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CHAPTER 1

What Is Economics
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A society faces many decisions. It must decide who will eat
shark’s fin and who will eat potatoes. It must decide who will
drive a Mercedes-Benz and who will take the bus. Economics will
tell you why.
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Former World Trade Center, New York

Economics is everybody’s business, but it is especially important to business

people and others who wish to become well-informed. We ought to be curious about
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our complex physical and social environment.

Economics deals with managing resources to meet the desires of people. It is a
body of knowledge that deals with the creation and distribution of goods and services
to satisfy human wants. The economist studies theories relating to demand-supply
relationships, monetary problems, pricing theory, labor problems, and international
trade.

The effective birth of economics as a separate science may be traced to the year
1776, when the Scottish philosopher Adam Smith published An Inquiry into the Nature
and Causes of the Wealth of Nations, which was the first full-scale treatise on
economics. By his influence, he founded what later generations were to call the
“English School of Classical Political Economy ”.

The study of economics may be approached in two different ways. One is called
the microeconomics approach and the other macroeconomics. Microeconomics is
concerned with specific economic units and the behavior of these units under certain
conditions. In microeconomics we deal with terms of an individual industry or firm
and focus on such things as the firm’s output, the number of persons employed, and
the firm’s revenue or income. In microeconomics we study the trees, not the forest.
In contrast, macroeconomics deals with the total economy or with large parts of it.
Groups of economic units are treated as if they were one unit. Thus, we might lump
together retail stores and treat them as a single economic unit. Macroeconomics
projects an overview without paying attention to individual stores.

Economics is of practical value in
business, for it aids in making decisions
and establishing policies. It helps us
become better-informed in dealing with
the problems of business.

At this point, we can consider what
economic growth can bring about. It
can increase the amount of goods and

services available to people; it can

provide a rising standard of living. As Beha\’i()l' Ins‘titution '

an increased quantity of goods s and E\"Ollltion S
produced, a family can live much % S

better. It can  guarantee  full
employment, providing jobs for all who
are willing and able to work; it can

encourage price stability. Stable prices

are needed to minimize upswings and



