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The Journey Ahead

• Part I: What is economics? 

• Part II: What does it mean to think 
like an economist? 

• Part III: Economics & 
Sustainability - Friends, Foes or 
Frenemies?

Journey to the Center of the Earth - Jules Vernes, 1864



“Please - draw me the economy!”



PART I: What is Economics?

What is economics?



...the study of how human beings coordinate their wants and 
desires, given the decision-making mechanisms, social 
customs, and political realities of the society (Colander, D.)

...the study of how societies manages its scarce resources (Mankiw, G.)

...the study of the way people organize themselves to sustain life 
and enhance its quality (Nelson, J. et al.)

...the study of the allocation of limited, or scarce, resources among 
alternative, competing ends. (Robbins, L)

... the study of mankind in the ordinary business of life (Marshall, A.)

Economics is...
!
!
!
!
!
!

…the study of the economy 
!
!
!
!
!



4 essential economic activities

Production

DistributionConsumption

Resource 
Maintenance



At the core:  
an Economic Problem

? 
? ? ? 

? ? ? 

? 
• What, and how much to produce? 

• How to produce it?  

• For whom to produce it?  

• When and Where?

Economics is the science of choice ? 



PART II

Thinking Like an Economist

A Beautiful Mind (2001)



1) People face trade-offs

The Matrix (1999)



Scarcity

• Resource = anything that can be used to 
produce something else 

• Scarce resource = when there’s not enough of it 
to satisfy our wants 

“People must make choices because resources 
are scarce”



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



Opportunity Cost
• What is the cost of our decisions? 

• As a result of scarcity, choices have to be made; 
the opportunity cost is the cost of those choices. 

• Opportunity cost = the best alternative that has to 
be sacrificed when you choose to do something 

“The opportunity cost of an item - what you must 
give up in order to get it - is its true cost”



3) It’s sometimes good to think at the margin

The Gold Rush (1925)



Marginal Thinking
• How do we make “how much” decisions? 

• Marginal cost = the additional cost above what you’ve already 
incurred 

• Marginal benefit = the additional benefit above what you’ve 
already received 

“How much decisions require making trade-offs at the margin: 
comparing the costs and benefits of doing a little bit more or a little 
bit less of an activity.”

The Economic Decision Rule: Cost Benefit Analysis (CBA) 	

if Mb > Mc, Do it! 	


- if Mc > Mb, Don’t do it! 



2 laws:  

1. Law of diminishing marginal utility: more is not 
always better 

2. Law of increasing marginal cost: we always 
pick the low-hanging fruits first.

Marginal Thinking



Jaws (1975)

4) People respond to incentives



• Incentives are factors that encourage or discourage 
various types of behaviour, actions or activities.  

“People usually respond to incentives, exploiting 
opportunities to make themselves better off.”  

3 Types of incentives:  

1. Financial (a tax) 

2. Social (a law or custom) 

3. Moral (feeling of guilt)

Incentives



5) There are gains from trade

Lords of War (2005)



• Why do the choices I make interact with the choices 
you make? 

• Division of labour (specialisation) generate the gains 
from trade. 

“There are gains from trade.” 

• Same at the international level: Theory of 
Comparative Advantage (Ricardo) 

Trade





WALL-E (2008)

6) Resources 
should be used 

efficiently to 
achieve 

society’s goals



• What does it mean to use resources efficiently? 

• An economy’s resources are used efficiently when 
they are used in a way that has fully exploited all 
opportunities to make everyone better-off 

• PARETO efficiency !

“Resources should be used as efficiently as possible to 
achieve society’s goals.” 

Efficiency



7) Markets are usually a good way to 
organise economic activity

Casablanca (1942)



• Who control that resources are used efficiently? 

• “If is not from the benevolence of the butcher, the 
brewer or the baker that we expect our dinner, but 
from their regard to their own interest.” Adam Smith 

“Because people usually exploit gains form trade, 
markets usually lead to efficiency.” 

Invisible hand



(Adam Smith)



8) The government insures the good 
functioning of markets

Jurassic Park (1993)



4 sources of market failures: 

1. Externality: the effects of a decision on a third party not taken into 
account by the decision maker (e.g. pollution) 

2. Market power: the ability of a single entity to influence market prices 
(monopoly, monopsony) 

3. Asymmetric information: some people have more info. than others 

4. Public goods are usually badly handled by markets (railways, 
electricity, ecosystem services etc.) 

“When markets don’t achieve efficiency, government intervention can improve 
society’s welfare.” 

Market failure



POLITICAL ECONOMIST



!
!
!

Which of the following is NOT considered as being a 
fundamental economic activity? 

Production

Consumption

Efficiency

Distribution



!
!

In economics, what is understood as begin the 
‘fundamental economic problem’? 

Resources are scarce

Society is unequal

Population growth 
increases demand

Lack of efficiency



!
Which concept does the following quote illustrate: “It is not 

from the benevolence of the butcher, the brewer or the 
baker that we expect our dinner, but from their regard to 

their own interest.” 

A market failure

The law of increasing  
marginal cost

The invisible hand

Marginal thinking



!
!
!

The law of decreasing marginal utility would justify not 
watching a movie twice in a row?  

True

The law of increasing  
marginal cost

False



!
!
!
!

An externality is a side effect that is not properly taken 
into account by the existing market. 

True

The law of increasing  
marginal cost

False



!
!

Is Couch Surfing a good example of an improvement of 
economic efficiency? 

True

The law of increasing  
marginal cost

False



!
!
!

Which of the of the following is NOT a source of market 
failure? 

Market power

Externalities Asymmetric 
information

illegal activities



Anna is considering attending WILDE club at Kalmar with 
an entry price of 80kr. She estimates that the cost of 

drinking inside the nation will total an additional 50kr. In 
order to attend the party, Anna will have to take time off 
from her part-time job at VDALA. She estimates that she 

will lose 5 hours at work, at a wage of 40kr per hour. 
Anna's opportunity cost of attending WILDE club equals

80kr

330kr

200kr

130kr



PART III

Economics & Sustainability  
Friends, Foes or Frenemies?

Lucy (2014)Limitless (2011)



“If economists could manage 
to get themselves thought of 

as humble, competent 
people on a level with 
dentists, that would be 

splendid.”  
!

John Maynard Keynes, 1931


