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Ten Principles of Economics
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A household and an economy face many decisions:
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* Who will work? (= <1 4012
" What goods and how many of them should be produced? & 4y €92 TG @\QW *dl
?
= What resources should be used in production? SOAMC [ ™0 <2 T4l 207
" At what price should the goods be sold?
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* Society and Scarce Resources: o€ 8 SO AN
* The management of society’s resources 1s important because resources are scarce.
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* Scarcity(®®/4). . . means that society has limited resources and therefore cannot
produce all the goods and services people wish to have.
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Economics is the study of how society manages its scarce resources.
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* People face trade-offs. ¥ AfSgI~ A 2T

* The cost of something is what you give up to get it. (1 % 1T 27 (6T (7T (oI
S ¢ Brist F9C9 207 (GBI 471

* Rational people think at the margin. &M T[T HfBFSIC Pral® 226 S
* People respond to incentives. N SJCAIAT AT CATOAIRCH AT (T |




Principle #1: 9 &fS321(~7 TR 23

* “There is no such thing as a free lunch!” 2R3t F32 R *MRE =
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Cost of travelling from Delhi to Kolkata
fafe (A FAFIST TRIT AA6-CGH AT (2 2

Opportunity Cost(?[C1 71T ): Kolkata(Fe1eTo! ) to New Delhi(~T i)

(2 ©Te (Flight fare): 7000/ BIFT, 3T b 9BT (takes 6 hours)

CG< ©TST (Train Fair) : 3500/ BIFT, 31 S1C91 8% TB1 ( takes 42 hours)

T I F9? (What is the opportunity cost ?)

IR i #AIf=e ( Wage of person travelling is) ©o BI%t 2f© 961 (330/ per hour) & 800 BIReT &ifs b1 (3400 per

hour)?
AT (e 2496 00 BIRFI, ST 80 BIPT (Each Meal costs 3200, breakfast costs 40/ )

CHUH (oI FO=(D S et SIF Se2IRI e4l(<(3 meals and 3 breakfasts are required in train travel.)




SCT R 2 i T ARERRE vo bl 2ffo
b1 (Opportunity Cost)

(U (Y AT 8 Y OF (4 T (Hours lost in train involves opportunity cost of)
30x36=X1080

o FONCE 0 el SIF GeT_IF &3 019 7T 297 (3 meals and 3 breakfasts involve opportunity cost of)
(200+330)x3=3690/

e (G TRIF CIB 09 I 297 (Total opportunity cost of travelling in train is)

* 33500+31080/ +2690=34270/ T (=93 ©TBl (q000 BT (ACF P3| which is less than fare of flight.
43 GIFF 210 (Gl ool (AT W8 Mz TS Tbw|(So, it is wise for this person to travel Kolkata
to New Delhi by train because flight involves more cost than train.)




AT G o ifier T A< 8oo BIl
AR b1 (Opportunity Cost)

o (G( OIS IO Tb] FoF FAICal (72 FACT I 7 Fob! ANRHNE O5fal FI0© 205% (613 i
A G (Hours lost in train involves opportunity cost of ) I400x36=314400

* 3 (S 3T (meals ) ®F (and) 3¢5 GeTHRIF @9 476 (breakfasts involve cost of) 281
(2200+330)x3=3690/

o CGU AMSRICSS (NG A AT (Total opportunity cost of travelling in train is) 21

e 314,400+31080/ +3690=3 16170/ T (AT TFSIAICOF A6 (AT (I (which is more than fare of
flight) X7000. 932 IfF (2T T8 SHw| (So, it is wise for this person to travel Kolkata to New Delhi by

flight because flight involves more cost than train.)




Principle #1: WIS 2fSZAT TP 2K AT SWizge
People Face Trade-offs.

* To get one thing, we usually have to give up another thing.
* 9<% 8 W4 (Guns v. butter)
* Uj I IF (Food v. clothing)
* P Y IN e BT (Leisure time v. work)
o WOl IS AR (Efficiency v. equity)
o A T HAIS FS(F SANS AT I ATCH SeF AN
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Principle #1: People Face Trade-offs

* 19| (Efficiency) v. 2] (Equity)
o 730] (Efficiency) Fia TG (I =77 IS OfF (TP TG G217 T (% SAIaNe!
ST T47 F1 FFCF SN2 FICO 7] (Efficiency means society gets the most that it can from its

SCarce I'CSOU.I'CGS.)

o T3] G2 G TG HGCVF FCK TG AT 20 G LI I SR GRS (Vo
(L 0+ 237 (Equity means the benefits of those resources are distributed fairly among the

members of society.)



Kan

2f o515 T (Gu-orF @5 Tuizae (Examples of Trade off)
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* Every choice in life has visible and hidden costs. Buying a egg toast with Rs. 20/, you are giving up
the possibility to eat something else and you can not eat something else like chow, bread and
Ghugni, Fuchka etc. for that Rs20/. Each choice made means another alternative foregone. A
trade-off is isolating what that foregone alternative is, and opportunity cost are therefore linked,
with the former helping to calculate the later. Trade-off and opportunity cost are therefore linked,
with the former helping to calculate the later.




Principle #2: (14 % I 27 (BT (AT fICT I RGO 0% (61, G (6T (FH1
b JA(The Cost of Something Is What You Give Up to Get It).

PTRICSE &) Wb 92 P A1 QeT=T Fl AT
FLECS (O R IS BIFE FA9?

AGICETT FACI I S I (SCBT) IHCAS A FIGICI?
FICT (IO 2 IF TS 22

GF B SIBHCH AT TeTy 207 A (373 HSHB #ATSF &= I (0L (i=Decisions require
comparing costs and benefits of alternatives.

 Whether to go to college or to work?
 Whether to study or spend leisure time (Adda) with friends?
* Whether to go to class or sleep in?

* The opportunity cost of an item is what you give up to obtain that item.



Principle #2: @ feramz ot crs i arzee sz ov | e Cost

of Something Is What YourGaivedda-teGetdo: «w
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* Cricket star Sachin Tendulekar
understands opportunity costs and
incentives. He chose to skip
college and go straight from high
school to the professional cricket
where he earns millions of rupees.




Principle H3: sfeii e aifes (fEe) et s
Rational People Think at the Margin.
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* (Marginal changes are small, incremental adjustments to an existing
plan of action.)

Y ISR (TEC) [T 932 OfF (AT 2 DT Qe F(3
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People make decisions by comparing costs and
benefits at the margin.



Choice of takin conom|cs ggneral iIn NHLPC
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Choice of taking Economics general in
NHLPC

Economists focus on the opportunity costs of choices, they assume that
individuals make choices in a way that maximizes the value of an objective
defined in terms of their own self-interest, and they assume that individuals
make those choices at the margin. Suppose, after higher secondary
examinations, all students of science stream have wide range of choices such as
going for diploma in engineering, Engineering in technology, other professional
courses related to medical science, M.B.B.S., vocational training creating skills
to produce on his/her own, looking after the family business, studying
graduation in a college etc. Each student along with his/her family make their
choices. You have decided to study BA G with Economics as core in Nabagram
Hiralal Paul College calculating the marginal cost and benefit of studying
Economics as a general subject here. As marginal benefit consisting of a
training of Indian economics with basic concepts of theoritical economics and
banking which will immensely help in competitive examinations like banking
service, wbcs etc., exceeds marginal cost foregoing other easier core subjects
here or any other diploma courses by maximum studying Economics here, you
have decided to enroll here.



Principle #4: People Respond to Incentives.W4¥
S[JCAIAT A CATOARC ATS! (T |
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* Marginal changes in costs or benefits motivate people to respond.
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* The decision to choose one alternative over another occurs when that
alternative’s marginal benefits exceed its marginal costs!



Incentive
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* |Incentives may possess a negative or a positive intention. It may be in a positive
or a negative way. For example, when the prices of a mango rises, people decide
to eat more jackfruit and fewer mangoes because the cost of buying a mango is
higher. At the same time, mango gardens decide to higher more workers and
harvest more mangoes because the benefit of selling a mango is also higher. This
example is crucial to understand how the economy allocates scarce resources.



Further examples of people respond to incentives
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 Suppose, government introduces a pollution tax in west Bengal. This will
create incentive for fuel efficient cars or battery run cars. In case of local
transport, toto will be preferred mode of transport than auto.

* Another example of incentive driven behavior is introduction of huge tax on
night bars may result into less road accident in Kolkata because people will
reduce going to night club and take less hard drinks.
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