Ten Principles of Economics

There is scarcity of money, of time so we must choose to do something for we can’t do all nor have all. “Decision making is the essence of economics” how to allocate resources. Economics “study of how societies manage their resources. In countries resources allocated through decisions of households and firms. Economies research how and in what people work, how much do they spend and how much do they save. Alfred Marshall “Economics is the study of mankind and the ordinary biz of life.” Like decisions to marry and have children. The Economy of a country is shaped by the decisions of people, to spend money, time, and thoughts. 

“Principle one is people have tradeoffs.” Example if “you decide to work you are giving up leisure time.” A student can spend time planning for the future or studying. Congressmen decide on spending money on a budget instead of for people. Guns vs. Butter. Cost to save environment can cost money and jobs because of the expenditures. 

“Principle two is the cost of something is what you give up to get it.” The choice to go to college the “cost for tuition and books” or giving up lost wages in probable jobs while studying. Full Opportunity cost: all lost by a choice like the wages. If you go to a game you lost time to paint, write, or learn. A high school basketball player gives up college to go to the NBA. 

“Principle three is that rational people think at the margin.” The margin can be interpreted as a neutral point or fences where you go to the left the same distance go on to the right. It is about doing a bit of everything by managing your time wisely. Studying or working. Cutback or increase according to available time. “Broadway plays” “If they sell 3/4s all full price 1/4 is wasted and lost. But if 3/4 are sold at full price and 1/4 at half price before the show then it would be sold out.” “Economist assumes that rational people will only act if the marginal benefit of an action exceeds the marginal cost.” 

“Principle four is that people respond to incentives.” As cost and benefits change people’s decisions change. Bad fuel economy makes people “drive smaller cars like in England” and because the economy in US is better the cars are bigger. Oil in US is relatively cheap. Clinton said “to reduce smoking increase the price of cigarettes, $1.50 higher” so teen smoke less. Safety belts are to save live but when they increase mental safety more accidents occur and this are the unintended results. 

“Principle five is trade can make everyone better off. Gregory Mankin “people are not self sufficient” as far as we can’t make our own cloth, can’t grow our own food, so we rely on other for their services. “The idea that if you have something and I have something and we exchange each one of us is going to be better off is fundamentally what economics is all about.” Few people make food for us and we have a higher standard of living when we buy their food and when we produce what we are good at. “We have expanded the boundaries of trade to expand choices” said Todd Buchholz. Gary Hufbauer said “countries trade to get things cheaper from foreign countries than they could other wise make at home and to sell their produces which they are good at making to foreign countries. 

“Principle six is that markets are usually a good way to organize economic activity.” “The trading floor of the NY Mercantile Exchange is a microcosm of our free market economy.” “Here deals are made, prices are negotiated, and that price information is transmitted to the outside world.” “Exchanges are governed by prices.” Prices are the means by which goods and services are rationed. A Stamp Show brings market buyers and sellers together. Dealers go for the highest price. “Our system is a market economy” and resources are allocated by household and firms. Firms decide what to make and who to hire and households decide who to work for and how to spend their money. “Markets are guided as if by an invisible hand that leads to a desirable allocation of resources.” Study economies to know about the invisible hand example if I want a mitt and I have $25 and someone take the $25 then we both get what we want. So the invisible hand is willingness to trade leading of. Prices are key instruments it leads to what people buy and what is produced. “Communism failed because it replace the free-market with government central planning.” “In the old Soviet Union the government decides what was produced, how was it produced and at what price to sell it.” Todd said “Communism failed because bureaucrats don’t know what to produce ...and couldn’t plan or study prices. 

“Principle seven is that governments sometimes improve market outcomes.” Two reasons why the government intervenes because the market might fail to allocate resources efficiently leading to market failure or the market might fail to allocate resources in an equitable way. Gregory said “reasons are either to correct market failure or to achieve a better distribution of income” is that the government intervenes. Failure is due to externality. Example if I buy a geto-blaster and play music in public the market price is small compared to societal price, irritating others and damaging society. Another example is air pollution there is no price to pay for that smoke of the pipes yet we are endangering the welfare of people. This all leads to market failure. If an airline has it’s hub in Pittsburgh it can charge the price it wants and if it is the only airline people must be subjected to it. It is the same thing with the cable. This is why the government intervenes. Ex in “1999 the Federal Government help satellite television companies became more competitive with the cable companies it did so by ending restrictions against transmitting local television channels by satellite.” To promote greater equity or fairness the government intervenes. The invisible hand doesn’t guarantee fair distribution. 

“Principle eight is a country’s standard of living depends on its ability to produce goods and services.” In 1998 “31,000 average income in US, 8,300 in Mexico, and 1,700 in India.” They are measured in the quality of life. Productivity is the key the more, the better the economy. Capital, skills explain productivity. Productivity is up because of smart, capable people and because of the freedom of new ideas to be implemented. We are becoming wealthier because of the software, the entertainment, the discoveries, the brain power of people for newness and improvement. 

“Principle nine is prices rise when the government prints too much money.” In 1970s when a period of inflation it started with some shots driven by OPEC (Organization of Patrolling Exporting Countries). The prices went up. Governments make more money and the prices of goods rises to reflect the printed money. “More money eventually causes its value to shrink and prices rise.” Inflation is hard to control, stability or the right amount of money, prevents inflation or holds it. 

“Principle ten is that society faces a short-run tradeoff b/w inflation and unemployment.” “The Federal Reserve chairman is considered the second most powerful person after the President.” He has to keep inflation under control and make sure unemployment stays low. Lots of money reduces unemployment but lead to inflation in the long run. “The short run tradeoff between inflation and unemployment is called The Phillips Curve.” It is a relationship between inflation and unemployment. This was true in “1960s-1970s” that inflation was up when unemployment was down (more money) and vice versa meant less money.” Now the tradeoff is not noticeably there. This is an economic period but not to stay but to progress. “Phillips curve might come back.”
