The 10 Principles
Microec

People face trade-offs
The cost of something is what you
give up to get it

Rational people think at the mar-
gin

4. People respond to incentives

9.

10.

between Inflation and unemploy-
ment.

\_

Trade can make everyone better
off

Markets are usually a good way to
organize economic activity
Governments can sometimes im-
prove market outcomes

A country's standard of living de-
pends on its ability to produce
goods and services

Prices rise when the government
prints too much money

Society faces a short-run tradeoff
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How People Make Decisions:

People face trade-offs;

“There is no such thing as a free lunch
(TINSTAAFL).” Recognizing that tra-
de-offs exist does not indicate what de-
cisions should or will be made;

Significance of opportunity cost in de-
cision making;

When making any decision, decision
makers should consider the opportuni-
ty costs of each possible;

Rational people think at the margin;

People respond to incentives;

MICROECONOMICS

How People Interact With Each Other:

Trade can make everyone better off;

Markets are usually a good way to
organize economic activity;

Many countries that once had centrally planned economies have
abandoned this system and are trying to develop market econo-
mies.

There are'two broad reasons forthe government to in-
terfere withithereeonomy:thepiomotion of efficiency
and equalitys

e  Government policy can be most useful when there
is market failure.

Definition of market failure: a situation in which
a market left on its own fails to allocate resources

e government prints too

stained increase in the overall

ieve that the short-run effect of a
ting/adding money into the econo-
ent and higher prices.

An increase in the amount of money in the economy stimu-
lates spending and increases the demand of goods and ser-
vices in the economy.



