10 Principals of Economics

1.  “People face trade offs.” Economics is all about the distribution of scarce resources. Economics is the study of how societies manage their resources. People face trade offs, when an individual faces two alternative courses of action. "All of our decisions, at heart, involve tradeoffs,” says, Gregory Mankiw of Harvard University. 

2. "The cost of something is what you give up to get it." For example, going to college for four years but giving up wages from a possible job you could have had instead of going to class and also spending thousands and thousands of dollars by going to school. However, athletes, on the other hand, by going to college would give up millions of dollars a year since players like Kobe Bryant can go straight to the pros. 


3. "Rational people think at the margin". We’re thinking about doing a little bit here and there - "thinking at the margin". For example: a college student working and going to school but adjusting her schedule to balance her school responsibilities and work. "The marginalist economic question is not where have you been, but where do you stand now, what can you do with the next dollar in your pocket, with the next 5 minutes of time that you have to allot," Said Todd Buchholz, an economist. 


4. "People respond to incentives." Since people make decisions responding to costs and benefits, their behaviors change when the costs and benefits change. "If I want my son to wash my car, I’ll say 'if you wash the car you can use it tonight.' That’s an incentive," said Robert Sobel of Hofstra University. Politicians like former president Bill Clinton believe that raising the cost of cigarettes will prevent youth smoking, which is statistically true since teenagers don’t usually want to spend that much money on cigarettes and in fact will smoke less if the price is higher. 


5. "Trade can make everyone better off." Basically, if I give you something, and you give me something, we'll all be a lot better off, say people like Caroline Hoxby from Harvard University. The reason why people trade is so people can get things from foreign countries and get different things than they cant get at home, and sell their products to other countries which they are really good at making, says Gary Hufbauer from the Institute for International Economics.


6.  "Markets are usually a good way to organize economic activity." A market is generally where people exchange things governed by prices.  Firms decide what to make and who to hire. Individuals decide who to work for and how to spend their income. The first man to describe how a market system works was Adam Smith, a brilliant philosopher who lived in Scotland in the 18th century. Smith published the first great book about economics called, “The Wealth of Nations" in1776. Adam smith said that markets affect work very well and they lead to a desirable outcome, which with out, could be chaos. The invisible hand conducts the economic orchestra. Communism failed because the government decided how much to produce and what price to sell it at and had no idea what the people were buying and how to govern the prices.

7. "Government can sometimes improve market outcomes." Government actions sometime achieve a better distribution of income. One reason markets fail to work efficiently, is to what economists call externality, which is when a company or an individual creates something that has an impact beyond the immediate buyers and sellers of that product. Air pollution is an example of an externality, when a power plant generates electricity; the smoke then causes health problems from bystanders on the street. Another reason the government intervenes is to promote greater equity, or fairness.

8. “A Countries standard of living depends on its ability to produce goods and services.” The amount of income per capita results in how the economy is and how well the people in that country live. In India in 1998, the yearly income was just 1,700, where as in America it was 31, 500, and I sure you can see an extreme difference between health and lifestyle of Indians and Americans. Productivity is the key to describing a country’s living standards. The government can stimulate better productivity is through a better-educated work force. 

9. “Prices rise when the government prints too much money.” In the 1970s, inflation basically started. Inflation is when the supply of money has increased so that we have more money, the price of goods increases simply to reflect the amount of money that is available. Once inflation starts, it’s hard to get it back under control. 

10. “Society faces a short run tradeoff between inflation and unemployment”. The head of the federal reserves job is to make sure that inflation doesn’t occur and to keep unemployment low. However, if he raises the amount of money being made, unemployment will be down, but inflation will be up. On the other hand, if he reduces the amount of money being printed, unemployment will increase and inflation will decrease. The short run trade off between inflation and unemployment is called the Phillips curve, after the first man that studied this relationship. There have always been times in history when the Phillips curve is not around, but it will always come back, and is crucial for understanding many developments in the economy. 

OVERVIEW OF THE 10 PRINCIPALS OF ECONOMICS:

1. TRADEOFFS

2. OPPORTUNITY COST

3. MARGINAL THINKING

4. INCENTIVES

5. TRADE

6. MARKETS

7. GOVERNMENT

8. PRODUCTIVITY

9. INFLATION

10. THE PHILLIPS CURVE: INFLATION VS. UNEMPLOYMENT. 

