
Week 1 

Introduction to Economics 

 
Microeconomics 
 

– Economics: study of the choices people and societies make to attain their unlimited wants, 
given their scarce resources (i.e. to deal with the problem of scarcity) 

– Scarcity: where unlimited wants exceed the limited resources available to fulfill those wants. 
 
Choices about what? 

 
 
What to produce? 
When choosing between alternative options what should we produce or how much of something 
should we produce? 
 
How to produce? 
Production of BMW in Germany or South Africa, what kind of technology should they use? What 
kind of technology? Where to produce? 
 
For whom to produce? 
This largely depends on how income is distributed. 
 
Lessons from microeconomics 
1. People face trade-offs: Making decisions requires trading off one goal against another 
 

 
2. The cost of something is what you have to give up to get it. 
What is the opportunity cost of you attending this lecture? 
Textbook costs, time, hecs. 
Opportunity cost: The true cost of ‘something’ in economic terms is its ‘opportunity cost’  



(i.e. what you give up to get it!)  
The opportunity cost of any production or consumption activity is the value of ‘next best’ 
alternative that must be given up to engage in that activity 
 
Production possibility frontier 

 
A & C : Achievable 
and desirable 
 
B : Achievable but 
not efficient and 
desirable 
 
D : Desirable but 
not achievable 

 
 
3. Rational people think at the margin: Decisions are made comparing costs and benefits at the 
margin. “Marginal analysis” 

 Optimal decision: MB = MC 
 
4. People respond to incentives: Marginal changes to costs and benefits lead to decisions to choose 
one alternative over another 
 
5. Trade can make everyone better off: Trade allows people to specialise in what they do best and 
this lies at the heart of gains from trade 
 

 
6. Markets are usually a good way to organise economic activity: Adam Smith made the 
observation that households and firms interest in markets as if guided by an ‘invisible hand’ 
 



7. Governments can sometimes improve market outcomes: Market failures occur when the market 
fails to allocate resources efficiently.  When the market breaks down, government can intervene to 
promote efficiency and equity. E.g. GFC government increasing gov jobs and schooling 
 
8. The standard of living depends on a country’s production: Variations in living standards are 
explained by differences in countries’ productivity. 

 
 
Basis for trade – creating value 

 
Zoe has an absolute advantage in 
both goods: she can produce both 
goods at a lower absolute cost (using 
fewer resources). 
 
But the opportunity cost of 
producing a hot dog is lower for 
Simon (1/2 a bottle of sauce) than for 
Zoe (2/3 a bottle of sauce): Simon 
has a comparative advantage in 
producing hot dogs. 
 
 

If they trade, what should each person produce? 
 
By each specialising in commodity of comparative advantage total output will increase. 
Assume Simon has 300 minutes of labour available.  
Assume Zoe has 180 minutes of labour available.  
 

Pre trade        Post trade 
 



 


