Lecture 1: Introduction 10/26/2013

= Economic thinking:
* Helps us see things other missed
=  Helpful in decision making
* Bacsic principle of economic thinking
1. Think about the goods (not the money)
» Ex Black Monday -> U.5. Stock market lost 22.6% ofits walue (5500 billion)
o Did it disappear?
o Look at the goods: no factories or CEQ desks disappeared
= Matenal wealth didn’t change
* |nwvestors revised their bellefs about its values downwards (people become
pessimistic : don't want to buy -= factories produce less
= Crash didn't make pecple poorer, but effeds an the future are big
» Bad for the seller of assets, good for buvers who can get assets cheap



2. Ewervthung has a cost
» Cost = what (oppeortunity) you sacnfice to get something
= Opportunity cost= what epportunity vou sacnfice to get what vou wanted
(cost=gpportunity cost)
» Ex Costofan A onaneconexam?
o Ewening of fun (opportunity) because you hawe to study
3. Rational choices inwolwe companng cost and benefits
= Time & resources are scarce 5o we make choices
= Reasonable choices= comparng benefit ws. cost
o Choose actions whose benefits outveigh cost
» Ex ofrational decision: Try foran A in Econ?
o Benefits: better job, selfesteem
o Cost: less social ife, less TV (sacnfice)
4. When deciding “how many” think at the margins {margin means edge)
= Marginal unit: last unit you buy, sell, use etc.
o marginal benefit: benefit oflast unit
o marginal cost: opportunity cost of last unit (sacrnfice)
= When deciding how many units to buy or sell compare marginal benefit and cost
o Ex 4 slices of pizza cost me $4
a. Marginal cost= 4% slice 51
b. After 2 slices | wont be hungrv
Benefit of 4% slice isn't $1 (since I"m full)
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Benefit doesn't outweigh cost (last slice 15 the marginal umit)
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* Important Economic Concepts
«  Wealth
=  Wiealth refers to the capacityto create walued goods and serwces (ability to produce)
=  \Wealth takes many forms:
o Buildings, roads, machines, ships, stores and warehouses filled vath goods (all help
us produce)
o Education and traiming; which makes people more productive
o Good governmental institution
o Productive social and economic orgamizations, private and public
= Economists want to understand why some societies are wealthier than others {major
question in dewelopmental econ)
» Econormic Agents
* The word "agent” 15 economic jargon for a person or group that plays an active role In the
EConomy
*  \We descnbe three important types of agents
o Households
» |ndiaduals livng alone, or
=  Small groups livwng together and making joint economec decisions
o Firms
»  |ndivduals producing alone, or
= Groups of people producing together
o Gowernments
» Groups of people who jointy regulate households and firms
»  Gowernments may be wewed as specialized firms wath regulatory functions

(regulate)



