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Unit One

Economics

Part One Conversation

What Are Economic Indicators?

Chris, a professor of the University of Southern

Cali fornia’s Business School , is talking with Andy, one of his

students , about the meaning of economic indicators.

Andy H

ChIiS s

Andy :
ChI'iS :

Andy s

Chl’iS s

Professor, I'm constantly hearing about economic
indicators in the news, but I'm never sure what they're
talking about. What are economic indicators?

An economic indicator is simply any economic statistic,
such as the GDP, unemployment rate, or the inflation
rate, which indicate how well the economy is doing and
how well the economy is going to do in the fpture.
Excuse me, I do not understand what GDP means.

GDP refers to the Gross Domestic Product which is used
to measure economic activity and thus is both a
procyclical and coincident economic indicator.

It sounds too complicated and abstract. Would you like
to explain it in simple words?

OK. If the economy is doing well, this number is
usually increasing, whereas if we're in a recession, this
indicator is decreasing. The Gross Domestic Product

(GDP) is an example of a procyclical economic indicator.
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Andy :

Chl‘iS s

Andy H

ChIiS :

Andy H

Chris;

Andy H
Chl'lS A

I see. Are economic indicators very important?
Definitely, investors can use all the information from
economic indicators at their disposal to make decisions. If a
set of economic indicators suggest that the economy is going
to do better or worse in the future than they had previously
expected, they may decide to change their investing strategy.
Oh, what are the other economic indicators besides
GDP, unemployment rate, or the inflation rate?
Generally, these indicators fall into seven broad categories:.
Total Output, Income, and Spending; Employment,
Unemployment, and Wages; Production and Business
Activity; Prices; Money, Credit, and Security Markets;
Federal Finance ; International! Statistics.

I think each of the statistics in these categories are also
very important for all investors. .
Yes. These categories help create a picture of the
performance of the economy and how the economy is
likely to do in the future. GDP we talked about is one of
the categories of Total Output, Income, and Spending.
So they are vital in economic activities.

And what about Employment, Unemployment, and Wages?
These statistics cover how strong the labor market is and
they include the following: the Unemployment Rate,
which is a lagged, countercyclical statistic; Level of
Civilian Employment, measuring how many people are
working; Average Weekly Hours, Hourly Earnings,
and Weekly Earnings, Labor Productivity.

As you say, Production and Business Activity must
cover how much businesses are producing and the level

of new construction in the economy, isn’t?
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ChI'iS H

Andy H
ChI'iS H

Andy H

Chl'iS H
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Right, change in business inventories is an important
leading economic indicator as they indicate changes in
consumer demand. However, Prices, this category
includes both the prices consumers pay and the prices
businesses pay for raw materials and includes producer
prices and consumer prices.

We often hear the terms about Money, Credit, and
Security Markets in our daily life, what they mean in
economic indicators?

These statistics measure the amount of money in the
economy as well as interest rates. Nominal interest rates
are influenced by inflation, so like inflation they tend to
be a procyclical and coincident economic indicator.

What are the other indicators about?

Federal Finance are measures of government spending
and government deficits and debts. Governments
generally try to stimulate the economy during recessions
and to do so they increase spending without raising
taxes. Whereas International Trade as an indicators are
measure of how much the country is exporting and how
much they are importing, Measures of international
trade tend to be coincident economic indicators.

I see the importance of indicators now! While we cannot
predict the future perfectly, economic indicators help us
understand where we are and where we are going.
Thank you very much!

I am glad you get it. In the upcoming weeks I will be
looking at individual economic indicators to show how
they interact with the economy and why they move in the

direction they do.
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Words and Expressions

category [ 'kaetigori | n. class or group of things in a complete
system of grouping 25#Y; L%

coincident [ kou'insident | adj. happening at the same time by
chance —3(#; HFEH

cyclical [ 'saiklikl ] adj. the regularly repeated nature of
economic activity M ; BHIK

lag [laeg] v. (behind sb. / sth.) go too slow; fail to keep pace
with others % /5; R

recession [ ri'sefon] n. temporary decline in economic activity or

prosperity (£¥%) ZFik; ARA

Special Terms and Phrases
economic indicators 2235 HE %

Gross Domestic Product [ N4 7= B1{E
inflation rate # HEAK %K

interest rates | %

Security Markets {F3¥1i1%
unemployment rate 4\ #

Exercises
1. Answer the following questions.
1. What are economic indicators?
2. What does GDP mean?
3. What is the function of GDP?
4. How many categories of economic indicators are classified?
What are they?
5. What may help investors decide to change their investing
strategy?

6. What is the role of economic indicators?



Unit One 5

II . Discussing Questions:
1. Take some examples to explain the role of economic
indicators.

2. Discuss the components of economic indicators.

Part Two Text

Economics' : The Foundation of Business

An economy is the institutional structure through which
individuals in a society coordinate their diverse wants and desires. ?
An economic system is the system by which the economy is
organized. For example, if an economy is organized through
markets, it is a market economic system. Discipline of economics
studies how scarce resources are allocated among the alternative
users, Economics is the study of economies, the study of how human
beings coordinate their wants, given the institutional structures of the
society. In the study of economics, coordination refers to how the
three central problems facing any economy are solved.

These central problems are:

1. What, and how much, to produce?
2. How to produce it?

3. For whom to produce it??

Understanding economics is essential to understanding
business’. No single definition of economics satisfies everyone,
but let’s look at one concise description: Economics is the study
of how a society (people) chooses to use scarce resources to
produce goods and services and to distribute them to people for
consumption. This definition raises certain issues that are key

to understanding economics: resources, goods and services, and
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allocation of both resources and products. Let’s discuss each of
them,

Resources A nation’s resources consist of three broad
areas; natural, capital, and labor. Natural resources are
provided by nature in limited amounts; they include crude oil,
natural gas, minerals, timber, and water. Natural resources
must be processed to become a product or to be used to produce
other goods or services. For example, trees must be processed
into lumber before they can be used to build homes, shopping
malls, and schools. Capital resources are goods produced for the
purpose of making other types of goods and services. Some
capital resources, called current assets®, have a short life and are
used up in the production process. These resources include fuel,
raw materials, paper, and money. Long-lived capital
resources, which can be used repeatedly in the production
process, are called fixed capital. Examples include factory
buildings, compact-disk machines, personal computers, and
railroad cars. Labor resources represent the human talent of a
nation. To have value in the labor force, individuals must be
trained to perform either skilled or semiskilled work. For
example, the job of physicist requires extensive training,
whereas only minimal training is needed to operate a service
station’s gas pumps®. This collection of human talent is the
most valuable national resource. Without human resources, no
productive use of either natural or capital resources is possible.

Goods and Services A nation’s resources are used to
produce goods and services that will meet people’s needs and
wants. Needs are goods and services people must have simply to
exist. Wants, on the other hand, are things they would like to

have but do not absolutely need for survival. Such items as



food, clothing, shelter, and medical care are needs; video
recorders, cassettes, fashionable clothes, and luxury vacations
are wants, A person’s wants can be unlimited: as soon as one
want is satisfied, another is created. Even wealthy people tend
to have unlimited wants., Henry Ford’ was once asked how much
money it would like before a person would stop wanting more.
He reportedly answered, “Just a little bit more”. Goods and
services produced in the United States, each product
manufactured, each service offered are designed to meet needs
and satisfy wants of consumers. Businesses start and operate
hoping to produce some item or service that the public will like
well enough or need badly enough to buy. Considering that
people have many needs plus an almost unlimited list of wants,
is it possible to satisfy all of the population’s needs and wants?
The answer is no.

Resource allocation All countries face the age-old economic
problem of limited resources and unlimited wants, We all
know, for example, that the supply of oil and natural gas in the
United States is a limited natural resource. Even the amount of
capital resources, such as corporate stocks and bonds that can be
raised during a specific period, is limited. Because we live in a
world in which the quantity of all resources is limited, we must
make choices about how these scarce resources are to be used.
To make these choices, we have to answer three fundamental
economic questions; What goods and services will be produced,
and in what quantities? What industrial goods and what
consumer goods will be produced? Apartments or new houses?
Railroad cars or large trucks? How will goods and services be
produced, and by whom? For instance, will energy be produced

from coal, natural gas, or nuclear power? Who will use the



8 WM& FEHE

goods and services? When the goods and services are divided,
who is to benefit from their use? Rich or poor? Families or single
people? Old or young? Once these questions are answered, we
have a basis for choosing how our resources will be used, how
they will be allocated to best satisfy consumers’ wants and
needs. In a free enterprise economy, allocation of resources also
involves other issues. Should the need for business prosperity
and success be a consideration? What priority should be given to
government’s need for resources? In our economy, allocating
resources, especially scarce resources, involves all these
questions.

Allocation can be very complicated, indeed. In the United
States, answers to these questions differ from answers in Cuba,
Russia, or Sweden. The different answers are the result of the
economic systems used in various countries. Today market
economic system is the most dominant system in the world,
which based upon private property and the market in which, in
principle, individuals decide how, what and for whom to
produce. * Under market system, individuals are encouraged to
follow their own self- interest, while market forces of supply and
demand are relied upon to coordinate those individuals pursuits.
Distribution of goods is to each individual according to his or her
ability, effort, and inherited property.

Reliance upon market forces doesn’t mean that political,
social and historical forces play no role in coordinating economic
decisions. These other forces do influence how the market
works. For example, for a market to exist, government must
allocate and defend private property rights-the control a private
individual or firm has over an asset or a right. The concept of

private ownership must exist and must be accepted by



individuals in society.

Markets work through a system of rewards and payments®.
If you do something you get paid for doing that something; if
you take something, you pay for that something. How much
you get is determined by how much you give. This relationship
seems fair to most people. But there are instances when it
doesn’t seem fair. Say someone is unable to work. Should that
person get nothing?

In market economies, individuals are free to do whatever
they want as long as it’s legal. The market is relied upon to see
what people want to get, and want to do, is consistent with
what’s available. Price is the mechanism through which peoples’
desires are coordinated and goods are rationed. '° If there is not
enough of something to go around, its price goes up; .if more of
something needs to get done, the price given to individuals goes
up. If something isn’t wanted or doesn’t need to be done, its
price goes down. Under market economies, fluctuations in
prices play a central role in coordinating individual’s wants.

Because prices have important effects on that individuals’
decisions, the microeconomics is frequently called “ Price

711 And we know economics is divided into two different

theory
branches: Macro & Micro economics. Macroeconomics'? deals
primarily with aggregates (total amount of goods & services
produced by society) and absolute levels of prices. It addresses
issues such as level of growth of national output (GNP® &
GDP" ), interests rates, unemployment and inflation.
Microeconomics is a study of public, business choices. In a
word, economics is the study of choice, which is about people
and how they choose to use limited resources in an effort to

satisfy unlimited wants.



