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ECONOMICS: -
· Allocation (management) of scare resources (of how society manages its scarce resources.
· Distribution of Resources (resources are allocated not by an all-powerful dictator but through the combined choices of millions of households and firms.) 
· Production of goods and services
  (What, how, how much and for whom to produce)
Scarcity: - (limited natural resource)
· Scarcity means that society has limited resources and therefore cannot produce all the goods and services people wish to have. Just as each member of a household cannot get everything she wants, each individual in a society cannot attain the highest standard of living to which she might aspire.
· Economics is the study of how society manages its scarce resources. In most societies, resources are allocated not by an all-powerful dictator but through the combined choices of millions of households and firms. Economists, therefore, study how people make decisions: how much they work, what they buy, how much they save, and how they invest their savings. 
· Both household and society have to allocate their scare resources. Although human wants are unlimited and resources to fulfill these wants are limited people have to make various choices between these alternative choices. 
· For example, household has to think of whether to buy particular goods or some other goods.  Students must need to take choice of spending time in study or play games. 
· Similarly, government has to decide whether to implement particular policy that will lead to maximum social welfare. 
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A. How People Make Decisions 

1-(a). Trade off faced by people                                         
People face different kinds of trade-off while making decision. To get something that we like, we usually have to give up something else that we also like. Making decisions requires trading off one goal against another.
Consider a student who must decide how to allocate her most valuable resource—her time. For every hour she studies one subject, she gives up an hour she could have used studying the other. And for every hour she spends studying, she gives up an hour she could have spent napping, bike riding, watching TV, or working at her part-time job for some extra spending money.
Trade-off between Efficiency and Equality: -
Efficiency means that society is getting the maximum benefits from its scarce resources. Equality means that those benefits are distributed uniformly among society’s members. In 
other words, efficiency refers to the size of the economic pie, and equality refers to 
how the pie is divided into individual slices.
 
When government policies are designed, these two goals often conflict. Consider, 
for instance, policies aimed at equalizing the distribution of economic well-being. 
Some of these policies, such as the welfare system or unemployment insurance, 
try to help the members of society who are most in need. Others, such as the in
dividual income tax, ask the financially successful to contribute more than others 
to support the government. Though they achieve greater equality, these policies 
reduce efficiency. When the government redistributes income from the rich to the 
poor, it reduces the reward for working hard; as a result, people work less and 
produce fewer goods and services. In other words, when the government tries to 
cut the economic pie into more equal slices, the pie gets smaller.

1.(b) Opportunity cost

The opportunity cost of an item is what you give up to get that item. If a choice is made in favour of one activity let’s say in watching series, it involves foregone of an alternative (say spending same time in studying) opportunity. The alternative foregone(studying) is called the opportunity cost of watching series. 
When making any decision, decision makers should be aware of the opportunity costs that accompany each possible action. In other words, a he/she must be able to compare the costs and benefits of alternative courses of action.
 
For instance; an entrepreneur uses his capital for producing one commodity (computer), could have used them for the production of another commodity. 
An investor who has invested his fund in Bajaj finance could have invested in buying shares of Zomato IPO. 
1.(c) Thinking at margin
Economists normally assume that people are rational. Rational people systematically and purposefully do the best they can to achieve objectives (maximum utility), given the available opportunities/choices. For example, you may encounter individuals who decide how much time to spend working and what goods and services to buy with the resulting income to achieve the highest possible level of satisfaction. 
Economists use the term marginal change to describe a small incremental adjustment to an existing 
plan of action. Margin means “edge,” so marginal changes are adjustments around the edges of what you are doing. Rational people often make decisions by comparing marginal benefits and marginal costs.
For example, suppose you are considering calling a friend on your cell phone. 
You decide that talking with her for 10 minutes would give you a benefit that you 
value at about $7. Your cell phone service costs you $40 per month plus $0.50 per 
minute for whatever calls you make. You usually talk for 100 minutes a month, 
so your total monthly bill is $90 ($0.50 per minute times 100 minutes, plus the $40 
fixed fee). Under these circumstances, should you make the call? You might be 
tempted to reason as follows: “Because I pay $90 for 100 minutes of calling each 
month, the average minute on the phone costs me $0.90. So a 10-minute call costs 
$9. Because that $9 cost is greater than the $7 benefit, I am going to skip the call.” 
That conclusion is wrong, however. Although the average cost of a 10-minute call is 
$9, the marginal cost—the amount your bill increases if you make the extra call—is 
only $5. You will make the right decision only by comparing the marginal benefit 
and the marginal cost. Because the marginal benefit of $7 is greater than the marginal cost of $5, you should make the call. This is a principle that people innately 
understand: Cell phone users with unlimited minutes (that is, minutes that are free 
at the margin) are often prone to making long and frivolous calls.
Marginal principle is applied by consumer, producer and government while taking economic decisions.
Consumer while purchasing goods and services compare marginal utility with price, he would stop at a point where MU=Price.
Producer, in similar way carries out production up to a point where MC=MR and not beyond that.
Government applies this principle to maximize people’s welfare by spending in such a way where marginal social benefit (MSB) is greater or equal to Marginal Social Sacrifice (MSS).
A rational decision maker takes an action if and only if the marginal benefit of the action exceeds the marginal cost. This principle explains why people use their cell phones as much as they do, why airlines are willing to sell tickets below average cost, and why people are willing to pay more for diamonds than for water. 
1-(d).People Respond to Incentives
An incentive is something (such as the prospect of a punishment or reward) that induces a person to act. Because rational people make decisions by comparing costs and benefits, they respond to incentives. Incentives play a central role in the study of economics. 
Prices act as incentives and signals: -
the influence of prices on the behavior of consumers and producers is crucial to how a market economy allocates scarce resources. For example, when the price of an apple rises, people decide to eat fewer apples. At the same time, apple orchards decide to hire more workers and harvest more apples. In other words, a higher price in market provides an incentive for buyers to consume less and an incentive for sellers to produce more. 

Public policymakers should never forget about incentives: 
Many policies change the costs or benefits that people face and, as a result, alter their behavior. A tax on gasoline, for instance, encourages people to drive smaller, more fuel-efficient cars. That is one reason people drive smaller cars in Europe, where gasoline taxes are high, than in the United States, where gasoline taxes are low. A higher gasoline tax also encourages people to carpool, take public transportation, and live closer to where they work. If the tax were larger, more people would be driving hybrid cars, and if it were large enough, they would switch to electric cars.
2.How People Interact

2.(a) principle 5 : Trade Can Make Everyone Better Off
Due to limitation of resources  we cannot get everything we  want.  A household 
 cannot buy everything, a country cannot produce everything domestically. 
 This lead us to practice trade. 
The words “trade” and “exchange” refer t the same activity. People who want to 
have one thing for another thing can exchange or trade it voluntarily with each other.
Trade allows each person to specialize in the activities she does best, whether it is
 farming, sewing, or home building. By trading with others, people can buy a greater
 variety of goods and services at lower cost. 
To see why, consider how trade affects your family. When a member of your family looks for a job, she competes against members of other families who are looking for jobs. Families also compete against one another when they go shopping because each family wants to buy the best goods at the lowest prices. In a sense, each family in an economy competes with all other families. Despite this competition, your family would not be better off isolating itself from all other families. If it did, your family would need to grow its own food, make its own clothes, and build its own home. Clearly, your family gains much from its ability to trade with others. 
Like families, countries also benefit from the ability to trade with one another and make each country better off. Trade allows countries to specialize in what they do best and to enjoy a greater variety of goods and services. Also they compete with each other for instance, we have many competing countries like China, and trading partners such as  USA, UAE, and Russia. 
Specialisation in production refers to the use of labour and other resources in which each resource is most efficient. It also lead to division of labour. 
Division of labour according to D. Salvator, refers to breaking up of task into number of smaller, more specified and assigning each task to different worker.
A country specialize in production of those goods in which it has comparative advantage. It means a goods which it can produce at cheaper cost than other goods. 

2-B-Principle 6 : Markets Are Usually a Good Way to Organize Economic Activity
Market economy is a type of the economy which runs through price mechanism where demand ad supply bring the economy to the equilibrium. It is a free market without government intervention. In any market, buyers look at the price when determining how much to demand, and sellers look at the price 
when deciding how much to supply. As a result of the decisions that buyers and 
sellers make, market prices reflect both the value of a good to society and the 
cost to society of making the good. 
Adam Smith in his 1776 book An Inquiry into the Nature and Causes of the Wealth of Nations, economist Adam Smith made the most famous observation in all of economics: Households and firms interacting in markets act as if they are guided by an “invisible hand” that leads them to desirable market outcomes. 
In a market economy, no one is looking out for the economic well-being of society as a whole. Free markets contain many buyers and sellers of numerous goods and services, and all of them are interested primarily in their own well-being. Yet despite decentralized decision making and self-interested decision makers, market economies have proven remarkably successful in organizing economic activity to promote overall economic well-being
2-C principle 7: Governments Can Sometimes Improve Market Outcomes
The free market do not achieve maximum efficiency  in the allocation of resources. It leads to market failure. term market failure to refer to a situation in which the market on its own fails to produce an efficient allocation of resources. One possible cause of market failure is an externality, which is the impact of one person’s actions on the well-being of a bystander. Another possible cause of market failure is market power, which refers to the ability of a single person or firm (or a small group) to unduly influence market prices.
The government can play vital role to correct market failure and improve market efficiency in following ways. 
a) Improve market  efficiency by correcting market failure.
b) To correct the problem of externalities government define property rights. the ability of an individual to own and exercise control over scarce resources. 
c) Government form varieties of programs and policies for  equal distribution of income and wealth and to achieve other social objecives.

3.The working of the economy as a whole

3- A principle 8: A Country’s Standard of Living Depends on Its Ability to Produce Goods and Services
Standard of living:- the best method to measure standard of living would be the value of all goods and services consumed per capita..
Almost all variation in living standards is attributable to differences in countries’ productivity—that is, the amount 
of goods and services produced by each unit of labor input. In nations where workers can produce a large quantity of goods and services per hour, most people enjoy a high standard of living; in nations where workers are less productive, most people endure a more meager existence. 
Higher the productivity will lead to higher growth of potential output and thereby, higher economic growth and standard of living. 
The key to producing more per capita is higher labour productivity, it is increases y increase in capital- labour ratio. As worker have more and high quality equipment to use they can produce more per hour time.
The relationship between productivity and living standards also has profound implications for public policy. When thinking about how any policy will affect living standards, the key question is how it will affect our ability to produce goods and services. To boost living standards, policymakers need to raise productivity by ensuring that workers are well educated, have the tools they need to produce goods and services, and have access to the best available technology.
3-B principle 9: Prices Rise When the Government Prints Too Much Money

Inflation an increase in the overall level of prices in the economy. 
According to Milton Friedman, “inflation is always and everywhere a monetary phenomenon”.
When a government creates large quantities of the nation’s money, the value of the money falls and prices of goods and services rise (Inflation). In Germany in the early 
1920s, when prices were on average tripling every month, the quantity of money 
was also tripling every month. Although less dramatic, the economic history of 
the United States points to a similar conclusion: The high inflation of the 1970s 
was associated with rapid growth in the quantity of money, and the return of low 
inflation in the 1980s was associated with slower growth in the quantity of money.

3-C- principle 10: Society Faces a Short-Run Trade-off between Inflation and Unemployment


Although a higher level of prices is, in the long run, the primary effect of increasing the quantity of money, the short-run story is more complex and controversial. Most economists describe the short-run effects of monetary injections as follows: 
 
1.Increasing the amount of money in the economy stimulates the overall level 
of spending and thus the demand for goods and services. 
 
2.Higher demand may over time cause firms to raise their prices, but in the 
meantime, it also encourages them to hire more workers and produce a 
larger quantity of goods and services. 
3.More hiring means lower unemployment. 
This line of reasoning leads to one final economy-wide trade-off: a short-run trade-off between inflation and unemployment.
This short-run trade-off plays a key role in the analysis of the business cycle—the irregular and largely unpredictable fluctuations in economic activity, as measured by the production of goods and services or the number of people employed. 
Policymakers can exploit the short-run trade-off between inflation and unemployment using various policy instruments. By changing the amount that the government spends, the amount it taxes, and the amount of money it prints, policymakers can influence the overall demand for goods and services. Changes in demand in turn influence the combination of inflation and unemployment that the economy experiences in the short run. Because these instruments of economic policy are potentially so powerful, how policymakers should use them to control the economy, if at all, is a subject of continuing debate.

