
Chapter 1: Introduction

1.1 Microe conom ics: Th e Allocation of Scarce Re source s

 "I've always wondered what goes into a hot dog. Now I know and I wish I didn't" ~

William Zinsser

 Microeconomics - the study of how individuals and firms make themselves as well off as

possible in a world of scarcity and the consequences of those individual decisions for

markets and the entire economy (also called price theory)

 Trade-offs happen because people can't have everything. A society faces three main ones:

 Which goods and services to produce

 How to produce

 Who gets the goods and services

 Application: Flu Vaccine Shortage

 Market - an exchange mechanism that allows buyers to trade with sellers

 Application: Fat Tax

1.2 Mode ls

 "Everything should be made as simple as possible, but not simpler" A. Einstein

 Model - a description of the relationship between two or more economic variables

 Application: Income Threshold Model in China

 According to an income threshold model, no one who has an income below a

particular threshold buys a particular consumer durable

 An economic model is a simplification of reality that contains only its most important

features

 Economists make many assumptions to simplify their models

 Blore's Razor: When given a choice between two theories, take the one that is funnier

 Economic theory - the development and use of a model to test hypotheses

 We cannot prove that a model is correct; we can only fail to reject it

 Positive statement - a testable hypothesis about cause and effect

 Normative statement - a conclusion as to whether something is good or bad

 Many economists emphasize that they study people's wants rather than their needs

 In wealthy countries, calling something a 'need' is often a value judgment

1.3 U se sof Microe conom ic Mode ls

 "Have you ever imagined a world without hypothetical situations" S. Wright


