
 
 
 
 
 
 
 
 
 
 
 
Microeconomics is the study of the behavior of individual consumers, firms, and 
markets. It is concerned with how the choices of individuals and businesses affect 
the allocation of resources and determine prices in the economy. 
Microeconomics is based on several key principles that help to understand the 
economic decisions made by individuals and firms. 
 
One of the fundamental principles of microeconomics is the notion of scarcity. In 
economics, scarcity refers to the limited nature of resources in the world, and the 
fact that individuals and firms have to make choices about how to allocate these 
resources. This principle underpins many economic decisions, as individuals and 
firms have to consider the trade-offs involved in using limited resources to satisfy 
unlimited wants and needs. 
 
Another important principle of microeconomics is the idea of opportunity cost. 
Opportunity cost refers to the value of the next best alternative that is foregone 
when a decision is made. This principle is crucial in understanding how individuals 
and firms make decisions about resource allocation. For example, if a business has 
to choose between investing in new machinery or hiring more staff, it has to 
consider the opportunity cost of the alternative investment. Likewise, individuals 
have to consider the opportunity cost of spending money on one good or service 
over another. 
 
The principle of supply and demand is also central to microeconomics. This 
principle is based on the idea that the price and quantity of goods and services 
are determined by the interaction of supply by producers and demand by 
consumers. When demand for a particular good or service increases, the price 
tends to rise, leading to an increase in the quantity supplied. On the other hand, 
when demand decreases, prices tend to fall, leading to a decrease in the quantity 
supplied. This principle helps to explain how markets function and how prices are 
determined. 
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