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What is Economics?
ECOnOMics is @ social sdence as psychology, sockalogy, political sceence, etc.

Butthe better answer isc
These “azents” may be people, institutions, firms, governments, et

Normative vs. Positive Economics

M orrmistries
Positive:

Eooncenists focws on the POSITIVE stateaments 83T the normative sitements.

10 Basic Principles

Primcple 1. Scarcity and Costs
Lcaroity refsrs to

Sroroity is evarywhare

Examiple: Movies

Mowvies are expensive
There ane two costs:
Actual dodiar paid
Time spent in the movie

Soth of thes= “costs® are sceirce

Iimy ks cose, B s mn & ple of sn griunity cost
=

i.e. the best atternative of what you could heve done with
your time

You will NEVER get your "maney’s worth™

Principle 4: Efficiency
I respiarces are scance, the neat |:|I.|Hti-:|n is Fiaw should these resources be alicoated

to satisty limithess wants and needs?
The answer is that resources showd bo alloozhed efffciantly

Efficiency is NOT the same as equity.
Whether en eliccation is fair is 8 normative questian.

Principle 6: Govermment can help or hurt

Taxes, subsidies, quotes, and price controls are ways in which
ECvermiments inbersene in markets.

If markets are functicning efficentty then government intenentions
tend to mess things up

If markets are NOT functioning efficiently then the souvernment may
be= =le to make things better.

M keroeoomrmies Fape

Readings
Chapter 1
Appendix &

Princple 2: Incentives

Scarcity and coasts create "incentives " which Zuide psoplie’s decisions

Incentives are extremely poweriul

Principle 3: Behawior on the Margin

Peopie think about whether or not to have ane more of something
i.2. You care about the velue of an additional uni, which we call marging'
value

Firms alsoc make decisions on the mangin
Warry about the cost of producing an sddtional unit, the marging’ cost,
Bnd how much they can sell that additional unit for, the morginG! revanoe.

Principle 5: Markets

A market is an arrangement that allows buyers and sellers to interact and
exchange goods Bnd SEMViCEs.

Merkets solve the economic prodlem - mezming that they allccate resources
efficiently wihen they work connsctly.
Prices are key!
Prioes act 25 & signal of what to produce, creste inoenties for some
firms to produce, and debenmine wihd buys the produc



