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World Markets Vs. Economy

Although economics has many facets, the field igiath by several central ideas. In this
article, we will take a closer look at Ten Prineiplof Economics. There is no question as to
what an economy is. Whether we are talking abaaiettonomy of Los Angeles, England, or
Australia, a healthy economy is based on seves#sindi variables. Because the behaviour of

an economy reflects the behaviour of the individwetho make up the economy.
Principle 1: People Face Trade-offs

"There is no such thing as a free lunch.” To get tinng that we like, e have to
give up another thing that we like. Nonetheles&nawledging life's trade&O important
because people are likely to make good decisiohgs ibthey unde@t@a ptions that

they have available. (

Principle 2: The Cost of Something Is What You oGetdt.

Because people face trade-offs, making decisiofpgi pafing the costs and benefits

of alternative courses of action. In m e the cost of some action is not as

obvious as it might first appear. %

Principle 3: Rational People Thir%@argin
0

Economists normally u ple are ratidRational people systematically and
purposefully do the bestthey c achieve thigjectives, with the opportunities they have.
Michael Leary of nv@stment Services says thtbnal people know that decisions in

life are rare white but usually involsikeades of gray. Economists use the term

margina describe small incrementalsagients to an existing plan of action.
eople Respond to Incentives

An incentive is something that induces a persoratb Because rational people make
decisions by comparing costs and benefits, thegore$ to incentives. You will see that

incentives play a central role in economics.

Incentives are crucial to analyzing how marketskwdéior example, when the price of an

apple rises, people decide to eat more pears avel fgpples because the cost of buying an
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apple is higher. At the same time, apple orchaetsde to hire more workers and harvest

more apples because the benefit of selling an apjaliso higher.

When analyzing any policy, we must consider noyahé direct effects but also the indirect
and sometimes less obvious effects that work thHromgentives. If the policy changes

incentives, it will cause people to alter their &ebur.

As we go about our lives, many of our decisions@fhot only ourselves but other people as

well. Now we will discuss the next three principlesich examine with owepeople interact

with one \ another.

®
Principle 5: Trade Can Make Everyone Better Off Q

It is easy to be misled when thinking about comjoes

ougtries. Trade between the
United States and Japan is not like a sports cointeg ide wins and the other side

loses. In fact, the opposite is true: Trade bet

oft. \\‘

By trading with others, people can greateietyaof goods and services at lower cost.
Countries benefit from the ability t

specialize in what they, nd o enjoy atgreaariety of goods and services. The
Japanese, as well as the Fre and the Egyptimihgha Brazilians, are as much our
on

partners in the worl

s can make each country better

with eomnother. Trade allows countries to

C s they are our cditope

®

Principle 6: M sually a Good Way to Organize Economic Activity

At first g success of market economigmizzling. After all, in a market economy,
no ing out for the economic well-beirigociety as a whole. Free markets contain
many buyers and sellers of numerous goods andcsstvand all of them are interested
primarily in their own well-being. Yet despite detelized decision making and self-
interested decision makers, market economies hawesep remarkably successful in

organizing economic activity in a way that promatesrall economic well-being.

Principle 7: Governments Can Sometimes Improve Markt Outcomes

If the invisible hand of the market is so greatywdo we need government?
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One reason we need government is that the invisibhel can work its magic only if the
government enforces the rules and maintains thetutisns that are key to a healthy
economy. Most important, markets work only if prdgeights are enforced. A farmer won't
grow food if he expects his crop to be stolen; stangrant won't serve meals unless it is
assured that customers will pay before they leawad;a music company won't produce CDs
if too many potential customers avoid paying by mgkillegal copies. We all rely on
government provided police and courts to enforaerigints over the things we produce - and

the invisible hand counts on our ability to enfooce rights. .

How individuals make decisions, and how peopleradewith one anoth e up the
@

Principle 8: A Country's Standard of Living Dependson A&) Produce Goods
and Services A

The differences in living standards around t ggering. In 2007, the average
American had an income of about $3# m ear, the average Mexican earned
$8,950, and the average Nigerian ;% . Nigirisingly, this large variation in

average income is reflected in the% lig@tizens of high-income countries have
more TV sets, more cars, better% etelincare, and a longer life expectancy than

citizens of low-income trie

many variables of "The Economy."

What explains thesegarge i nces in livingidards among countries and over time? The

answer is surpris siffiple. Almost all variatiam living standards is attributable to

differences | s" productivity- the amowftgoods and services produced from an

employe nations where workers can predularge quantity of goods and services
per un ime,”most people enjoy a high standdriving. Similarly, the growth rate of a

nation uctivity determines the growth raté&®faverage income.

Principle 9: Prices Rise When the Government Print§ oo Much Money

In Germany in January 1921, a daily newspaper @&@& marks. Less than 2 years later, in
November 1922, the same newspaper cost 70,000,868 nAll other prices in the economy

rose by similar amounts. This instance is one stiony's most stunning examples of inflation.
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What causes inflation? In almost all cases of langgersistent inflation, the culprit is growth
in the quantity of money. When a government crelaiege quantities of the nation's money,
the value of the money falls. In Germany in theye&B20s, when prices were on average
tripling every month, the quantity of money wasoatsapling every month. Although less
dramatic, the economic history of the United Statesits to a similar conclusion: The high
inflation of the1970s was associated with rapidadioin the quantity of money, and the low

inflation of the 1990s was associated with slownghoin the quantity of money.

Principle 10: Society Faces a Short-Run Trade-off eweer® I¥ati and

Unemployment \
®
f increasing the

Although a higher level of prices is, in the longny the prim e

guantity of money, the short-run story is more ctaxpand controversial. Most
economists describe the short-run effects of monatgeet f8lows:
* Increasing the amount of money in the ecopo the overall level of spending

and thus the demand for goods and s

* Higher demand may over time ca Irms 10 réhser prices, but in the meantime, it also
encourages them to increase th%- goodservices they produce and to hire more
nd

workers to produce tho 0 rvices.
* More hiring means lowelunemployment.

®
This line of r eads to one final economgewtrade-off: a short-run trade-off

between inflation, and®unemployment. Although soroenemists still question these ideas,
most ac t*Society faces a short-run tratibetiveen inflation and unemployment.
eans that, over a period of a yeatww, many economic policies push
inflation @ad unemployment in opposite directiomkis short-run trade-off plays a key role
in the analysis of the business cycle-the irregalad largely unpredictable fluctuations in
economic activity, as measured by the productiogarfds and services or the number of

people employed.
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