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Lesson One .
TEXT

What Economics Is All about

Understanding how various economies work is the basic purpose of studying
economics. We seek to know how an economy is organized, how it behaves, and
how successfully it achieves its basic objectives. Then, if we are lucky, we can
discover better ways of attaining those same objectives.

Economists do not formulate an economy’s objectives. Instead, they focus on
the means available for achieving given goals. In 1978, for example, the U.S.
Congress identified “full employment” as a major economic goal. The Congress
then directed future presidents (and their economic advisers) to formulate polices
that would enable us to achieve full employment.

Four major economic goals are generally accepted. These goals are
@ Full employment
@ Price stability
@ Economic growth
@ An equitable distribution of income

In each case, the goal itself is formulated through the political process. The
economist’s job is to help design policies that will allocate the economy’s
resources in ways that best achieve these goals.

The study of economics is typically divided into two parts: macroeconomics
and microeconomics. Macroeconomics focuses on the behavior of an entire
economy—the “big picture.” In macroeconomics we worry about such national
goals as full employment, control of inflation, and economic growth, without
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worrying about the well-being or behavior of specific individuals or groups. The
essential concern of macroeconomics is to understand and improve the
performance of the economy as a whole.

Microeconomics is concerned with the details of this “big picture.” In
microeconomics we focus on the individuals, firms, and government agencies that
actually comprise the larger economy. Our interest here is in the behavior of
individual economic actors. What are their goals? How can they best achieve
these goals with their limited resources? How will they respond to various
incentives and opportunities?

A primary concern of macroeconomics, for example, is to determine the
impact of aggregate consumer spending on total output, employment, and prices.
Very little attention is devoted to the actual content of consumer spending or its
determinants. Microeconomics, on the other hand, focuses on the specific
expenditure decisions of individual consumers and the forces (tastes, prices,
incomes) that influence those decisions.

The distinction between macro- and microeconomics is also reflected in
discussions of business investment. In macroeconomics we want to know what
determines the aggregate rate of business investment and how those expenditures
influence the nation’s total output, employment, and prices. In microeconomics
we focus on the decisions of individual businesses regarding the rate of
production, the choice of factors of production, and the pricing of specific
goods.

The distinction between macro- and microeconomics is a matter of
convenience. In reality, macroeconomic outcomes depend on micro behavior,
and micro behavior is affected by macro outcomes. Hence one cannot fully
understand how an economy works until one understands how all the participants
behave and why they behave as they do. But just as you can drive a car without
knowing how its engine is constructed, you can observe how an economy runs
without completely disassembling it. In macroeconpmics we observe that the car
goes faster when the accelerator is depressed and that it slows when the brake is
applied. That is all we need to know in most situations. There are times,
however, when the car breaks down. When it does, we have to know something
more about how the pedals work. This leads us into micro studies. How does each
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part work? Which ones can or should be fixed?

Our interest in microeconomics is motivated by more than our need to
understand how the larger economy works. The “parts” of the economic engine
are people. To the extent that we care about the welfare of individuals in society,
we have a fundamental interest in microeconomic behavior and outcomes. In this
regard, we examine the goals of individual consumers and business firms, seeking
to explain how they can maximize their welfare in the economy. In
microeconomics, for example, we spend more time looking at which goods are
produced, who produces them, and who receives them. In macroeconomics we
tend to focus only on how much is produced or how many people are employed in
the process.

The distinction between macroeconomics and microeconomics is one of many
simplifications we make in studying economic behavior. The economy is much too
vast and complex to describe and explain in one course (or one lifetime).
Accordingly, we focus on basic relationships, ignoring annoying detail. In so
doing, we isolate basic principles of economic behavior, then use those principles
to predict economic events and formulate economic policies. What this means is
that we formulate theories, or models, of economic behavior, then use those
theories to evaluate and design economic policy.

Because all economic models entail simplifying assumptions, they never
exactly describe the real world. Nevertheless, the models may be useful. If our
models are reasonably consistent with economic reality, they may yield good
predictions of economic behavior. Likewise, if our simplifications do not become
distortions, they may provide good guidelines for economic policy.

Our theory of consumer behavior assumes, for example, a distinct
relationship between the price of a good and the quantity people buy. As prices
increase, people buy less. In reality, however, people may buy more of a good at
increased prices, especially if those high prices create a certain “snob appeal” or
if prices are expected to increase still further. In predicting consumer responses to
price increases, we typically ignore such possibilities by assuming that the price of
the good in question is the only thing that changes. This assumption of “other
things remaining equal (unchanged )” allows us to make straightforward
predictions. If instead we described consumer responses to increased prices in any
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and all circumstances (allowing everything to change at once), every prediction
would be accompanied by a book full of exceptions and qualifications. We would
look more like lawyers than economists.

Although the assumption of “other things remaining equal (unchanged)”
makes it easier to formulate economic theory and policy, it also increases the risk
of error. Obviously, if other things do change in significant ways, our predictions
(and policies) may fail. But, likc weather forecasters, we continue to make
predictions, knowing that occasional failure is inevitable. In so doing, we are
motivated by the conviction that it is better to be approximately right than to be
dead wrong. Politicians cannot afford to be quite so complacent about predictions,
however. Policy decisions must be made every day. And a politician’s continued
survival may depend on being more than approximately right. Economists can
contribute to those policy decisions by offering measures of economic impact and
predictions of economic behavior. But in the real world, those measures and
predictions will always contain a substantial margin of error. That is to say,
economic policy decisions are always based on some amount of uncertainty. Even
the best economic minds cannot foretell the future.

Even if the future were known, economic policy could not rely completely on
economic theory. There are always political choices to be made. The choice of
more submarines or more railroads, for example, is not an economic decision.
Rather it is a sociopolitical decision based in part on economic tradeoffs
(opportunity costs). The “need” for more subs or more railroads must be
expressed politically—ends versus means again. Political forces are a necessary
ingredient in economic policy decisions. That is not to say that all “political”
decisions are right. It does suggest, however, that economic policies may not
always conform to economic theory. We shall explore the interaction of policy
and theory, highlighting those forces that contribute to disappointing economic
performance.

(From Bradley Schiller :“ The Macro Economy Today”)
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NOTES

1. Microeconomics, on the other hand, focuses on the specific expenditure decisions of
individual consumers and the forces (tastes, prices, incomes) that influence those decisions.
F—TH,EREFENEETETHRE RS HREMERBERENEFHER (F
5 s A

2. Qur interest in microeconomics is motivated by more than our need to understand how the
larger economy works.

AT HMEFE M X ENULRE FRINFETRERNZFIBREFEHN,

3. To the extent that we care about the welfare of individuals in society, we have a fundamental
interest in microeconomic behavior and outcomes.

RERAROHS EB—DANER, RITE S HMETIT RN RARKAIGE,

4. The distinction between macroeconomics and microeconomics is one of many simplifications
we make in studying economic behavior.

FEMA T ¥ SHME T2 B X 55 RBAEF TR TAT I FE R k2 —.
5. In reality, however, people may buy more of a good at increased prices, especially if those
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high prices create a certain “snob appeal” or if prices are expected to increase still further.
BELE E—-FERDNE LB T AMMEXHRRTEES 0L, MRH#H S
3t S REE > A — BB I, SRR R R A8 — A Bk

] snob appeal i ER BB EABRE K% H7.

. If instead we describe consumer responses to increased prices in any and all circumstances
(allowing everything to change at once), every prediction would be accompanied by a book
full of exceptions and qualifications.

ISRFNEA — DB (UHE—UIEBE L BP & A0 4k ) 3 3 3 ot s L Bk 9 B2URE I BABSGA
W 1 L A — ST A B A — B R AN A (AR B M RO

. In so doing, we are motivated by the conviction that it is better to be approximately right than
to be dead wrong.

R, BT TR A5 &, BB TE 0 M L T2 S R B 2,

A dead R&NIA, M 5E 2" R, B &7 wrong,

- Politicians cannot afford to be quite so complacent about predictions, however.

BEIBR TR EX S H M 52 2R KL

A9 cannot afford to. . . BB R“HYFR. - MER",

. We shall explore the interaction of policy and theory, highlighting those forces that
contribute to disappointing economic performance.

ROV HRRBOR I A TR, RSB AR B2 SR HZ,
Exercises

I . Translate the following into English by using the words or phrases in the text:

1. ERIETF ET 2. WRTAFER

3. KA E 4. RELFHK

5. EBEREKET 6. BRTHIZ Tk 5t

7. BAREM A 8. BUN B2 H A BRI

9. TRV BB 10, S EA

11, SRS $ %y 12. HEHB%F

13, Xt & Fp2 Br B (03 E M 14, RAFABMETEE
15, Bl R B0 i T 16. Pt EakaE &

17. BRIARFESER 18. Bk ML fym

19. R HABK 20. P RBNT 2T
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Translate the following sentences into English:

1 EERARE, AR ERXNZFEHHD, 0155 2 I RELFEIRRPEN
S ERAFIESI LR, (attach importance to)

2. =R, KEBUFSEHE T LR E 2 X B R TE RS T EIS  Hal 3 2 5B
WAL T EARRR, LA TLFEFAMERE, (be based on, end, achieve)

3. Yt A EARELFERXNBLHS TR MNERNEF LR, SRFELFHK &
A RRE T REME AT NI, (contribute to, result in)

4. Z+EBFELR, ZNMEREERNETT LR, ST AT EH B BE S BOR, H e
TaFREREERK ARMBRAFNEEKEARERE. (focus on, achieve)

5. 2 EXNHAFAMMEY RN EFHARRENLF AR RS T HRBMHER
WA HZ S, FF FAFREEALE. (enable...to..., operate)

Translate the following passage into Chinese:

Macroeconomics examines changes in total national population and consumption,
averages of the prices of broad groups of goods and services, and employment of workers in
the economy. Macroeconomists seek to explain the causes of economic fluctuations and to
suggest policies that will make the fluctuations less abrupt, with the aim of preventing
excessive unemployment and rapid price increases.

In macroeconomics we place special emphasis on understanding the causes of
unemployment. The unemployment rate is the number of jobless workers who are actively
looking for work or who have been laid off from a job, expressed as a percentage of the
total labor force. Unemployment is often a major issue in congressional and presidential
elections. In fact, the federal government is required by law to pursue policies that seek to
keep unemployment from becoming excessively high.

If such policies are to succeed, the individuals who develop them must have a keen
understanding of how the economy works.

Inflation is another highly charged political issue studied in macroeconomics. Inflation
is a general yearly increase in the average level of prices for a broad spectrum of goods and
services. Inflation erodes the purchasing power of money. It can create economic instability
in a nation by harming the competitiveness of firms seeking to sell products in foreign
markets and by distorting economic choices as people try to unload money today that they
think will be worth less tomorrow. During the late 1970s inflation was a severely disrupting
influence in the U.S. economy, rising to double-digit levels along with escalating interest

rates. Macroeconomics seeks to understand the causes of inflation and to help government
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authorities pursue policies aimed at keeping the inflation rate low and within fairly
predictable bounds. Stable and predictable prices facilitate planning for the future and
reduce the uncertainty associated with market transactions.
V. Answer the following questions:
1. What is the basic purpose of studying economics?
What is the main job of economists?
2. How do you define macroeconomics and microeconomics?
What is the difference between the role of macroeconomics and that of microeconomics?
3. Tell briefly the distinction between macro- and microeconomics as reflected in
discussions of consumer spending and business investment.
4. Tell briefly why economic policy could not rely completely on economic theory.
V . Topics for discussion:
1. The importance of studying economics in today’s China

2. The importance of the correct formulation and implementation of economic policies



Lesson Two
TEXT

U.S. International Trade

In 1988, the total dollar value of U.S. merchandise exports amounted to over
$ 300 billion. Exports helped drive the U.S. economy toward full employment in
the late 1980s and provided a livelihood for hundreds of thousands of workers. In
1988, the United States imported nearly $ 450 billion of merchandise from foreign
lands, allowing U. S. businesses and households to enjoy and use materials,
supplies, and goods produced abroad. Let’s begin our discussion of U. S.
international trade by examining what the United States exports and imports.
Let’s look at merchandise exports first. We usually think of international trade in
terms of consumer goods. However, the bulk of international trade is for
machinery, equipment, and various industrial materials and supplies such as
chemicals and parts. In 1988, exports of capital goods (excluding automotive
items) accounted for more than one third of U.S. exports. Industrial materials
and supplies accounted for slightly more than one fourth of U. S. exports.
Agricultural products accounted for nearly 12 percent of U.S. exports in 1988 and
automotive products (cars, trucks, and parts) accounted for another 10 percent of
exports. The remaining 17 percent included a variety of other products consisting
of miscellaneous manufactured items such as audio equipment, clothing, and soft
drinks.

Now look at merchandise imports. As in the case of exports, a major
component of our imports consist of capital goods and industrial materials and
supplies. Capital goods accounted for nearly one quarter of our imports in 1988
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while industrial materials and supplics accounted for about a fifth. We also
imported a significant amount of petroleum products, some of which were used by
consumers to heat their homes and run their cars, and some of which were used by
industry and agriculture to run machinery and equipment and to heat plants and
offices. In 1988, imports of automobiles and other automotive products amounted
to one fifth of total imports. The remaining imports consisted of many different
kinds of manufactured items that you, your family, and your friends purchase
almost every day: electronic equipment, shoes, and food products.

International trade is not confined to merchandise. Nations also trade
services. Transportation services to move passengers and freight among nations is
a major component of international trade and accounted for $59.6 billion of
imports and $ 57 billion of exports for the United States in 1988. Similarly, U.S.
business travelers and tourists spent $15  billion for miscellaneous
nontransportation services in 1988—for hotels, meals, and local transportation
while abroad. Foreigners spent nearly $ 35 billion for lodging and food while in
the United States.

American businesses also operate subsidiaries abroad, and many citizens
invest abroad by purchasing the stocks and bonds of foreign corporations and by
buying foreign government bonds. The profits, interest, dividends, and other
investment and business income that U.S. citizens earn from assets they hold in
foreign nations constitute the return for investments in foreign lands and loans
made to foreigners. Similarly, the income that companies like Toyota and
Volkswagen earn from their production facilities in the United States constitutes
the return they earn from productive services they engage in at their U.S. plants.

Foreigners who purchase U.S. government bonds provide loanable funds for
American use. The interest they earn on those bonds is the return they get for
exporting their funds as loans to the governments in the United States.

In total, in 1988 the United States exported more services than it imported.
In that year it earned $ 210 billion from exports of services while foreigners
earned $195.2 from exporting services to us.

The United States is the world’s major international trader, accounting for
more imports than any other nation in the world. The United States also exports
as much as any other nation and ran neck and neck with West Germany in the late
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