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Some Stories:

(1):8RERAR 2 2B 1T? Who can

Slow down the AIDS Pandemic?
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Some Stories:

(2) Female Leaders: Queens

&he New York &imes  hitps://nyti.ms/31UPMNo

THE INTERPRETER

Why Are Women-Led Nations Doing Better With Couvid-19?

A new leadership style offers promise for a new era of global threats.

a By Amanda Taub
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https://www.youtube.com/watch?v=KfMdDU80NNo&fbclid=IwAR2hD19e8w23CbaiJBaxoEeWKOgZMtgiau02j1T4Q9v1w5rToIttSMizpMc

(3) Legalizing marijuana?

® Addiction and Permanent
head damage?

® SRANMITAIEHE olRE
® Drug related crime?

® Gateway drug? ( Z{h#T )

It Is an economic (empirical) problem!

Extensive vs intensive margin _ _
Marijuana may be a substitute for heroin, but not cocaine.

CHAPTER 1 TEN PRINCIPLES OF ECONOMICS



Empirical Result

“Do medical marijuana laws

Increase hard-drug use?”
The Journal of Law and Economics, 58, 2 (2015), pp. 481-517.

Medical marijuana laws

(1) increase these proxies for marijuana consumption
by around 10-15%.

(2) decrease possession arrests for cocaine and heroin
0-15% combined.

(3) 20% decrease in admissions for heroin treatment.
marijuana may be a substitute for heroin
(cocaine is weaker)

© 2015 Pearson Education, Inc.




Dutch Prisons are Closing
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http://www.independent.co.uk/news/world/europe/dutch-prisons-are-closing-because-the-country-is-so-safe-a7765521.html

In this lecture, we ask:

What kinds of questions does economics addr

What are the principles of how people make
decisions?

What are the principles of how people interact?

What are the principles of how the economy as a
whole works?
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CHAPTER 1  TEN PRINCIPLES OF ECONOMICS

What Economics Is All About

Scarcity refers to the fact that society has limite
resources and therefore cannot produce all the go
services people wish to have.

Economics is the study of how society manages its
resources, including

how people decide how much to work, save,
and spend, and what to buy

how firms decide how much to produce,
how many workers to hire

how society decides how to divide its resources betw
national defense, consumer goods, protecting the envi
and other needs



TEN PRINCIPLES OF ECONOMIC
2R IR

Gregory Mankiw, Professor of
Economics, Harvard University



HOW PEOPLE MAKE DECISIONS

Decision making is at the heart of economics.

The first four principles deal with how people ma
decisions.

(1)People face trade-offs.
(2)The cost of something is what you give up to get i
(3)Rational people think at the margin.

(4)People respond to incentives.

CHAPTER 1 TEN



HOW PEOPLE MAKE DECISIONS

Principle #1: People Face Tradeoffs(B#&)

All decisions involve tradeoffs. Examples:

Going to a “AFEEE Ekas” the night before you
midterm leaves less time for studying.

Having more money to buy stuff requires working lon
hours, which leaves less time for leisure.

Protecting the environment requires resources that
otherwise be used to produce consumer goods.

Things which are to good to be true won’t be true!




HOW PEOPLE MAKE DECISIONS

Society faces an important tradeoff:
efficiency vs. equity (RUZREL/\YZ)
efficiency: getting the most out of scarce resourc

equity: distributing prosperity fairly among societ
members

Tradeoff: To increase equity, we can redistribute in
from the well-off to the poor.

But this reduces the incentive to work and produce,
shrinks the size of the economic “pie.”

Ex: How do we redistribute in the classroom?




To get one thing, we usually have to
give up another thing.

As the founder of Chicago School, also
your ‘intellectual’ great grand father,
Milton Friedman always said:

There is no such thing as a
free lunch!

“A society that puts equality ahead
of freedom will end up with
neither equality nor freedom.”

CHAPTER 1 TEN
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Who are “People”?

Exhibit 1.1 Exampl
of Economic Agen

- Economic agent:
| Individual or group
that makes choices




//www.facebook.com/watch/?v=360205464594730

https



https://www.facebook.com/watch/?v=360205464594730

HOW PEOPLE MAKE DECISIONS

Principle #2: The Cost of Something Is What
You Give Up to Get It

Making decisions requires comparing the costs and benefits of alter
choices.

The opportunity cost of any item is whatever must be given up to ob
It is the relevant cost for decision making.

Examples:
The opportunity cost of...

...going to college for a year is not just the tuition, books, and fees, b
the foregone wages.

...seeing a movie is not just the price of the ticket, but the value of the
you spend in the theater.

...coming to my class for three hours....

CHAPTER 1 TEN



1.3 The Principles and Practice of Economics

Evidenced-Based Economics Example:
Is Facebook or IG free?




1.3 The Principles and Practice of Economics

Ex: in 2013, FB users spend 15mins on FB per day,
but for college students: 1hr per day.(Now its 1G)

Ask yourself: how much would someone need to pay you
take away an hour of your free time?

FB R#—+K B ERZEEIZR,
BRI/ N NEREREASI (REIE), »—FREAZEIR $1

250 millions/day*$5 day*365=450 billions
= &/EGDP(20134)
Your cost=NT$200*365*n hr=73000*n

© 2015 Pearson Education, Inc.
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Two questions to think about:
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1.3 The Principles and Practice of Economics

=
CLOSE
FACEBOOK

AND OPEN

YOUR
BOOK




HOW PEOPLE MAKE DECISIONS

Principle #3. Rational People Think at the
Margin (BRI A BIEEE EEEN)

A person is rational if she systematically and purposefully does
best she can to achieve her objectives.

Many decisions are not “all or nothing,”
but involve marginal changes - incremental adjustments to an ex
plan.

Evaluating the costs and benefits of marginal changes is an importa
part of decision making.

All or nothing is usually not optimal.
Ex: ex: Febd B YRS 55 /\# vs 5447
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‘ Marginal Decision Examples...

= How much do you clean your
house or room?

o Do you clean until 100% of the
dirt and clutter has been
removed when its just you and
no company is expected?

o Do you clean until 100% of the
dirt and clutter has been
removed when you expect
company?

= You clean as long as the
marginal costs are less than

the marginal benefits!

CoraraonSe nse Econoraics .com




HOW PEOPLE MAKE DECISIONS

Examples:

A student considers whether to go to college
for an additional year, comparing the fees & foregone wages to th
income he could earn with an extra year of education.

A firm considers whether to increase output, comparing the cost of
needed labor and materials to the extra revenue.

CHAPTER 1 TEN



ACTIVE LEARNING 1:

Exercise
(RIS B SR T . (R 2 BT

{RE DAES00 TZEE » o m] DA i Al B e
ar LA N RAEARDE > 5 RARHYAE

A. IrEEER 1500 4IEEET T o 1300 1A S -

B. 1500 4R#kfwar 1 - 800 4IRAE

The 300 you previously spent on repairs is irrelevant. What matters i
cost and benefit of the marginal repair (the transmission).

A: cost of repair =500, marginal benefit of repair=200
B: cost of repair =500, marginal benefit of repair=700
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Bottom Line

Marginal changes are small, incremental adjustments to
an existing plan of action.

People make decisions by comparing costs and benefits at
the margin

This Is a very important concept! It could save your life!

e W Real Problem Versus the
Perceived Problem

Professor: “"You can't outrun the Bear, even in Running Shoes!”
Student: "I don't need to outrun the Bear, I only need to outrun you!”

CHAPTER 1 TEN



Remark

Are people really rational?
(1) 95% at 95% argument

(2) irrational people will be wiped out by the
market (BRAFFHIDE 7))

(3) are some behaviors really irrational?

Ex: (a)- ¥ = =+ & (b) the benefit of declaring
oneself as a crazy man (game theory)

(4) for economics, requirement for people to be
rational is minimal- transitivity(x£4 +), even 8
year old and crazy guys can do it!

CHAPTER 1 TEN
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Homo Economicus:
unswervingly rational,
and can solve the
most difficult
optimization problem.

OpenCourseware
CHAPTER 1 TEN PRINCIPLES OF ECONOMICS
Yo BRRBGUR
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Homo Economicus vs. Homo sapiens

Homo sapiens: easy to get deceived, distracted, bounded rationality.

Both are very playful and childish, both are complete idiot
and both are troublesome annoyances to those around
them.)

CHAPTER 1 TEN PRINCIPLES OF ECONOMICS
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HOW PEOPLE MAKE DECISIONS

Principle #4: People Respond to Incentives(A

e HFE NS R E)

incentive: something that induces a person to act, i.e. the prospec
reward or punishment.

Rational people respond to incentives because they make decisions b
comparing costs and benefits. Examples: /N=FTHT

ECONOMICS



Example

CHAPTER 1 TEN PRINCIPLES OF ECONOMICS

Basketball star LeBron Jam
understands opportunity co
and incentives. He chose t
skip college and go straight
from high school to the pros
where he earns millions of
dollars.

43 millions in 3 years , to
be exact

(Kobe was the earlier
example)


http://ocw.aca.ntu.edu.tw/ntu-ocw/index.php/ocw/copyright_declaration
http://creativecommons.org/licenses/by-nc-sa/3.0/tw/deed.zh_TW

Incentives :
Monetary vs Social
External vs Internal
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(4) 1013 B 887

American Economic Journal: Economic Policy 2018, 10{1): 240-267
hitps:fdoi.org/10.1257/pal. 20160093

~——e— Control
—t— Moral Suasion
. . . —a— Economic Incentive
Moral Suasion and Economic Incentives: ~
Field Experimental Evidence from Energy Demand’ : T":‘"“’"‘
: ours

By Koicuiro Ito, TakaNORI IDA, AND MaKOTO TANAKA®

Firms and governments often use moral suasion and economic
incentives to influence intrinsic and extrinsic motivations for
economic activities. To investigate persistence of such interventions,
we randomly assign households to moral suasion and dynamic
pricing that stimulate energy conservation during peak-demand
hours. We find significant habituation and dishabituation for moral
suasion—the treatment effect diminishes after repeated interventions
but can be restored to the original level by a sufficient time interval
between interventions. Economic incentives induce larger treatment
effects, litlle habituation, and significant habit formation. Our
results suggest moral suasion and economic incentives prodce
substantially different short-run and long-run policy impacts.
(JEL C93, D83, 194, 198, Q41, Q48)

SNSRI, /N p—

12 13 14 15 16 17 18
Hour of the day
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HOW PEOPLE INTERACT

An “economy” is just a group of
people interacting with
each other.

The next
three principles
deal with how people interact.

Wear,

CHAPTER 1 TEN




HOW PEOPLE INTERACT

Principle #5: Trade Can Make Everyone Better
Off

Rather than being self-sufficient, people can specialize in producing o
service and exchange it for other goods.

Countries also benefit from trade & specialization:
get a better price abroad for goods they produce

buy other goods more cheaply from abroad than could be produced at

——— T 1on L AAD T
THE BIRTH ey

e e 40 10.MARE
oo EUERYTHING

ECONOMICS
THE SANDWICH SERIES
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https://www.youtube.com/watch?v=URvWSsAgtJE

HOW PEOPLE INTERACT

Principle #6: Markets Are Usually A Good
Way to Organize Economic Activity

A market is a group of buyers and sellers.
(They need not be in a single location.)

“Organize economic activity” means determin
what goods to produce
how to produce them

how much of each to produce

who gets them

CHAPTER 1 TEN



HOW PEOPLE INTERACT

In a market economy, these decisions result
interactions of many households and firms.

Famous insight by Adam Smith in
The Wealth of Nations (1776):

Each of these households and firms
acts as if “led by an invisible hand”
to promote general economic well-being.

CHAPTER 1 TEN
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HOW PEOPLE INTERACT

The invisible hand works through the price s

The interaction of buyers and sellers dete
prices of goods and services.

Each price reflects the good’s value to buye
and the cost of producing the good.

Prices guide self-interested households and
to make decisions that, in many cases, maximiz
society’s economic well-being.

Price is a signal to aggregate market informng

CHAPTER 1 TEN



Adam Smith, Invisible hand, and the B
Economics as a Modern Social Science

= Adam Smith made economics a socia
®Born in 1723 in Scotland, Smith’s mast
was An Inquiry into the Nature and Caus
The Wealth of Nations, published in 1776,
year American revolutionaries signed the
Declaration of Independence. Coincidence?
EL AT AEREIE
="Why, Adam Smith asked, are some nations
wealthy while others are poor?
"His answer:

the division of labor

free markets.

A x - f
2o Q/tw#w)" % ZA{/ //{a'/% (i/ u%}t.ﬂn‘/



http://en.wikipedia.org/wiki/Public_domain

Division of Labor

= Using hand tools, one person might make 20 pin

= By breaking the process into a number of individ
small operations in which people specialize—by t
division of labor—ten people could make a stagg
48,000 pins a day.

= Marriage, ~ & #2548 721 & 4 (think of Aristotle!
Johnny Kon!) are examples of “division of labor”, to

= But a firm must sell 15 million pins a year to stay in
business!

= S0 markets are needed too.
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Invisible Hand

1. Although participants in the economy are motivated b
interest, the invisible hand of the marketplace guides
interest into promoting general well being.

»  Ex: EEEHYRE
» Ex: Chicago’s Bus Driver (p9)

P il [0k i1
2. Are morals not important?

» o EENEE AT Ry

(B E

» EEE T RIRE ARSI TER (ER) SRR E N
3. It ain’t no good to share! (% =15 jR)
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HOW PEOPLE INTERACT

Principle #7. Governments Can Sometimes
Improve Market Outcomes &

Important role for govt: enforce property right
(with police, courts)

People are less inclined to work, produce, invest,
purchase if large risk of their property being stol

A restaurant won’t serve meals if customers
do not pay before they leave.

A music company won’t produce CDs if too ma
people avoid paying by making illegal copi

CHAPTER 1 TEN
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HOW PEOPLE INTERACT

Govt may alter market outcome to promote

market failure(r7355<2), when the market f
allocate society’s resources efficiently. Cau
Externalities(¥ME014), when the production o

consumption
of a good affects bystanders (e.g. pollution)

market power (&{k5), a single buyer or seller has
substantial influence on market price (e.g. mon

In such cases, public policy may increase efficien
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HOW THE ECONOMY AS A WHOLE WORKS

-

The last three principles
the economy as a whole.
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HOW THE ECONOMY AS A WHOLE WORKS

Principle #8: A country’s standard of living
depends on its ability to produce goods &
Services.

Average income in rich countries is more than
times average income in poor countries.

The U.S. standard of living today is about eight
times larger than 100 years ago.

Productivity, is the amount of goods and services
produced per unit of labor.

Productivity depends on the equipment, skills
technology available to workers.
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20.1 Inequality Around the World

A Picture Is worth a thousand words
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How does this happen? (Data: Madison Project)

1500 1600 1700 1820 1870 1913 1950 2003

85 117: 1990 F £ TT, F95 AGDP EHiE &

Note: (1) #tEElog, so slope is the growth rate(d lnY/dY=1/Y).
(2) the whole world’s GDP per capita hardly grew between
1500 to 1800 (population and “total” GDP grew, thou
(3) look at all the critical break points....
Hans Rosling‘s 200 Countries, 200 Years, 4 Minutes - The Joy of Stats -



http://www.youtube.com/watch?v=jbkSRLYSojo&feature=player_embedded
http://www.ggdc.net/maddison/maddison-project/home.htm

HOW THE ECONOMY AS A WHOLE WORKS

Principle #9: Prices rise when the
government prints too much money.

Inflation: increases in the general level of

In the long run, inflation is almost always ca
excessive growth in the quantity of money,
causes the value of money to fall.

The faster the govt creates money,
the greater the inflation rate.
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25.4 Hyper-Inflation
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1923

(Keynes: The Economic Consequences of the Peace:
Versailles Treaty)



http://en.wikipedia.org/wiki/Versailles_Treaty

Zimbabwe story

https://www.youtube.com/watch?v=78-BlZXm7wA

Chapter 20: Income Inequality an


https://www.youtube.com/watch?v=78-BlZXm7wA

HOW THE ECONOMY AS A WHOLE WORKS

Principle #10: Society faces a short-run
tradeoff between inflation and unemployment

In the short-run (1 - 2 years),
many economic policies push inflation and
unemployment in opposite directions.

Other factors can make this tradeoff more or less
favorable, but the tradeoff is always present.

This short run trade off plays a key role in the analysis
of ‘business cycle”.

BC: fluctuations in economic activity, such as
employment and production.

CHAPTER 1 TEN


http://ocw.aca.ntu.edu.tw/ntu-ocw/index.php/ocw/copyright_declaration

How can economics help you?

(A)RIEE
BEZ= - A% AIRERIVIEEER
In order to make the world a better place,

you need to know where it is ugly, or how
the bad guy thinks (R A4FI1DT - = LIFMR) -

(B)XIRE



https://www.callsoverridges.org/

Figure 2a: Median Lifetime Earnings, by College Major (millions of dollars)
oo 05 10 15 20
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How about the great Britain?

B Hire education

Britain, median salary five years after graduation®, by programme of study, 2014, £'000

All subjects, by university

Median salary, £000
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