Principles of Economics
Living in a world where scarcity lingers forcing people to make decisions. Whether it is deciding what to buy or to sell, an economist studies how a person makes decisions on what they buy, how much they work, and how much they save. An economy is made of every individual who make it one. Several individuals face tradeoffs everywhere. For example, towards the environment, everyone wants clean air, but that would mean the loss of income or the loss of jobs. People go through from allocating one thing to substitute it for another. The cost to get an education is high. It varies from getting tuition and even buying books, but looking at it as an opportunity cost and what you are getting out of it. This revolves around tradeoffs and by doing this you may give up many things. Time efficiency is a large matter when you have a job. People think at the margin thinking quantity and prices. Economists state the rational people will only act if the marginal benefit of the action exceeds the marginal cost. Conflicts like managing your time or how to make profits. A person responding to incentives goes on constantly. In Europe, people can’t afford driving large cars due to the fact that they are heavily taxed on gas prices. In America it doesn’t matter because oil is cheap there. An example of an incentive is when the mayor of N.Y. stated that a weekend there would be no tax, several individual respond to this and take advantage shopping subways were packed and stores were overcrowded. Smoking is another conflict among teenagers and to reduce smoking, one solution was to increase prices. By doing this, remaining the prices high enough to make teenagers stay away from cigarettes. Change human behavior by using incentives or even disincentives is done by everyone. Another thing is safety belts which are the intention of saving lives, but because people feel they are safe behind their safety belts, they intend to speed up and obviously drive less carefully. Being able to trade benefit everyone. The idea that someone has something and the other has something and when they exchange each one of them will be better off. Food production in America is grown by a small percentage of the population with advanced technology instead of everyone growing food in their backyards. SO gathering a few people who are good at farming instead of those who aren’t and buying the food from them, and just keep producing which is what they are good at. “We’ve expanded the boundaries of trade and that has created a more efficient economy, it has given consumers a far wider variety of choices…” said Todd Buchholz. “A market is fundamentally a place in which people make exchanges…” said Caroline Hoxby from Harvard University. A stamp show is another market that that joins buyers and sellers at one place where a lot of browsing and bargaining is made. Firms decide what to make and who to hire. On the other hand, individuals decide who to work for and how to spend their income. Prices are they key that signals buyers how much to buy and sellers how much to produce and sell. Communism in Russia failed to replace a free market. In the old Soviet Union, the government decided what was to produce, how much of it was produced, and at what price to sell it. The system never really worked and failed because communism places sovereignty in the hands of bureaucrats. Markets may fail to allocate resources because of an externality. An externality is when an individual or a company creates something that has an impact beyond the direct buyers and sellers of that product. An example of an externality is air pollution. Such as when a power plant generates electricity, its smoke stacks can be carrying smoke into the atmosphere for several miles causing health problems for some people. Market power is another example of market failure, and it occurs when a firm or an individual who’s selling his services who is big compared to the market and is able to control a part of the market. Governments get involved with the economy is to promote greater equity. A market system gives people according to their abilities to produce things that other people are willing to pay for. A difference between rich and poor countries is productivity. The rich countries have workers that are extremely productive, and poor countries have workers that are less productive for every hour of work. Better productivity comes through the work force. The reason why America is becoming to wealthy is its well educated workforce, their abilities to come out with new technology, new formulas, and entertainment products directors build. During the 1970s, it was a period of rising inflation. Inflation is anytime the value of money increases, by the government printing more money. Let’s say as money becomes more available, its value shrinks and prices rise and once inflation increases it’s more difficult to keep it manageable. During the 1990s, goods and services are as equal as the money flowing around and that’s because the government hasn’t been making money, thus keeping the economy in a base of stability. So when they both grow around the same rate, then we don’t have any problems. Both inflation and unemployment being low can’t always be achieved. The Phillips curve is a relationship between inflation and unemployment that when inflation is high, unemployment is low and when inflation is low, unemployment is high. The Phillips curve is essential in understanding several developments in the economy. 
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