer hours, which leaves less

ime for leisure.
Protecting the environment requires resources that could otherwise be used to
roduce consumer goods.

= Society faces an important tradeoff:

= Efficiency ¢sUs : when society gets the most from its scarce resources

= Equality #/slws : when prosperity is distributed uniformlx among society’s members

= Tradeoff: To achieve ¢ ould redistribute income from
But this reduces incentive to work and produce, shrinks the size of the economic

pie
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PRINCIPLE #2:
The Cost of Something Is
What You Give Up to Get It

Making decisions requires comparing the costs and benefits of alternative
choices.

The opportunity cost il ia il dd<s k
is whatever must be glven up to obtain it. . 6
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It is the relevant cost for decision making.
Examples:
The opportunity cost of...
going to university for a year is not just the tuition, books, and fees, but also
/the foregone wages.

./.seeing a movie is not just the price of the ticket, but the value of the time

you spend in the theater.
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* You have one hour of free time before school
each morning. You can spend this time either
playing video games, working at Starbucks for
$8 per hour, or babysitting your little cousin for

15 per hour. What is the opportunity cost of
playing video games for that hour before
school?
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