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Ten principles of Economics (5-10)
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Mankiw’s Ten Principles of Economics

People face trade-offs

The cost of something is what you give up to get it

Rational people think at margin

People respond to incentives

Trade can make everyone better off

Markets are usually a good way to organize economic activity
Governments can sometimes improve market outcomes
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Prices rise when the government prints too much money
10. Society faces a short-run trade-off between inflation and unemployment Eil
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A country’s standard of living depends on its ability to produce goods and services
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Why nations fail? / Daron Acemoglu and James Robinson
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B Adam Smith ~ § % L% ~ 3 B8 (%7 F+p.l2)

Households and firms interacting in markets act as if
they are guided by an “invisible hand” that leads
them to desirable market outcome. ...... prices adjust
to guide these individual buyers and sellers to reach
outcomes that, in many cases, maximize the well-
being of society as a whole. Eﬂ P.11
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By preferring the support of domestic to that of
foreign industry, he intends only his own security; and by directing that

industry in such a manner as its produce may be of the greatest value, he
intends only his own gain, and he is in this, as in many other cases, led by an
invisible hand to promote an end which was no part of his intention. Nor is it
always the worse for the society that it was not part of it. By pursuing his own
interest he frequently promotes that of the society more effectually than when
he really intends to promote it. E@ -- The Wealth of Nations (1976) Book 1V,
chapter I, paragraph IX
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£ 8- p {1l self-interest

Individuals are usually best left for their own, without the heavy hand of
government guiding their action. Eil
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In almost every other race of animals each individual, when it is grown up
to maturity, is entirely independent, and in its natural state has occasion
for the assistance of no other living creature. But man has almost constant
occasion for the help of his brethren, and it is in vain for him to expect it
from their benevolence only. He will be more likely to prevail if he can
interest their self-love in his favour, and show them that it is for their own
advantage to do for him what he requires of them. -- @ The Wealth of
Nations (1776) Book I, Chapter Il, Paragraph Il
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The man of system, on the contrary, is apt to be very wise in his own conceit;
and is often so enamoured with the supposed beauty of his own ideal plan of
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government, that he cannot suffer the smallest deviation from any part of it. He
goes on to establish it completely and in all its parts, without any regard either
to the great interests, or to the strong prejudices which may oppose it. He seems
to imagine that he can arrange the different members of a great society with as
much ease as the hand arranges the different pieces upon a chess-board. He
does not consider that the pieces upon the chess-board have no other principle
of motion besides that which the hand impresses upon them; but that, in the
great chess-board of human society, every single piece has a principle of
motion of its own, altogether different from that which the legislature might
chuse to impress upon it. If those two principles coincide and act in the same
direction, the game of human society will go on easily and harmoniously, and is
very likely to be happy and successful. If they are opposite or different, the
game will go on miserably, and the society must be at all times in the highest
degree of disorder. @ --The Theory of Moral Sentiments (1759) Book V1.
Chapter Il. Paragraph 42

In this work, Smith critically examines the moral thinking of his time, and
suggests that conscience arises from social relationships. His goal was to
explain “the source of mankind's ability to form moral judgements, in spite of
man's natural inclinations towards self-interest.” Smith proposes a theory of

“sympathy”, in which the act of observing others makes people aware of

themselves and the morality of their own behavior. )
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Principle 6 : Market is the best way to locate resources.
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Principle 7: Government cannot improve market outcome.
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Economics offers many insights about the behavior of people, markets, and

gconomies. E";l
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show them that it is
for their own
advantage to do for
him what he requires
of them.

many insights about
the behavior of
people, markets, and
economies.
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