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Principles of Economics

N. GREGORY MANKIW T

PRINCIPLES OF

EC%!:BMICS PowerPoint Lecture Tools
CHgLR Public Goods and PPTIH X
11 , HIET TEMNPPTHY, BT RPEHMRASETE
g | EE. EBIE, PPTHEN A BRI
e PN A AR A X RO ).

Look for the answers to these questions:

+ What are public goods?

+ What are common resources?
Give examples of each.

* Why do markets generally fail to provide the
efficient amounts of these goods?

* How might the government improve market
outcomes in the case of public goods or
common resources?
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Principles of Economics

1

WHAT'S NEW IN THE EIGHTH EDITION:

TEN PRINCIPLES OF ECONOMICS

There is a new case study "Adam Smith Would Have Loved Uber.”

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:
# that economics is about the allocation of scarce resources.
»  that individuals face trade-offs.

= the meaning of opportunity cost.

= how to use marginal reasoning when making decisions.

b

how incentives affect people’s behavior.
why trade among people or nations can be good for everyone.

why markets are a good, but not perfect, way to allocate resources.

L U

what determines some trends in the overall economy.

CONTEXT AND PURPOSE:

Chapter 1 is the first chapter in a three-chapter section that serves as the introduction to the text.
Chapter 1 introduces ten fundamental principles on which the study of economics is based. In a broad
sense, the rest of the text is an elaboration on these ten principles. Chapter 2 will develop how
economists approach problems while Chapter 3 will explain how individuals and countries gain from
trade.

The purpose of Chapter 1 is to lay out ten economic principles that will serve as building blocks for
the rest of the text. The ten principles can be grouped into three categories: how people make decisions,
how people interact, and how the ecanamy works as a whole. Throughout the text, references will be
made repeatedly to these ten prindples.
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Principles of Economics

KEY POINTS:

» The fundamental lessons about individual decision making are that people face trade-offs among
alternative goals, that the cost of any action is measured in terms of forgone opportunities, that
rational people make dedsions by comparing marginal costs and marginal benefits, and that people
change their behavior in response to the incentives they face.

+ The fundamental lessons about interactions among people are that trade and interdependence can
be mutually beneficial, that markets are usually a good way of coordinating economic activity among
people, and that the government can potentially improve market outcomes by remedying a market

failure or by prometing greater economic equality. I n St r u cto r G u i d e

+ The fundamental lessons about the economy as a whole are that productivity is the ultimate source
of improving living standards, that growth in the quantity of money is the ultimate source of inflation,
and that society faces a short-run trade-off between inflation and unemployment.

CHAPTER OUTLINE:

4. FFEME
1. Introduction . %
. . L . B . . N \\
Begin by pointing out that economics is a subject that students must confront in their zx_u_lg f T = —J— % [= ﬁ E/] * 1 J ﬁ m g:.; jj %
daily Iiw_zs._ Point out that tl’_leg-I a_lready 5|:_|en|:| a _great deal of their time thinking about | T\EX\ -[’ i f/-.R E ﬁ- ) §I D } I I:l I:l

3 economic issues: changes in prices, buying decisions, use of their time, concerns

about employment, etc. -I/I:l,;ﬁ‘; o ﬁl:l 1E_I- g I :E E EE,Ej] 00N = Q:; E/] % %E VAN /‘-'\_J',‘- %

A, The word "economy” comes from the Greek word oikonomos meaning “one who manages a
household.”

B. Both households and economies face many decisions about how to allocate resources.

C. Resources are scarce so they must be managed carefully.

You will want to start the semester by explaining to students that part of learning
economics is understanding a new vocabulary. Economists generally use very precise
(and sometimes different) definitions for words that are commonly used outside of

- the economics discipline. Therefare, it will be helpful to students if you follow the
definitions provided in the text as much as possible.

D. Definition of scarcity: the limited nature of society’s resources.

E. Definition of economics: the study of how society

ges its scarce Ces.

viewing the world from a cause-and-effect perspective, do not underestimate how

‘ Because most college freshmen and sophomores have limited experiences with
challenging these principles will be for the student.

As you discuss the ten prindples, make sure that students realize that it is okay if
they do not grasp each of the concepts completely or find each of the arguments
- fully convincing. These ideas will be explored more completely throughout the text.
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Principles of Economics

6 4 Chapter 1/Ten Principles of Economics

Activity 1—Getting Dressed in the Global Economy

Type: In-class assignment
Topics: Spedalization, interdependence, self-interest, consumer choice, trade
Materials needed:  None

T e Instructor Guide

Works in any dass size

Purpose

The advantages of spedalization and division of labor are very clear in this example. The
worldwide links of the modemn economy are also illustrated. We depend on thousands of
people we don't know, won't see, and don't think about to get dressed each morning. Self-
interest follows naturally from interdependence. Wages, profits, and rents give people the S ey ey — / Q N, ~
incentive to perform these varied tasks. We depend on them to dothe us and they depend on 5 . -l/% i / E / ’H -L\ -L t

our purchases for their incomes.

!I-'\sl?ﬂr:ﬁ;:m answer the following questions. Give them time to write an answer to each ﬁﬁ*jﬁz:\lﬁl—ﬁ' El\] :;HE_’1§IJ [IX &i% ﬁ \;E ij] /ﬁj\ zHiTJ--L/e EI\] J:Féﬁ ! %-"B
the sk aueston c b b, Th sccond duestion s he core o the sesgrmnt and ks BB MERMIE o,

several minutes. Ask them to list as many categories of workers as possible. The third
question introduces demand concepts; you can introduce most of the determinants of
demand during this discussion. For the fourth question, ask the dlass to look at the country-
of-origin tags sewn in their garments.

1. Where did your dothes come from?

2. Who worked to produce your clothes?

3. What things do you consider when buying a garment?
4. In what countries were your dothes produced?

Common Answers and Points for Discussion
1. Where did your dothes come from?

There are many possible ways to answer, but many students will say “the mall” or another
retail outlet. Some may say "a factory,” "a sweatshop,” or “a foreign country.”

Mention the importance of markets. Ask "Is anyone wearing something made by themselves,
a friend, or a relative?” and discuss distribution versus production.

2. Who worked to produce your clothes?

There are many possible answers; garment and textile workers are obvious but most students
will also list workers dealing with raw materials, transportation, management, design, or
machinery. Some may think more broadly to investors, road crews, bankers, engineers, or
accountants.

3. What things do you consider when buying a garment?
Most answers focus on preferences (fit, style, quality, color). Price is cited less frequently. Ask

about the importance of price until someone volunteers that income is important. Prices of
substitute goods and expectations of price changes may also be mentioned.
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18. (a) Let = denote the number of chairs produced in one day and y the associated

cost. Using the points (100, 2200) and (300, 4800), we get the slope

4800—2200

300—100

y = 13z + 900.

2600

200

= 13. Soy — 2200 = 13(x — 100)

=N

(b) The slope of the line in part (a) is 13 and it represents the cost (in dollars)

of producing each additional chair.

(c) The 9- (a) For the curve y = sin(10/ ) and the point P(1. 0):

the |

()

x Q mpg
2 (2.0) 0

1.5 | (1.5,0.8660) 1.7321
1.4 | (1.4,-0.4339) | —1.0847
1.3 | (1.3,—-0.8230) | —2.7433
1.2 | (1.2,0.8660) 4.3301
1.1 | (1.1, -0.2817) | —2.8173

0.5

I

\J

CENGAGE

We see that problems with estimation are caused by the frequent
oscillations of the graph. The tangent is so steep at P that we need to
take x-values much closer to 1 in order to get accurate estimates of

its slope.

y

300

5(]()(]::
4000:
3000:
2(]()0:
1000:-
0 100 200
x Q mpeq
.5 | (0.5,0) 0
(0.6,0.8660) —2.1651
.71 (0.7,0.7818) —2.6061
8| (0.8,1) —5
0.9 | (0.9,-0.3420) 3.4202

As x approaches 1, the slopes do not appear to be approaching any particular value.
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Principles of Economics

Sec 1.0: MC - Ten Principles of Economics

1. The Englizh word that comes from the Greek word for "one who manages a household” iz

a. market,

b. consumer.

. producer.

d. ecomomy.
ANSWER:
POINTS:
DIFFICULTY:
REFERENCES:
QUESTION TYPE:
HAS VARIABLES:
LEARNING OBJECTIVES:

NATIONMAL STANDARDS:
TOPICS:

KEYWORDS:

DATE CREATELD:

DATE MODIFIED:
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ECOM_MANK. 012 - Apply basic, economic principles of individual decision making
that determine how an economy generally works.
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Economic thinking

BLOOM'S: Knowledge
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Finance Curriculum

Introductory
I
ENTREPRENEURIAL CORPORATE FINANCE SURVEY PERSONAL FINANCE
FINANCE eEhrhardt eMayo eGarman
eLeach eBrigham eRyan

Second Level

INTERNATIONAL FINANCE INVESTMENTS FINANCIAL INSTITUTIONS
eMadura eMayo eMadura
Senior / MBA
OPTIONS/DERIVATIVES CORPORATE FINANCE INVESTMENTS
eChance eBrigham Theory and Practice eReilly/Brown
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Economics Curriculum

Introductory Courses

PRINCIPLES OF ECONOMICS SURVEY OF
*Mankiw McEachern ECONOMICS
*Arnold Gwartney *Tucker
*Tucker Baumol *Sexton
*Boyes/Melvin

Intermediate Level Courses

INTERMEDIATE International MANAGERIAL
MACRO Economics ECONOMICS
*Barro *Carbaugh *Froeb
*McGuigan

INTERMEDIATE MICRO

*Nechyba
*Nicholson

Upper Division/Special Interest Courses

HEALTH
*Henderson

M&B ECONOMETRICS LABOR
*Brandl| *Wooldridge *Hyclak
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PUBLIC FINANCE
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*Mankiw
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