
Heyne12, Chapter 1 – An Introduction to the Economic Way of Thinking 
 
 
1. The nature of humans  
 a. Lord of the Flies? 
 b. Pick-up basketball game. 
  i. Hobbs – solitary, poor, nasty, brutish, and short without institutions of civilization? 
  ii. Does the force of the government (or royalty) prevent violence and thievery? 
 c. Does order spring spontaneously? 
 
2. Social Cooperation 
 a. Necessary – without it, the most basic human functions cannot take place. 
 b. Examples: 
  i. Traffic – a process of continuing mutual adjustment 
  ii. Production 
  iii. Adam Smith and pins 
 c. The book:  Wealth of Nations, 1776  
  i. Invisible Hand 
  ii. Intentions vs. outcomes 
  iii. Motivation & constraint 
  iv. Outcomes – some intended, some not. 
  v. Assumed – Individuals attempt to maximize – based on their values. 
 
3. Economic thinking 
 a. The fundamental proposition: “All social phenomena emerge from the actions and  
  interactions of individuals who are choosing in response to expected additional benefits  
  and costs. 
 b. Individuals – choose – costs – benefits 
 c. Choosing because of scarcity 
 d. Scarcity and costs 
 e. Trade-offs and economizing – how to BEST allocate…. 
 
4. The commercial society 
 a. The amount of cooperation for the simplest thing – a flashlight? 
 b. Specialization 
 c. We are constantly adjusting out behavior on the basis of the net advantages we face. 
 d. Without rules of the game, the benefits of mutual interaction cannot be realized. 
 e. Property Rights – and important rule of social interaction. 
  i. Legal ownership of stuff. 
  ii. The right to use or trade as you see fit. 
  iii. Without clearly defined property rights, bad things happen: 

• Buffalo and cars in the absence of property rights 
• Any kind of productive activity will decrease or disappear – a 100% tax. 

  iv. Fair and predictable adjudication of agreements is essential. 
 
5. Economics is 
 a. The study of the choices people make (given scarcity) and their consequences – intended 

and unintended. 
 b. Theory and the role of theory in avoiding post hoc problems (correlation and causation). 



 c. Understanding the world involves both an understanding of the methods of economic  
  thinking, but also how to apply them in the real world.  This connects the economic way  
  of thinking with political science, mathematics, history, psychology, etc. 
 d. If done right, economics will change your eyes. 
 
Questions:  2, 3, 7, 9, 11. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


