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I. What is Economics?

A. Economics is a language/Economic Literacy


B.A Definition

Economics - the study of the choices that individuals make given the presence of scarcity.

SCARCITY -  limited resources but unlimited wants

Poverty VS Scarcity

Economics - The study of how human beings coordinate their wants.

The economy- the institutional structure through which individuals in a society coordinate their diverse wants.
The economy will determine the answers to three things:

1) What, and how much, to produce.

2) How to produce it.

3) For whom to produce it.

All issues of ALLOCATION

II. Economic Reasoning  

A. making decisions on the basis of costs and benefits
We are rational decision-makers.

Economizing - Getting the maximum benefit at the minimum cost

Example:  


What are the costs of being here today?


What are the benefits of being here today?

Example:
Suppose that a Ford Explorer, a Ford Taurus, and a Ford Pick Up Truck all cost the same.  Which would you choose?   and Why???

Costs and benefits are subjective

The economic decision rule- if the benefit exceeds the cost do it, if the cost exceeds the benefit, don't do it.

 B. Opportunity Costs

-The highest valued benefit that must be sacrificed (forgone) as the result of choosing an alternative.

Opportunity costs of being here today?

*Opportunity cost is not the sum of all forgone activities, just the best one to you.

*Opp. cost is subjective- unique to the individual.

EXAMPLE:

Michael Jordan needs to mow his lawn.  It takes him two hours to mow.

He could spend the next two hours filming a commercial and will be paid $500,000.

He could hire a lawn care service to mow his yard.  

The lawn care service takes 4 hours and charges $20 per hour. 

Who should mow the lawn?

What is the cost if the lawn service mows?


If Michael mows, is the cost zero? 

·    A country’s production choice

· Habitat for Humanity

· Politicians who promise everything

· Economics - “the dismal science.” 

III. Micro VS Macro Economics
IV. Specialization and Exchange and the origin of markets
History and Perspective

SELF-SUFFICIENT


SPECIALIZE AND TRADE
 
GAINS FROM TRADE

BARTER

MUTUAL COINCIDENCE OF WANTS


MEDIUMS OF EXCHANGE

MARKET SETTING FACILITATES SPECIALIZATION AND EXCHANGE

Specialization and Exchange Allows a Country to Consume past its productive capabilities

Trade Creates Value

V. Taxonomy of a Market Economy and Allocation
Three Economic Agents

Households

Firms

Government
Markets

Goods and Services

Factors
Circular flow of the market economy 
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Allocation in a Market Economy (refer back to the three questions)

VI.  Key macroeconomic terms

Business Cycles (recession/expansion)

Inflation

Unemployment

Gross Domestic Product

Monetary Policy

Fiscal Policy
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