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Basic principles guide individual’s choices

Principle #1:Resources are scarce.

Principle #2:The real cost of something is what
you must give up to get it (opportunity costs).

Principle #3: “How much?” (to give up) is a
decision made at the margin.

Principle #4: People usually take advantage of
opportunities to make themselves better off.
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1. Resources are Scarce

* What do individuals have scarcity of?
— Money
— Time

* What do firms/businesses have scarcity of?
— Labor
— Land
— Capital
— Technology, etc.
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2. Opportunity Costs

The real cost of an item is its opportunity cost:
what you must give up in order to get it.

Thus making economic decisions requires
trading off one goal against another.

At a given time/period: we face tradeoff
. Sleep? or Watch TV?
N Study? or Work?
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3. How Much to forgo is a Decision at the Margin

* People Face Tradeoff: compare costs with
benefits of doing something (at a given time).

Rational People Make Rational Decisions.

* Arational decision-maker takes action if and
only if the marginal benefit of the action
exceeds the marginal cost.
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4, Rational People Respond to Incentives

* Economic Behavior changes when costs or benefits
change.

* Incentive: Opportunity that offers rewards to people
who change their behavior for the better.
* Good behaviors should be given incentives (rewarded).
Examples:
* Do extra jobs to get a promotion or raise.
* Do some extra credit for a better grade.
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The Fundamental Economic Problem:
Unlimited Wants and Limited Means

* Resource scarcity forces us to make choices
among viable alternatives at our disposal.

1. Individuals make choices to maximize utility.
2. Firms make choices to maximize profit.
3. Nation’s choices: scarce resource allocation

* Microeconomics focuses on the study of #1
and #2: utility and profit maximization.
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Unit 1 Assignment

Assignment #1: Business Etiquette Report

To access the assignment (lists of possible topics):

* Click on DocSharing Unit 1 Business Etiquette
Assignment
* Choose one topic from the list of topics for your

Business Etiquette report.

To see the instructions :
Unit 1, then click on Assignment.
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Point Breakdowns

* Discussions (9*25=225) 22.5%
* Assignments (240) 24%
* Seminars (9%15=135) 13.5%
Research Projects: 340 34%
— Research Paper Topic (10) 1%
— Research Paper Outline (45) 4.5%
— Research Paper Draft (50) 5%
— Final Research Paper ~ (235) 23.5%
* Final Exam (60) 6%
100%

Total Points: 1000
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To Do Well on the Assighments:

1. Refer to the hints for assignments.
2. Refer to seminar slides (esp. examples).

3. Refer to weekly reading materials.

If you may not understand assignment questions:
1. Attend tutoring sessions.
2. Ask questions (virtual office/e-mail).

* Atomic Learning: MS Office, how to use Excel to
draw graphs, compile tables, etc.
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Microeconomics is the Study of:

* How households and firms make economic
choices (economic decisions),

* How the choices interact in markets, and

* How the government attempts to influence
the economic choices (decisions).
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How Does the Economy Work?
via Interactions of Economic Agents

Economic Agents:
= Individuals/Households: labor, goods market

*® Firms/Industries/Companies: Inputs, goods market

" Government: Taxes, Spending, Transfers
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Tutor Center: http://khe2.acrobat.com/kubc/
(Check Announcement Section for Details)

Dr. Tilahun Ayanou
Wednesday 9:00-10:00PM (EST)
4/17
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Individual Choice

* Individual choice is the decision by an
individual of what to do, which necessarily
involves a decision of what not to do.

Examples:

* Demand Side: buy goods and services
* Supply Side: sell goods and services




