Chapter 1:

Adam Smith once said that sometimes while people are acting in their own best interests, they often end up serving the interests of the society. 
Invisible Hand: the unseen force, which enables people to benefit the society whilst acting in their own best interests. 
Microeconomics: the study of how individuals make decisions and how these decisions interact in the market 
Market Failure: When an individual’s actions based on personal interests causes harm to society.
Recessions: When the market economy is down.
Macroeconomics: A larger picture; when the overall economy faces ups or downs.
Economic Growth: The increasing ability of the economy to produce goods and services.

THE 12 PRINCIPLES OF ECONOMICS
The economics of individual choice:
1) Choices are necessary because resources (including time) are scarce
However not always is it ideal to opt for individual choice. For e.g. if the government decided to allow everyone to sell their lands, there would be no empty space. So the government has allocated certain spaces to be left empty for recreational purposes.
2) The true cost of a product is its opportunity cost
3) “How much” questions are answered at the margin
How much questions require making tradeoffs at the margin; comparing the costs and benefits of doing one activity a bit more than the other. This decision making is called marginal decision. The study of such decisions is called marginal analysis. 
-tradeoff: when people compare the costs and benefits of doing something or purchasing a good
      4)  Incentives are a good way for people to make themselves better off so              people look forward to incentives
for e.g. if the salaries with law degrees fall and salaries with MBA degrees rise, more people will opt for MBA degrees in future. However, not always will people respond to incentives unless they are better off using them. For e.g. manufacturers wont stop dumping waste into lakes if they are asked to, rather, if they are given financial gains to reduce waste it will be a more successful plan.
    The economics of market interaction:
1) There are gains from trade: 
-specialization occurs in countries, so other countries can now trade their specialized goods with goods they do not produce. 
      2)  Markets eventually move to equilibrium
-equilibrium: when no individual will be better off doing something else in a market, the market is said to be in  equilibrium
-if incentives are provided, such as opening a new cash register at Walmart, the market will move to equilibrium as all the people will rush to the new register, and eventually this line will even out with the rest.
     3)    Resources should be used as efficiently as possible to achieve goals of the society
-efficient: when markets or societies exploit all opportunities to make some people better off WITHOUT making some worse off
-equity: everyone gets his fair share
    4)   Markets lead to efficiency because people exploit gains from trade
    5)   Government intervention helps improve society’s welfare if markets cant achieve efficiency

Why does the government intervene at certain markets failures?
-individual actions cause side effects which harm the society e.g. pollution
-one part attempts to earn a greater share of resources, therefore restricting mutual benefits from trade. For e.g. a drug company deliberately imposes high prices for personal gain, thus restricting a financially unstable person from benefitting with the drug.
-some goods cannot be handled by markets such as air traffic control

Economy-wide interactions:
1) One person’s expenditure is another person’s income
2) Sometimes excessive spending can hamper economy’s production capability
3) To prevent #2, government policies can change overall spending 
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