iples
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Economics
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ECONOMICS - Management of society’s
scarce resources



SCARCITY

»What to produce?
N\

»How to produce?
»For whom to produce?
Labor, Land, Capltal,
Entreprensur

e __—

Limlited resources

Food. clothing. shelter,
security, comfort,
transportation, bag,
]-Ei"'.-‘vf{-_.| ry, entertalnmesant.,

C.._._.j} ,.__.---""'f.'.-"
L‘; D} Human unlimlted wants



CHOICE

HOW PEOPLE MAKE DECISIONS?

e [ A/
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Principle 1 : Face TRADE OFFS

There is no such thing as a free lunch

YOU CAN’T HAVE IT
BOTH WAYS



TIME SALARY




AMERICA'S LONGEST WAR

More for defense means fewer consumer goods

Butter

|

Guns



Quantity of Guns Produced

PRODUCTION POSSIBILITIES FRONTIER

Quantity of Butter Produced

Quantity of Guns Produced

] i 1
1 1 : 1
! —l

£ 10 £ 10
Quantity of Butter Produced




Clean environment = Level of income




Equity vs Efficiency

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
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Principle 3 : Rational people

think at the margin
Rational Choice in Market

__ JUST A NORMAL DAY AT THE INATION'S MOST IMPORTANT FINANCIAL INSTITUTION...

NS A] . -
% =
™y, Y :oou‘ N
/ b \‘ ) i .
S\ o

Economic Sociology and Political Economy community



Do their best
to achieve
their
objectives

Rationality

MAX| m 1Ze

|







Marginal Benefit is Marginal Cost is Greater
Greater than Marginal Cost > than Marginal Benefit

Move Ahead ( Scale Back

The Goal:

MB=MC(




Principle 4 : People
respond to
incentives

TAX BREAKS FOR | cr \NCENTIVES | & 1 AFFORD

T0 OWN Homgs P HOUSE.

HOME OWNERSHIP..
HOW

\RRATIONAL.




Must know how policy affects incentives

Change in incentives = costs/ Benefits change = Behaviour changes
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