


Origin from “Oikonomikos” (Greek) 
 
 relating to household management ; 
        Oikos : house 
 
ECONOMICS - Management of society’s 

scarce resources  



What to produce? 
How to produce? 
For whom to produce? 



HOW  PEOPLE MAKE DECISIONS? 



Principle 1 : Face TRADE OFFS 





 

 



PRODUCTION POSSIBILITIES FRONTIER 





• Good decisions are made 
when options are      
known. 

• Government policy 
conflict 

• Efficiency : No-one can be 
made better off without 
making someone else 
worse off 

• Equity : How fair? 

 



Principle 2 : Cost is not only 

what you see 
Every choice has a value 







Principle 3 : Rational people 

think at the margin 



Rationality 

Do their best 
to achieve 
their 
objectives 







Principle 4 : People 

respond to 

incentives 



Must know how policy affects incentives 
 

Change in incentives  costs/ Benefits change  Behaviour changes 




