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1. Two Broad Kinds of Economic Problems

In general, we can divide all economic problems into
two broad areas: micro-economics and macro-economics.
An example of micro-economics is a company’s decision
to produce more small automobiles and fewer large ones.
Another would be the company’s decision to switch from
the production of automobiles to the production of helicop-
ters. These decisions fall within the area of study which
is generally called micro-economics.

Macro-economics, on the other hand, involves such
a decision as the level at which the overall production of
the economic system will operate. Another might be the
decision in what way and at what time money will be
-created and destroyed in our economy. This kind of
.choice js made by society as a whole. When we study
-economics.from this point of view, we are in the field of
macro-economics. “Micro” means small and “macro”
means large. :

. In micrg-economics we study how individuals or how
businesses or how the government or how foreign buyers
and sellers influence the uses to which land, labour, capital
and managerial skill® will be put. In mMacro-economics

we study not individual influences but aggregate ones.
1.
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These two concepts of micro-economics and macro-
ecolomics are so important that we can profitably spend
a little more time clarifying their meaning. First, we
will look at miicro-economics which essentially concerns
itself with the question: “What specific influences in our
economy direct the use of the things we have ?”

The buying public is the dominant influence in
our economic system. In the United States, the buying
public—the consumer—constitutes the most important
determinant of the uses to which resources in the economy
will be put.

Consumers have this ability to influence the alloca-
tion of resources because of two things which are inex-
tricably tied together in our economic system: (1) the
role of price and (2) the profit . motive. An automobile
manufacturer is in business for profits, and the price
at which he can sell his automobile determines whether or
not he can make a profit. If the buying public is unwill-
ing to buy many large cars at a price high enough to"as-
sure him a reasonable profit, the manufacturer will shift
his production to something which he can sell for a reason-
able profit. .

Micro-economics is concerned with the influence which
consumers, or governments, or businesses, or foreign
buyers have on the use of resources. Macro-economics,
on the other hand, is concerned with influences which
determine the overall level of economic activity. The
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two biggest problems with which we will be concerned
in macro-economics are those of depression and inflation.

There are few adults in the country who do not know
that in the 1930’s the United States and all the other
industrialized countries of the world suffered great economic
losses and hardship from depression.® Everyone has
heard, or discovered for himself, that jobs and money
are hard to get in time of depression.

A depression is undesirable. People lose their jobs.
Families go hungry. Even meeting the basic needs of
food, clothing and shelter becomes very difficult for most
people—for some, impossible.

During the quarter-century since World War II,
_our economy has not been much concerned with depression.
There have been periods of recession, but the chief concern
has been with inflation. Inflation is also a macro-economic
problem. It is essentially a problem of rising costs and
prices or, to say it another way, of the decreasing value
{purchasing power) of the dollar.

Prices usually rise when people have an abundance
of money to spend. If the amount of money which people
have available is in excess of the ability of factories to supply
them with the goods they want, consumers start vying
with one another to get scarce goods.® Excess demand
over the available supply of goods pushes up prices.

We will look into these perplexing problems of depres-
sion and jnflation and try to upderstand the causes, and
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to determine whether there are any ways which might be
used to stabilize prices and maintain full employment
and prosperity. When we do, we will be studying macro-
economic problems.
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2. The Relation Between Economics and

Business Administration

From our definition it is clear that economics studies
huraan behavior-—not all human behavior but behavior
relating to the desire for material things, such as food,
clothing, transportation and shelter. The specific ma-
terial things about which economics is concerned are the
things with a price tag on them—things you can buy.
Thus, there is a distinct relationship between economics
and business or, more exactly, between the study of econom-
ics and the study of business administration.

A businessman should acquaint himself with the
principles of economics. Every business decision results
from deciding on a particular course of action after the
practical alternatives have been considered. The study
of alternatives is the essence of economics. If the business-
man casts each economic decision within the framework
of sound economic analysis, he has a better chance of
making sound decisions. And the success of his business
depends on the soundness of his decisions.

Does this mean that good economists are always suc-
cessful businessmen, and that businessmen who lack formal
training in economics are doomed to failure " Not .at
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all. It is easy to cite examples of successful businessmen
who lack formal training in economics. And it is just
as easy to point out examples of eminently qualified econo-
mists who lack either capital, practical resourcefulness, or
the willingness to take risks—qualities essential for success
in business.

We must not put the cart before the horse. Econom-
ics did net come first. And what principles economics
has formulated and what success{ul techniques it has learned
have evolved from observation and analysis of the goings-on
.of businesses and people®. Although it has sometimes
been criticized for being so® , economics was not hatched
in a vacuum.. Itisnot a purely mental exercise. It is
grounded in hardrock fact® and based on objective
-analysis.

Economics derives its principles from the way people
‘act; people don’t act as they do because the principles of
.economics tell them to doso. But the businessman who
understands the principles can use them to help him to
‘succeed. '

"Besides helping a businessman make sound decisions
'a'mong alternatives, the study of economics is important
to him for another reason. The government, through
our elected representatives, has been making important
economic decisions for us. Unfortunately, the economic

shortsightedness often forces Congressmen to vote against
ibills '‘which would add to our economic strength, stability
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