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1. What is Economics?

Economicsinvolves the study of topicslike wealth
and poverty, money and banks incomes tazes prospe—
rity and depression,big businessand labor unions, and
hundreds of other matters that intimately affect the
way we live.Fconomic forces surround our da-ily
lives, influencing how easy or how hard it isto
get a job, how much we can earnm in our chosen
occupations, and how much our paychecks will buy
after we receive them.

Economic factors are major concerns in govern~
ments’ decisions about how much to spend and for
what purposes, and how much to raise in taxesand
wlo should be taxed as well asin their evaluations
of the consequences of war,peace.,and disarmament,.
Urban slums, job discrimination, unequal educatio—
nal opportunities, and civil rights have imporrtant
consequences for all of us, for both those who are
discriminated against and those who are not, Al a
still more global level, economic factors are imvol-
ved in birth, health,death, population growth, and
the dynamics of history,



In faet, probably without cxzccplion, each topie
In economics not only tonches somewhere on vour
own persanal life but is also important to some cur—
rent economic problem of government or social po—
licy and is, at the same time,involved in the long
~range concerns of human history,

The common thread that runs through all of these
topics, binding them together into a cohereant body

of study, is that, one way or another, each deals -

with the way society produces and uses goods and
services, practically nothirng that we e:at, wear or
use comes to us directly from nature, A loaf of bread
15 the end result of a long series of operaticas that
begins with planting and harvesting grain a‘?,d.‘
proceeds through milling, baking and shipping to the
point at which the housewife can pick the loal off
the grocer’ s shelf, The driver filling his tank at a
service station’is taking the final step in a long chain
of activities!dgilling oil wells, moving petroleum in
ships and pipelines, chemical treatme at, refining
and storage.The same is generally true of all goods,

The processof bridging the gap between the orig—
inal resources of nature and the neceds of *he final
consumer is production.Production includes any ac—
tivity that makes goods and services available to
people.ltis not restricied to work on tangible physicsl
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commodities, but encompasses services as well.Doe—
tors, lawyers, teachers, and barbers are productive,
as are actors, musicians, entertainers, and others
who perform services for our benefit,

It is paricularly worth noting that the services of
wholesalers, retailers, bankers,and similar “middle—
men” are an important part of the productive pro—
cess, After all, it is not encugh simply to manufa—
cture the product, Before it can be used it ‘must be
-made available to the family that wants to buy i,
& jobthat requires the services of store clerks,mana-
gers, iransportation workers, and many others,

From Suits: Principles of Economics

2. The Meaning of Economics

Although economicscan be defined in a variety
of ways, it broadly encompasses the behaviour, in—
stitutions,and consequences associated with scarcity
More specifically, economics is defined as the study
-of the alternative ways mankind chooses to use scarce
but productive resources to produce goods and ser-
vices to satisfly wants, Note that this rather standard

definition of economicsimplies several things, First
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of all, it requires a system of economic organi=—
zation guided by rules within an institutional frame=-
work.&Second, it statesthat mankind must choose a—~
mong alternative uses for scarce resonrces. This raises
such problems as how choices are made, who makes
them, and how the decision~making process relates
to a system of economic organization, Third, the
defi-nition implies an interest in getting as much
satisfaction as possible from scarce resources. For
afl of these reasons, we must be concerned with the
way an economic system accomplishes the prc:rd'u-
ctionand exchange of goods and services. The sts
dy of economics centers upon questions like: Whose
wants are satisfied? To what extent is satisfa
ction achieved? Can resources be used more fully or
efficiently to produce more output? Is a general
seuse, economics is the study of @éefsfon.makivg
and choice necessitaled by unlimited wants and
scarce resoufces, Economics is a search for waysto

¢xpand our limited capability to fulfil our wants,

From Wykstra: Introductery Economics



: 3. Production

production, in economics, meansall those activ—
ities of mankind that have to do with the creation
;)f wealth, i.e., with imparting to raw materials
utility or the ability to satisfy human wants.

The farmer who manipulates Lhe forces of nature
to grow wheal, the milles who grinds the wheat into
flour, and the baker who transforms fleur irnto
bread are examples of producers who,eaeh in his own
way, impart what is known as form utility to a na~
tural material. Another class of preducers, these
engaged in transportaion,add place utility to goods
or commodities, and a third class, including those
engaged in canning, storage.,and refrigeration, add
time utility,

Thee reation of time and place utilities, thought
of by businessmen as marketling,is regarded by eco-
nomists as a part of produciion because, untif
goods are made available at the right time and place,
the}f_:cannot satisfy human wants,

—

Jor any kind of production in modera socity,lar-

g;a amounts of capital in the form of machinery are
required, Equally esseatjal areland or nature, from
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which the raw materials are obtained and labor,
which with the aid of capital,extracts and transiorms
the raw materials, o

To these three primary factors of production,
is sometimes added 2 fourth: the entrepremeur, or
enterpriser, who organizes the forces of production
and assumes the risks.Since under capitalism produ—
ction is for a market, an important function of the
entrepreneur is to aunticipate as accurately as he
can the economic demands for goods and to produce
the kind and quantity of goods that will meet that
demand,

With the development of power and automatic
machinery and with the many other practical app~
lications of science, the production of goods to sa~
tisfy human wants.cecased to be a major ecomomic
problem in most parts of the world. Goods can
readily be produced in excess of financial ability to
buy them. The problem of distribution has geﬁerally
become more difficult than that of production,

Overproduction is production in excess of effec—
tive economic demand,i.e.,of ability to buy, not of
ability or desire to consume.A surplus is what cannot
be sold profitably, and not what c\annot be used,

The tendency is more to standardize goods and

to produce thém at low cost by extensive use of au~
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