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Unit 1

Intfroduction to Economics

Introduction

As the famous economist Paul A. Samuelson noted: There is one overriding reason for
learning the basic lessons of economics: all your life — from cradle to grave and beyond — you will run
up against the brutal truths of economics. So it is essential for everyone to know something about

economics because learning economics is to know about our society as a whole.

What is economics?

The word economy comes from the Greek word for “one who manages a household”. At
first, this origin might seem peculiar. But, in fact, households and economics have much in
common.

A household faces many decisions. It must decide which members of the household
do which tasks and what each member gets in return: Who cooks dinner? Who gets to
choose what TV show to watch? In short, the household must allocate its scarce resources
among its various members, taking into account each member’ s abilities, efforts, and
desires.

Like a household, a society faces many decisions. A society must decide what jobs will
be done and who will do them. It needs some people to grow food, other people to make
clothing, and still others to design computer software. Once society has allocated people (as
well as land, buildings and machines) to various jobs, it must allocate the output of goods
and services that they produce. It must decide who will eat caviar and who will eat potatoes. It
must decide who will drive a Porche and who will take the bus.

. . . - .
The management of society's resources is important because resources are scarce. Scarcity
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means that society has less to offer than people wish to have. Just as a household cannot give

every member everything he or she wants, a society cannot give every individual the highest
standard of living to which he or she might aspire.

Economics is the study of how society manages its scarce resources. In most societies,
resources are allocated not by a single central planner but through the combined actions of
millions of households and firms. Economists therefore study how people make decisions:
how much they work, what they buy, how much they save, and how they invest their savings.
Economists also study how people interact with one another. For instance, they examine how
the multitude of buyers and sellers of a good together determine the price at which the good is
sold and the quantity that is sold. Finally, economists analyzes forces and trends that affect
the economy as a whole, including the growth in average income, the fraction of the population
that cannot find work, and the rate at which prices are rising.

Every human society — whether it is an advanced industrial nation, a central planned
economy, or an isolated tribal nation — must confront and resolve three fundamental
economic problems: What commodities are produced and in what quantities? How are goods
produced? For whom are goods produced?

The field of economics is traditionally divided into two broad subfields. Microeconomics
is the study of how households and firms make decisions and how they interact in specific
markets. Macroeconomics is the study of economy - wide phenomena. A microeconomist
might study the effects of rent control on housing in New York City, the impact of foreign
competition on the U. S. auto industry, or the effects of compulsory school attendance on
workers’ earnings. A macroeconomist might study the effects of borrowing by the federal
government, the changes over time in the economy’ s rate of unemployment, or alternative
policies to raise growth in national living standards.

Microeconomics and macroeconomies are closely intertwined. Because changes in the
overall economy arise from the decisions of millions of individuals, it is impossible to
understand macroeconomic developments without considering the associated microeconomic
decisions. For example, a macroeconomist might study the effect of a cut in the federal
income tax on the overall production of goods and services. To analyze this issue, he or she
must consider how the tax cut affects the decisions of households about how much to spend
on goods and services.

Despite the inherent link between microeconomics and macroeconomics, the two fields
are distinct. In economics, as in biology, it may seem natural to begin with the smallest unit
and built up. Yet doing so is neither necessary nor always the best way to proceed.

Evolutionary biology is, in a sense, built upon molecular biology, since species are made up of

By
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molecules. Yet evolutionary biology and molecular biology are separate fields, each with its

own questions and its own methods. Similarly, because microeconomics and macroeconomics
address different questions, they sometimes take quite different approaches and are often

taught in separate courses.

Key words and phrases

allocate [ '&lokeit | vt. 72K, 41BC

caviar | 'kaevia: | n. i T

Porche n. {#AHE(442)

scarce | skeas | adj. Z W), AR, HAH, AFEEW

scarcity n. St =, AR Fi B

aspire [a'spaia] v WEH,ER A ET A MO IGEEUR R H bR 50 2 iE 2
multitude [ 'maltitjurd ] n. 2%, BEAR
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intertwine [ into'wain | v. 2448, (fii ) 428

inherent adj. 4 1), WTER, 5EEER

molecular [ 'molikju:la ] adj. [ fb 15384, T4 E

Exercises

1. Please translate the following sentences into Chinese.

(1) Economics is a subject in which a little knowledge goes a long way.

(2) Economics combines the virtues of politics and science. It is, truly, a social
science. Its subject matter is society — how people choose to lead their lives and
how they interact with one another. But it approaches its subjects with the
dispassion of a science. By bringing the methods of science to the questions of
politics, economics tries to make progress on the fundamental challenges that all
societies face.

(3) Of course, studying economics cannot make you a genius. But without economics the
dice of life are loaded against you.

(4) Economics is a fascinating field in its own right. Generations of students, often to their
surprise, have discovered how stimulating economics can be.

(5) Economics is a dynamic science — changing to reflect the shifting trends in economic

affairs, in the environment, in the world economy, and in society at large.
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2. Please answer the following question briefly.

What are the three fundamental problems every society must confront and resolve?

TED: (FRATTAY A A2 8 2 A9)

Discussion: According to the speaker, we can create an abundant life because scarcity is
contextual. Do you agree with him? If you do, how can we make an abundant life

possible?
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Introduction

When asked, “What is the most powerful thing on Earth?” The answer may vary from
person to person. However, no one can deny the power of thought. The thoughts of some great
thinkers have such tremendous and profound effects on our life that we can feel their impacts

almost every day.
Adam Smith: Founding Father of Economics

“For what purpose is all the toil and bustle of this world? What is the end of avarice and
ambition, of the pursuit of wealth, of power, and preeminence?” Thus wrote Adam Smith
(1723—1790), of Scotland, who glimpsed for his social world of economics what Isaac
Newton recognized for the physical world of the heavens. Smith answered his questions in
The Wealth of Nations (1776), where he explained the self-regulating natural order by which
the oil of self - interest lubricates the economic machinery in an almost miraculous fashion.
Smith believed that the toil and bustle had the effect of improving the lot of the common man
and woman. “Consumption is the sole end and purpose of all production. ”

Smith was the first apostle of economic growth. At the dawn of the Industrial Revolution,
he pointed to the great strides in productivity brought about by specialization and the division
of labor. In a famous example, he described the specialized manufacturing of a pin factory in
which “one man draws out the wire, another straightens it, a third cuts it”, and so it goes.
This operation allowed 10 people make 48,000 pins in a day, whereas if “all wrought
separately, they could not each of them make twenty, perhaps not one pin a day”. Smith saw

the result of this division of labor as “universal opulence which extends itself to the lowest
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ranks of the people”. Imagine what he would think if he returned today to see what two more
centuries of economic growth have produced!

Smith wrote hundreds of pages railing against countless cases of government folly and
interference. Consider the seventeenth - century guild master who was attempting to improve
his weaving. The town guild decided, “If a cloth weaver intends to process a piece according
to his own invention, he should obtain permission from the judges of the town to employ the
number and the length of threads that he desires after the question has been considered by
four of the oldest merchants and four of the oldest weavers of the guild. " Smith argued that
such restrictions — whether on production or on foreign trade — limit the proper workings of
the market system and ultimately hurt both workers and consumers.

None of this should suggest that Smith was an apologist for the establishment. He had a
distrust of all entrenched power, private monopolies as much as public monarchies. He was
for the common people. But, like many of the great economists, he had learned from his
research that the road to waste is paved with good intentions.

Above all, it is Adam Smith’ s vision of the self-regulating “invisible hand” that is his

enduring contribution to modern economics.

John Keynes: The Patron Saint of Macroeconomics

Every discussion of macroeconomic policy must begin with John Maynard Keynes.
Keynes (1883—1946) was a many - sided genius who won eminence in the fields of
mathematics, philosophy and literature. In addition, he found time to run a large insurance
company, advise the British treasury, help govern the Bank of England, edit a world - famous
economies journal, collect modern art and rare books, start a repertory theater, and marry a
leading Russia ballerina. He was also an investor who knew how to make money by shrewd
speculation, both for himself and for his college, King s College, Cambridge.

His principal contribution, however, was his invention of a new way of looking at
macroeconomics and macroeconomic policy. Before Keynes, most economists and policy -
makers accepted the highs and lows of businesses cycles as being as inevitable as the tides.
These long - held views left them helpless in the face of the Great Depression of the 1930s.
But Keynes took an enormous intellectual leap in his 1936 book, The General Theory of
Employment, Interest and Money. Keynes made a twofold argument: First, he argued that it is
possible for high unemployment and underutilized capacity to persist in market economies.
In addition, he argued that government fiscal and monetary policies can affect output and

thereby reduce unemployment and shorten economic downturns.
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These propositions had an explosive impact when Keynes first introduced them,

engendering much controversy and dispute. In the postwar period, Keynesian economics
came to dominate macroeconomics and government policy. During the 1960s, virtually every
analysis of macroeconomic policy was grounded in the Keynesian view of the world. Since
then, new development incorporating supply factors, expectations, and alternative views of
wage and price dynamics have undermined the earlier Keynesian consensus. While few
economists now believe that government action can eliminate business cycles, as Keynesian
economics once seemed to promise, neither economies nor economics policy has been the

same since Keynes' great discovery.
Karl Marx: Economist as Revolutionary

On the surface, Karl Marx (1818—1883) lived an uneventful life, studiously poring
through books in the British Museum, writing newspaper articles, and working on his
scholarly studies of ecapitalism. Although originally attracted to German universities, his
atheism, pro - constitutionalism, and radical ideas led him to journalism. He was eventually
exiled to Paris and London, where he wrote his massive critique of capitalism, Capital (1867,
1885,1894).

The centerpiece of Marx’s work is an incisive analysis of the strengths and weaknesses
of capitalism. Marx argued that all commodity value is determined by labor content — both
the direct labor and the indirect labor embodied in capital equipment. For example, the value
of a shirt comes from the efforts of the textile workers who put it together, plus the efforts of
the workers who made the looms. By imputing all the value of output to labor, Marx
attempted to show that profits — the part of output that is produced by workers but received
by capitalists — amount to “unearned income”.

In Marx’ s view, the injustice of capitalists’ receiving unearned income justifies
transferring the ownership of factories and other means of production from capitalists to
workers. He trumpeted his message in The Communist Manifesto (1848): “Let the ruling
classes tremble at a Communist revolution. The proletarians have nothing to lose but their
chains. ” And the ruling capitalist classes did tremble at Marxism for more than a century!

Like many great economists, but with more passion than most, Marx was greatly moved
by the struggle of working people and hoped to improve their lives. He penned the words that
appear on his gravestone: “Up’ till now philosophers have only interpreted the world in
various ways. The point, though, is to change it!”

Our epitaph for Marx might echo the appraisal of the distinguished intellectual

o
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historian, Sir Isaiah Berlin: “No thinker in the nineteenth century has had so direct,

deliberate and powerful an influence on mankind as Karl Marx. ”
Key words and phrases
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Exercises

1. Please translate the following sentences into Chinese.

(1) A man is but the product of his thoughts. What he thinks, he becomes.

(2) It is not from the benevolence of the butcher, the brewer, or the baker that we expect our
dinner, but from their regard to their own interest.

(3) In his new theory Keynes developed an analysis of what causes unemployment and
economic downturns, how investment and consumption are determined, how central
banks manage money and interest rates, and why some nations thrive while others
stagnate.

(4) Marx saw capitalism as inevitably leading to socialism. In Marx’ s world, technological
advances enable capitalists to replace workers with machinery as a means of earning
greater profits. But this increasing accumulation of capital has two contradictory
consequences. As the supply of available capital increases, the rate of profit on capital
falls. At the same time, with fewer jobs, the unemployment rate rises, and wages fall.

(5) Marx argued that economic interests lie behind and determine our values. The reason,
Marx held, is that people’ s beliefs and ideologies reflect the material interests of their

social and economic class.
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2. Please answer the following question briefly.

According to the text, what are the three economists’ major contributions?
TED: (K i 44 AneT 34 ah 17 30 )
Discussion: According to this speech, how are great leaders and innovators different from

ordinary people? Is this speech related to our text? If so, in what ways?
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