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Trade Offs 
 Everyone—individuals, businesses, 

large groups of people—make choices 
that involve trade-offs 

 Trade-offs are all of the alternatives that 
we give up when we choose one course 
of action over another 
 Example of a trade-off that countries make: 

“guns or butter” 
 The other possible vacations that could have 

been taken were trade-offs 



Opportunity Cost 

 You can choose only one thing because 
time is scarce (like other resources) 
 

 “Show me, LORD, my life’s end and the 
number of my days; let me know how 
fleeting my life is.” 
  Psalm 39:4   

 
 



 You face many trade-offs when you 
make decisions 

 Usually, there is one alternative that is 
more desirable than all of the others 

 The most desirable alternative given up 
as a result of a decision is called the 
opportunity cost 

 If you take a vacation to Hawaii, you 
cannot take a vacation to your next 
favorite destination 



Thinking at the Margin 

 Many decisions involve adding one unit 
of something or subtracting one unit  
 Examples: a minute of time, or a dollar 
 





 When you decide how much more or 
less to do, you are thinking at the margin 
 

 When you think at the margin, you have 
to compare the opportunity costs and 
the benefits—once the opportunity cost 
outweighs the benefits, no more units 
should be added 
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