10 Principals of Economics

In our country we have a limited availability of resources. In this country we do not have enough time to do the things that we like or enough money to buy the things that we would like to buy. We have a huge diversity of resources, but a restricted access to the capital needed to obtain all the products that we want. Through every step of our lives we have to make decisions, everything we do or say or think is from a decision we make.  

1) People face trade offs

Decision-making is the essence of economics, and involves the study of how people manage their resources. Every single event in life is related with economics.

2) Opportunity Cost

Opportunity cost is one of the main elements in economics. Opportunity cost is the cost of something of what you gave up in order to obtain it. Everything is cost, and every decision faces scarcity. Being a young mother is a perfect example. The mother is taking time from going to school and receiving an education because she has to stay home taking care of her child. It’s the same as sacrificing your life, for your child. She is giving up school, to take car of her child. 

3) Rational people think at the margin

Rational People think at the margin. What can you do with the last five dollars in your pocket? Is it better to get a percentage of the product than nothing? The college students that think at the Margin (the college student adjust her work hour in relation with the amount of work at the school) If the marginal benefit of the action exceed the marginal cost, 

4) People respond to incentives

People respond to incentives, one being the cost of gas as the perfect example: in Europe the people pay high taxes for the gas, and as a consequence they drive small cars. In America, the cost of the gas is relatively cheap; as a consequence the people drive big cars. The cost of cigarettes increases, and as a consequence the people decrease the use of cigarettes.

5) Trade can make everyone better

Trade can make everyone better, especially those who are not self-sufficient. We all have something to exchange the specialization makes a society grow in all aspects. For example, farmers, which are the small amounts of the people that specialize in this position, obtain food from the natural resources, and sale it to the rest of the population. 

The cost of labor source is another important point: the process of putting together a television takes place in Mexico because it doesn’t require a specialized labor source. Planes are made in the United States because these are very sophisticated machineries. The assembly process in America will cost five times more expensive using a high paying labor source.

6) Markets are usually a good way to organize economic activity:

Markets are usually a good way to organize economic activity. The market is a place where the people exchange things; these are exchanges that are governed by prices. A market economy: made by market firms who decide what to make, and who to hire, and the place where they will work. 

The invisible hand is the satisfaction at the time of a sale, when both part finish with satisfaction (both obtain what they want)

Communism fails because it replaces the flea market by the market directed by the government.

The Soviet Union put the power on the hands of the politicians and it resulted with the system never working that way.  If we don’t know what to produce the system fails. In the Soviet Union, they produced large lines of products, but they were bad prices and with an insufficient form of production. They didn’t satisfy the real necessities of the people.

7) Government can sometimes improve market outcomes

The government can sometimes improve the market outcomes. The market can also fail to distribute the resources equally. Externality: a company or an individual can create something with an impact beyond what it does. Then the government will improve that picture, making it market power: monopoly is when a company is the only one in a regional market and it has the power to manipulate prices.

8) A country standard of living depends on its ability to produce goods and services

A country standard of living depends on its ability to produce goods and services. The different standards around the world are the qualities of life.

The workers in rich countries are more productive than in poor countries. Production is the key of difference between rich and poor countries.

A better-educated work force will be more productive than a non-educated group of people. 

America becomes richer because of the brains and the view of the future. 

9) Prices rise when the government prints too much money

Prices rise when the government prints too much money. Inflation: A rise on the overall levels of the prices. Classic inflation is when the amount of money increase with the same amount of money.

The slow inflation of the 90’s were the slow down the printing of money, and maintaining stability in the amount of money circulating.

10) Society faces a short run tradeoff between inflation and unemployment

Society faces a short run on exchanges between inflation and unemployment. The Phillips curve: when the inflation and unemployment obtain a stable level. It is hard for the president of the Federal Reserve to maintain the inflation low and decrease the level of unemployment. The solution to one of the problems has influence on the other. 

If the government prints more money, the unemployment will decrease and the inflation will increase, but if the Federal Reserve limits the amount of money circulating, the inflation decreases and the unemployment levels increases.

There are periods in the economic history when the Philips curve doesn’t apply because of the especial characteristics of that period.

