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Chapter 1 Introduction BF

Why economics is important? Economics arms us with a very powerful set of conceptual and
problem solving tools. When you learn economics, you will learn a skill that will help you
enormously in both your personal and professional life.

N AGTFET? KRR AT IR EE T — R I EAT 7 B & R ok i) 2t
LR ARFEILFER, Ry L, XYM ERH MNP EERTTE
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1.1 What Is Economics? ZFZERH4?

Definition of Economics ZFFHIEN

The word economy comes from a Greek word for “one who manages a household.” What is
economics? Economics is the study of how societies choose to use scarce productive resources
that have alternative uses, to produce commodities of various kinds, and to distribute them among
different groups. We study economics to understand not only the world we live in but also the
many potential worlds that reformers are constantly proposing to us.

SH—ERIE T A IEE, RERERXEMN. HAREFF? B F ARt
FIREATIESE, DAMB RAT 2 M HIER . FRERAY AL P TGRS fh i SRR S, IR
AR R NBEP R IT AR TR BAWIRESF A G BRI A7E T H I L sE
5, W H SRR L A A RTE RIOPRAT T £ AT e AT 5.

Scareity, Efficiently, and Equity #Hft, {5

The management of society’s resources is important because resources are scarce. Scarcity
means that society has limited resources and therefore cannot produce all the goods and services
people wish to have. For example, “there is no such thing as a free lunch!”

PRk e s AR ERY, FTUH S RIEME MR ET. MBS A R 2,
PREAF M AR EN R Y97 %. Bl “RTRERRPTE.

Efficiency means society gets the most that it can from its scarce resources. Equity means the
benefits of those resources are distributed fairly among the members of society. In fact, grappling
with the tradeoff between efficiency and equity is one of the most difficult tasks of economists
and the political and business leaders they serve.

MEBREHCEMARRRBETHRAERD . 2 FEKRELSRIENETTRRERL 2K
AHHIATFHE. Tl AMPEAMLFZRMRERE EELFFR. BUGxRMe
ML FK TR R B R E S 2 —

Microeconomics and Macroeconomics #{W & Hr 2 M EMES 5 #

The word micro means small, and microeconomics focuses on the behavior of individual
markets and the smaller individual units. The word macro means big or large, and

|



macroeconomics is the study of the effects on the national and global economy of the choices that
individuals, businesses, and governments make.

PO — & B, ORETF XA NI MEB ML 4T e FER—
WM FERAKREN, EREFFRFRNAN SALRBUF %X EH K4S RS F 1Y
i
Positive and Normative Statements SCiFRR S5HTERR

Positive statements are statements that describe the world as it is. It is called descriptive
analysis. For example, an increase in the minimum wage will cause a decrease in employment
among the least—skilled. Higher federal budget deficits will cause interest rates to increase.

SRR TR 4, AR AR T B0, RWRIE TR TS8R
&5 hE T ARk B PBR AR SBRE LT

Normative statements are statements about how the world should be. It is called prescriptive
analysis. For example, the income gains from a higher minimum wage are worth more than any
slight reductions in employment. State govemfnents should be allowed to collect from tobacco
companies the costs of treating smoking related illnesses among the poor.

MV RB R TN 2R A, R AT, Fitn, RERIECHKTEEE
A 2 b B LT A RO SR Ll el /D S BRI 2K Ko R AR VMBS [) R R 2 RTCER B 1
R TRIT 75 N 2R 5 KRR .

Ceteris Paribus, the Post Hoc Fallacy, and the Fallacy of Composition HfhEHEEAZE, Gt
BiR5EHRBER

~ Ceteris paribus or “other things being equal” is the logic that economists try to isolate cause
and effect relationship by changing only one variable at a time, and hold all other relevant factors
unchanged.

HMNEAZRAETF R XS REMGS RARA—MER I, U — &,
It OR 77 TR oA N 3= AR

The post hoc fallacy means ““after this, therefore because of this”. The error of reasoning is
that a first event causes a second event because the first occurs before the second.

FHBRE DR “WIFReR e, Fit, irEsEEarRE". BRE RS
B HFEEE AR UOUE R B —FE R EES AR

The fallacy of composition is the false statement that what is true for the parts is true for the
whole or what is true for the whole is true for the parts.

HIB R MR IR EA R, BIXER TS 2 AR, WX AR IE R . a3,
SRR E R LRI, WX B2 A
What, How, and For Whom 4724, f47=, KiEdre

Goods and services are the objects that people value and produce to satisfy human wants.:
What goods and services are produced? Because our wants exceed resources, we have to decide
what we want most. What we produce changes over time? Seventy years ago, almost 25 percent
of Americans worked on farms. Today that number is 3 percent. Seventy years ago, 45 percent of
Americans produced services. Today, almost 80 percent of Americans have service jobs.

75 dm L B A5 2 AT TA AT (B A IR 27 SR A T 2 AN IBKERI AP A AT dh
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How are goods and services produced? The second economic goal for every society is to find
an optimal method of producing goods and services.

B ARSI 22 7= 7 A — DR ARG H R F A 2 R AR 55 1 B AR
M.

For whom are goods and services produced? The for whom question focuses on how an
economy’s output is distributed across members of society.

T EAE AR R IR 95 7 D R AR 7 ) B A R Ok N R B R L AT AR S 5 B 4y
fic.

Every day, 6.6 billion people make economic choices that result in what, how, and for whom
goods and services get produced. Do we produce the right things in the right quantities? Do we
use our factors of production in the best way? Do the goods and services go to those who benefit
most from them? -

TR, 66 WAOMBTTIEFRE T Erott4, A= A RA1ES~HY) M
A FENA? BATRMMAEZERNTEEA? B oS RS X 1E B MK R 4
0

N 2

Factors of Production A7=E#&

Factors of production are the resources that are used to produce goods and services. Factors
of production are divided into four categories: land, labor, capital, and entrepreneurship.

AFBEREREHTEEmMIRGRE. ERE WUMER: +Hb, 575), BA
Fidb K A gE.

The “gifts of nature” that we use to produce goods and services are land.

TR KBRS T A TAE =P R R 45 ALY

The work time and effort that people devote to producing goods and services is labor. The
quality of labor depends on human capital, which is the knowledge and skill that people obtain
from education, on the job training, and work experience.

55 B AT TP AR 25 00 LAERS ) L6 . S9sh BRI T A %A, A
FERAERAMIAETE . TRV TAER D 2P 3RS 0 AR B 6 .

The tools, instruments, machines, buildings, and other constructions that are used to produce
goods and services are capital.

AR TFAEMAIRSG R TR, W& V8. T BRI

The human resource that organizes land, labor, and capital, innovates by creating new goods
and services, makes business decisions, and bears the risks that arise from those decisions is

entrepreneurship.
A F A GERHL T, SFEh AT, ANEFE LRSS, HIE RITTAB R
Erdi NN A3/

Land earns rent, labor earns wages, capital earns interest, and entrepreneurship earns profit.
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Market, Common, and Mixed Economy Tiij&5F, 842K 5RESH

A market economy is an economy that allocates resources through the decentralized
decisions of many firms and households as they interact in markets for goods and services.
Households decide what to buy and who to work for. Firms decide who to hire and what to
produce.

VIS A RIEAY G 595 T LA AT Sy, 303 43 v SHE I 6 W U A 22 5 o 12
TIAEHT . FIRREMTAT AF0 N HE TAE. b e BRI 4.

Common economy is that the government makes all the important decisions about
production and distribution. The government owns most of the means of production (land and
capital). It also owns and directs the operations of enterprises in most industries. It is the employer
of most workers and tells them how to do their jobs.

RS AFTRBUFHIE X T4 /= F o BT B MRS, BUFITASHE~ T A (-
WABIA) . BUNAIF EEBHEZHOWRAZE . BUF 2 5 TSR IS MA T
TAE.

Mixed economy uses both market and non-market signals to allocate goods and resources.
All societies have different combinations of command and market; all societies are mixed
economies.

TS FATATIAE S AT HE T RACE B A AARS . TR SEEIES 5k
MARAS, FIAMESBSRGEG.

Invisible Hand FALKF

In the wealth of nations, Smith identified the remarkable efficiency properties of perfectly
competitive markets. Using his now famous “invisible hand” analogy, Smith argued that the
celf-interested actions of individuals actually guide market outcomes to yield great economic
benefits for the broader society.

EE M S ML AT, B« IR BHELRSTIHAT EEOMRIFE. &
M “BARKT” /RE, B - WERUAMENR 2T AL S BRSNS~ &
Kk ’

Because households and firms look at prices when deciding what to buy and sell, they
unknowingly take into account the social costs of their actions. As a result, prices guide decision
makers to reach outcomes that tend to maximize the welfare of society as a whole. Adam Smith’s
keen insights provide an important foundation for many discussions in our study of
microeconomics.

TSR BRIl A P g M TR AT A Bt Gk, B DB IS S S 3 5 18 5 T
TR D AR o R A . SR, MR TRT X LA R EEE A K ZHIER NI T
AWM B A . WY - GrEmsirmE MU AS SUTR PR 210 30w T %L
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However, few sectors of the economy fulfill Adam Smith’s vision of a perfectly competitive

marketplace delivering goods and services at lowest price and highest quality.

SR, BB OEENIG O - RS AR, T4 lTiHie gt
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Market and Government Failure Tk R 5BFLR

Market failure occurs when the market fails to allocate resources efficiently. Market failure
may be caused by an externality, which is the impact of one person or firm’s actions on the
well-being of a bystander. Examples include air and water pollution. Market failure may be
caused by market power, which is the ability of a single person or firm to unduly influence market
prices. When the market fails, government can intervene to promote efficiency and equity.

% K R AR A 5 A GeAT AR E BRI R . TRk RI— 0] BEJR R R B
SREE R — A AR F AR AR, G, SRIGYERKGY. TRk R IS —
NIRRT S 1. W% I RIE— D NE— DA IE St i 5 i i
RN RRE, BUFSEFIR, DUERESCER A,

Government failure is government intervention that fails to improve economic outcomes.
There is no guarantee that the visible hand of government will be any cleaner than the invisible
hand of the marketplace. Government intervention might not only worsen the mix of output but
even reduce the total amount of output through over-regulation.

B R RGBT PO RE B2 T . BB RIEBUNR “FHANT” iy
M) “BANKF BREL . BUF AT R AR A%, T fgd T4 &,
FEE B

1.2 The Production Possibility Frontier 4 = A] 88144 5B

The Production Possibility Frontier 4=/~ 0] kiR

Societies cannot have everything they want. They are limited not just by their resources but
also by the technology available to them. The production possibility frontier or “PPF” shows the
maximum amounts of production that can be obtained by an economy given its technological
knowledge and quantity of inputs or resources available. See table 1-1 and figure 1-1.

o AR TEER— V] # AR, 1052 3307 UG B A H AR ) B 1.
A2 ] BEPERL Ft Fon A HOR BRI 45 B M BRSO BR B R AR, — NS BTREBRIM
BAE. WL -1 A 1-1.

Table 1-1 Alternative Production Possibilities 4= f=njfeth A&

Possibilities Butter (millions of pounds) Guas (thousands)
A /T T KT
A 0 15
B 1 14
C 2 12
D 3 9
E 4 5
F 5 0

If a country is operating on its PPF, it is allocating resources efficiently. On this PPF, we



Guns {thousands)

Butter {millions of pounds)

Figure 1-1 The Production Possibilities Frontier 4F=n[gE{%i1F

must give up some guns to get more butter or give up some butter to get more guns. Points inside
the frontier are attainable ap’ld inefficiency because at such a point it is possible to produce more of
one good without producing less of the other good. Points outside the PPF are unattainable given

|

available technology and yesources.

MR —AMBEFREESTREAR bR, HORBRERTREN. £ Wietkidst
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A PER] BRI AN IR R AN T RER 2R .

Economic growth is an expansion of production possibilities. Two key factors influencing
economic growth are technological change and capital accumulation. Technological change is the
development of new goods and better ways of producing goods and services. Capital
accumulation is the growth of capital resources, including human capital. See figure 1-2.

S KR AENT K. BRAFHKAHNXBRRZERZENRELFRR.
&*Ei;%ﬂ‘?ii‘-ﬁ?ﬂnnfﬂifﬁﬁnnfﬂﬂﬁ%ﬂﬁﬁ/ﬁm&ﬁ BARRRERANWK, BFA
FBAREK. LA 1-2.

In 1966, Hong Kong’s production possibilities (per person) were a quarter of those in the
United States.By 2006, Hong Kong’s production possibilities (per person) were 80 percent of
those in the United States. Hong Kong’s PPF shifted out more quickly than did the U.S. PPF
because Hong Kong devoted more of its resources to capital accumulation.

6
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Opportunity Costs Hl& A

Because resources are scarce, we must always consider how to spend our limited incomes or
time. In a world of scarcity, to get one thing, we usually have to give up another thing. The
opportunity cost of an item is what you give up to obtain that item. The highest valued alternative
that we give up to get something is the opportunity cost of the activity chosen. To get guns, we
usually have to give up butter. For example, LA Laker basketball star Kobe Bryant chose to skip
college and go straight from high school to the Pros where he has earned millions of dollars every
year.

PR Ay R s ARG, B UATRAT T L0 0% B n AR ST L AT PR AN AT 8] FERRBR AT S,
N T BB — A, BEASBRBE H—IFRE. RIS B RN T 385X 4
PHETIBFT A AR it e — TDUE PR I £ R AAE FAT 1 0 T 15 B 2 78 B JBU5e 1 AT 38 5 1) o 5 7
fHo ATHEIRME, RAOAPEBAESTED. G, BETANERIEERL « 7Rty
POE AT RF MM S EHE#E AR B . € NBA, SRR JLETIRIT.

The Circular-Fiow Diagram ¥z E

A circular flow diagram illustrates how households and firms interact in the market economy.

It reflects the circular flow of goods and services and factors of production in one direction, and

the flow of money in the opposite direction. See figure 1-3.
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) )
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Final goods and services
(bread, computers, haircuts, etc.)

(b)
Productive services
{labor, tand, etc.)

Wages, rents, profit, etc.
$

Figure 1-3 The Circular Flow Diagram #&5F#izhE

Firms produce and sell goods and services. They also hire and use factors of production.
Households buy and consume goods and services. They also own and sell factors of production.
In markets for goods and services, firms sell and households buy. In markets for factors of
production, households sell and firms buy. .
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(4) ATSMEEMAERREZ, TREBS T —REFFIFE.
A. Multiple Choice Questions HEIEFE
1. is the study of how societies use scarce resources to produce commodities and
distribute them among different people.

A. Economics B. Macroeconomics
C. Positive economics D. Normative economics
2. is the situation that not enough to satisfy all the wants of society.
A. Scarcity B. Efficient
C. Positive economics D. Normative economics
3. is the situation that limited resources are used most effectively.
A. Scarcity B. Efficient
C. Microeconomics D. Macroeconomics
4. is the study of the behavior of firms, individual markets, and households.
A. Microeconomics B. Macroeconomics
C. Positive economics D. Normative economics
5. is the study of the overall economy.
A. Microeconomics B. Macroeconomics
C. Positive economics D. Normative economics
6. is the study of economic questions that can be answered by examining data and
making observations.
A. Microeconomics B. Macroeconomics
C. Positive economics - D. Normative economics
7. is the study of economic questions that can be answered through political debate
and decisions.
A. Microeconomics B. Macroeconomics
- C. Positive economics D. Normative economics
8. is the fundamental questions of economics.
A. Scarcity B. Efficient
C. How, what, and for whom D. Land, labor, and capital
9. is the three broad categories of inputs to production.
A. Scarcity B. Efficient
C. How, what, and for whom D. Land, labor, and capital
10. is the buildings, machinery, and other equipment used in production.
A. Land B. Capital
C. Labor D. Entrepreneurship
11. is an economy that allows firms and individuals to decide the answers to the
three fundamental questions of economic orgamnization.
A. Microeconomics B. Macroeconomics
C. Market economy D. Command economy



12. is an economy in which government makes all the important economic

decisions.
A. Positive economics B. Normative economics
C. Market economy D. Command economy
13. is the costs or benefits imposed by market players on those outside the market.
A. Laissez-faire B. Capital
C. Land, labor, and capital D. Externalities
14. is the maximum amounts of production that can be obtained by an economy
given technology and inputs to production.
A. Command economy B. Land, labor, and capital
C. Opportunity cost D. Production possibility frontier (PPF)
15. is the value of the good or service foregone.
A. Scarcity B. Efficient
C. Land, labor, and capital D. Opportunity cost

B. True or False Questions J|¥ixt45

1. Economics is the study of how societies use scarce resources to produce commodities and
distribute them among different people. ( )

2. The situation in which there is not enough of something to satisfy all the desires for that
thing is called scarcity. ( )

3. The situation in which limited resources are being used most effectively is called efficient.

( D

4. The study of the behavior of firms, individual markets, and households is called
macroeconomics. ( )

5. The study of the behavior of the overall economy is called microeconomics. ( )

6. Economic questions that can be answered by examining data and making observations are
part of normative economics. ( )

7. Economic questions that can be answered through political debate and decisions are part
of positive economics.  ( )

8. If we believed that event X occurs simply because it follows event Y, then we would be
trapped by the fallacy of composition. ( )

9. The three fundamental questions of economic organization are what, how, and for whom.

( )
10. The three broad categories of inputs to production are land, labor, and money. ( )
11. Capital is that economists call the buildings, machinery, and other equipment used in

production. ( )
12. An economy which allows firms and individuals to decide the answers to the three

fundamental questions of economic organization is called a command economy. ( )

13. An economy in which government make all important economic decisions is called a

market economy. ( )
14. When market players impose costs or benefits on those outside the market externalities
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