Chapter 1

Thinking Like an Economist

Chapter Outline

I.  Introduction/Overview


A.  Definition of economics


B.  Scarcity Principle



1.  also known as the No-Free-Lunch Principle


C.  Cost/Benefit Principle

II. Applying the Cost/Benefit Principle


A.  Rationality


B.  Reservation Prices


C.  Economic Surplus


D.  Opportunity Cost

III.  The Role of Economic Models


A.  Abstract models


B.  Deciding to what extent an activity should be pursued



1.  decisions with respect to additional units


C.  Rationality and Imperfect Decision Making


D.  Weighing Benefits and Costs Graphically



1.  marginal benefits



2.  marginal costs



3.  marginal benefits = marginal costs

IV.  Microeconomics versus Macroeconomics


A.  Microeconomics


B.  Macroeconomics

C.  The Philosophy of This Text



1.  Economic Naturalism

2.  Economic Naturalist 1.1: “Why do today’s computers have so much more random access memory than computers of just a few years ago?” 

3. Economic Naturalist 1.2: "Why do so many hardware manufacturers include more than $1000 worth of free software with a computer selling for only slightly more than that?"

 4. Economic Naturalist 1.3: "Why don't auto manufacturers make cars without heaters?

 5. Economic Naturalist 1.4: "Why do the keypad buttons on drive-up automatic teller machines have Braille dots?"

Appendix: Working with Equations, Graphs, and Tables
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