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UEconomics 
Unit 1 

What is Economics? 
 

Economics 
 The study of the use of scarce     that have alternative    

 Two key components of definition: 
o Scarce      

 Resource – anything used to produce an economic good or service 
 Not enough resources to do everything we might want to do 

o Alternative    
 A given resource has multiple uses 
 Because of scarcity, decisions must be made relating to what 

those resources are used for, and how much of those resources 
are used for a given use 

 

Branches of Economics 
 Microeconomics 

o Looks at economic     making by individuals, households, & 
businesses 

 Macroeconomics 
o Focuses on the workings of an economy as a     

 

Positive vs. Normative Economics 
 Positive Economics 

o Describes how things     
o Example: 

 What impact will increased enrollment, salary increases, and 
rising maintenance costs have on next year’s school district 
budget? 

 Normative Economics 
o Focuses on how things    to be done 
o Example: 

 What actions should we take now to reduce expenses in order to 
balance next year’s budget? 

o Various options are examined, impacts assessed, and actions 
recommended 



7 Principles That Guide an Economic Way of Thinking 
 

Principle #1: Scarcity Forces Tradeoffs 
 Scarcity – not enough     to do everything we would want to 

do 

 Those resources have      uses 

 When you choose to use a given resource for something, you are     
to use that resource for anything else 

 Whenever you choose one thing over another, you are making a tradeoff 
TANSTAAFL 

 “There Ain’t No Such Thing As A Free Lunch” 

 Every choice someone makes involves    , whether they realize it 
or not 

 Example: you get a free lunch 

 Lunch might be free to you. 

 Someone, however, had to pay for that lunch. 

 That someone had to give up something (payment for lunch, eating that lunch 
him/herself, etc.) in order for you to get it for free. 

Opportunity Cost 

 The “value” of the    most likely choice for the use of a resource that is 
given up when making a choice 

o This is not the actual     value of the choice (if it is a resource 
that has a dollar value) 

o That limited resource (money) that has alternative uses will go to one of 
those alternative uses (saving, other spending, investing, etc.) so the 
dollar value is      as far as opportunity cost is 
concerned 

 

Principle #2: Costs Versus Benefits 
 The scarcity-forces-tradeoffs principle forces us to make     

 Economists assume that individuals make choices based on     costs 
and benefits 

o Costs: what you    in time, money, or other sacrifices to get 
your choice 

o Benefits: what you     from something in terms of money, 
time, experience, or other improvements in your situation 

 People choose something when the benefits of doing so are    than 
the costs 



Cost-Benefit Analysis 

     of costs and benefits 

 May be formal or informal 
o Formal:    out costs and benefits side-by-side (on paper, in 

spreadsheet, etc.) 

 Informal: just do     

 Analysis should lead to calculation of which side     the other 
o Benefits outweigh the costs = go with choice 
o Costs outweigh benefits =     choice 

 

Principle #3: Thinking at the Margin 
 Most decisions every day are   all-or-nothing 

o Normally a little    of this or a little    of that 

 Thinking at margin is deciding to add (or subtract) one more   to (or from) 
what we already have 

     marginal costs and marginal benefits 
o Marginal cost – what you     Uto add one unit to an activity 
o Marginal benefit – what you    by adding one more unit 

 Goal is to maximize utility of choice 
o Utility  

 The     or pleasure one gains from consuming a 
product or service or from taking an action 

 A choice that, although may not be all that pleasurable, is likely to  

    our lives 
Diminishing Marginal Utility 

 Marginal Utility 
o The extra satisfaction or benefit you will get from an    of an 

additional unit of a good or service 
o Essentially your perceived difference between the marginal benefit and 

marginal cost from that additional unit 

 Law of Diminishing Marginal Utility 
o As you make use of more additional units of a resource, the additional  

    you get for each additional unit becomes less and less 
 The marginal benefit for each additional unit gets smaller 
 The marginal cost for each additional unit gets larger 

o Eventually, the marginal costs  start to outweigh the marginal benefit for 
adding additional units, so you no longer want any more  

o “You can have too much of a good thing” 
 



Principle #4: Incentives Matter 
 Incentive – something that      a person to take a particular 

course or action 

 People respond to incentives in generally     ways 

 Incentives can be both positive (rewards/benefits) and negative 
(punishments/costs) 

o Negative incentives sometimes called disincentives 
 
 

Principle #5: Trade Makes People Better Off 
 None of us are equally     at doing everything 

 It makes more sense to concentrate on what we do    and trade with 
others for what they do best 

 End up with more and better    than by trying to do everything for 
ourselves 

 
 

Principle #6: Markets Coordinate Trade 
 Market – any arrangement that brings together buyers & sellers to do    

with each other 
o Single place (store, flea market, etc.) 
o Cyberspace (online store, online auction site, etc.) 

 When markets operate freely or with limited government interference, buyers 
& sellers can     with each other until both are satisfied with their 
sales & purchases 

o Result is     market that serves everyone’s interests without 
guidance from a person or institution 

 Markets usually do    than anyone or anything else at coordinating 
exchanges between buyers & sellers 

 
 

Principle #7: Future Consequences Count 
 Decisions made    have consequences not only for today but also for 

the future 
o Many only look at     costs & benefits 
o Must also consider     effects 

  



 Law of Unintended Consequences 
o Actions of people and governments always have effects that are not  

   
o Economists spend much of their time trying to predict these 

unintended consequences 

 When considering an action, cannot simply focus on the    of that 
action 

o Must look at the incentives (or disincentives) that action creates 
o The unintended consequences that    from the incentives (or 

disincentives) created by that action could greatly outweigh the 
intended benefits of the action 


