1-2, Opportunity Cost
	I. Trade Offs
	Alternatives that we give up when we make a decision


	A. Individuals and Trade Offs
	Work more, play less.  Play high school sport, but don’t have a job.


	B. Businesses and Trade Offs
	Farmer decides to grow broccoli instead of apples.


	C. Society and Trade Offs
	

	Guns or butter
	If a country decides to produce more military goods (guns), they will have fewer resources to devote to consumer goods (butter).  Steel to make tanks means it can’t be used for tractors.


	II. Defining Opportunity Cost
	

	Opportunity cost
	The thing you give up as a result of a decision.
You choose to get married, but you give up your freedom.

You choose to fix your car, but now you can’t afford your kidney surgery.

You choose to sleep in, now you missed church.



	A. Decision Making Grid
	Decisions are hard.  Have you ever made a pro/con list?  A decision making grid is similar.


	B. Making the Decision
	“Choosing is refusing.”  When we make any decision, we are giving something up.  


	III. Thinking at the Margin
	Thinking at the margin means deciding how much more or less to do.  Usually we don’t decide to sleep four extra hours and skip studying.  Instead we sleep 2 hours and study 2 hours.


	Cost and Benefit at the Margin
	You have to look at how decisions affect how much you spend and how much you gain.  
When you sacrifice more than you gain, no more units should be added.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


All human decisions involve trade-offs.  The thing that we give up is called the opportunity cost.
