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Mnit 1

As you begin to study ecomomics, you may be curious about what we will be
discussing. Ask yourself the following questions: What determines the price of automobiles,
TV sets, food, and other items you buy? What determines whether the economy next year will
grow and prosper or experience problems such as unemployment and inflation? What
determines the amount of income you can eam and the total income eamed by all
individuals in the economy? Should you spend your time tomorrow studying economics or in
another way?

These and similar questions are what economics is about. Of course, to be able to answer
them, you will have to leam something about the principles of economics and how to think

like an economist.

c What is Economics?]

No simple definition of economics can fully explain all that economists do. However, we
can say that economists study how the economy works and why—as evidenced by such
problems as poverty, unemployment, and inflation—it sometimes works poorly. In fact,
economics can be characterized by the questions it seeks to answer.

Economics is also a way of thinking. Economists approach the study of real-world
problems from the standpoint of certain basic economic principles. They assume that
individuals choose those options that best help them achieve their goals. Economists also
believe that a business seeks to maximize profits and that it will produce more goods when it
can eam greater profits.



Economics

Economics may also be viewed as a collection of concepts about and perspectives on
some of the problems societies face. These concepts and perspectives are derived from the
economic way of thinking. In later chapters, you will learn many principles to help you
understand and predict economic events. First, however, we need to look at what economists
study and to see how these studies have led to some basic economic principles and ways of

thinking.
“Eeolumdcsbasbulyol’ﬂlelmlwoﬂd

First and foremost the study of economics is motivated by a desire to understand the
real world. Although economists sometimes find it useful to consider how the economy might
operate under hypothetical situations, they do so in order to help them understand how an
economy in the real world operates. In the final analysis, economics is a study of the real
world. '

In this textbook our principal focus is on the economy of the United States—the
individuals who work , manage businesses and households, and run the government. We want
to understand why they engage in economic activities such as working, producing, saving,
investing, and consuming. We want to know how they react to changes in economic
circumstances that have occurred or might occur. For example, in the 1970s, certain events
caused a significant rise in the world price of oil. Economists studied this unprecedented
change and what happened as a result. And, when Congress was debating the tax reform
measures passed in 1986, economists helped by predicting the results of various proposals.

When economists study real-world problems, they ask—and try to answer—many
questions. Why is the unemployment rate so high and what, if anything, can be done to
lower it? What causes inflation and what can be done to minimize it? What are the causes
and consequences of the large federal budget deficit? Why does the United States have a
large trade imbalance? What caused the Great Depression in the 1950s and the recession
in the early 1980s? Should a business build a new plant, or produce a new product? What
are the economic advantages and costs of buying a new house, or attending college? Without

an understanding of economic principles you cannot answer such questions.

alﬂumnnﬂcsisasbdyofsaudty

One of the economic facts of life is that each of us has wants: food to eat, clothing to
. 2.



wear, cars to drive, and, of course, a college degree. Scarcity is one of the most important
economic concepts, and you should understand what it means at the outset.

Economists agree that the individual and collective wants of society are unlimited. No
matter how much we have, we always seem to want something else. Of course, we might have
enough of some specific thing at some particular time—all the turkey we want during
Thanksgiving dinner, for example. But history suggests that no matter how hard we work and
how prosperous we become, we are unlikely to be able to satisfy all our wants.

At the same time the ability to satisfy wants is limited. Scarcity is most evident to each
of us as the limited income we have and the limited amount of time in each day and week .
We must decide how to spend our income and time. Society’s ability to satisfy wants is also
limited. At any one time, only so many natural resources, only so many factories, and only so
many workers are available. Scarcity—the inability to have all that we want—is a
fundamental fact of life. Economics is a study of how society addresses the fundamental
problem of scarcity.

el‘}cononieshaslndyofdloiees

Scarcity is important because it requires individuals and society to make choices. But
how do individuals decide what to buy, how do businesses decide what to produce, and how
does government decide what activities to undertake? Economists are very much interested in
these questions,and many of the principles of economics that you will encounter are ideas
about how choices are made and the factors that influence choices. All choices are related to
the implications of scarcity. Since we cannot satisfy all wants no matter how hard we try, we
have to choose among them. Economics is a study of how individuals and society choose
which wants to satisfy and how to satisfy them.

QMBaMMMorM

Although scarcity means that we cannot have everything we want, we can obtain some of
the things we want through trade or exchange. Trade or exchange between individuals and
economies is an extremely important economic activity . Trade occurs in all types of societies
and in all kinds of ways. Individuals in positions of authority may trade favors: “Help me
with this,and I'll put in a good word for you” or “You vote for my bill and I’ll vote for

< 3.
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yours.” Trade occurs between individuals, individuals and businesses, businesses and
businesses, and economies . Economics is a study of how trade or exchange is carried on.

One very important economic principle is that trade can benefit both parties; that is,
both parties to a trade may be betier off as a result. For example, you want to eat at a nice
restaurant this weekend but are short of funds. Your roommate has $20 and is in danger of
flunking the upcoming economics quiz. By trading your tutoring services for the $20, you
both gain: Your roommate passes the economics quiz,and you enjoy a nice meal.

Trade results from different preferences, different resources, and different capabilities . In
each case, trade can lead to mutual gains. For example, you and I may have different
musical preferences. I love opera but consider rock music to be noise. Your musical tastes
are the opposite. If I trade you three tapes of rock music my teenaged children bought me for
my birthday for three tapes of opera your parents bought you to improve your musical tastes,
we will both be better off. Different preferences make trade desirable.

Countries often trade because they possess different resources. Saudi Arabia, for
example, has a lot of oil but little land suitable for growing wheat. The United States,on the
other hand,, uses more oil than it produces but has a lot of land suitable for growing wheat . By
trading wheat for oil, both countries can get more of what they want. Differences in resources
make it possible for both parties to gain from trade.

Finally, trade allows individuals and countries to specialize, that is, to concentrate their
efforts and resources, supplying goods that they'can produce most efficiently. For example,
suppose that we are neighbors, each with two jobs to do this week : paint our houses and build
sheds in our backyards. I am a good carpenter but a lousy painter: your skills are just the
reverse.If 1 build both sheds and you concentrate on painting both houses, we can both
finish sooner and have more free time.

In the United States and similar economic systems, most exchanges take place in
markets. A market is the economist’s way of referring to the arrangements that bring together
the buyers and sellers of some particular resource, good, or service. Because of their
importance in the United States, we will devote a significant amount of time to understanding
how markets work .

thasﬁdyoforgudm

In the United States, trade occurs most often between different components of the
. 4 .



economy, which we can generally class as households (and the individuals within them),
businesses, and government. These components interact in a variety of ways. Individuals
work for businesses and government . Businesses produce goods and services for households,
government, and other businesses . Govemment taxes households and businesses and provides
roads, national defense, and laws regulating economic and noneconomic behavior. Viewed
as a whole, economic interactions constitute an economic system, or the way society is
organized to address the economic problem of scarcity . Economics is a study of how different
economic systems address the fundamental problem of scarcity.

There are many types of economic systems. The economic system of the United states,
for example, is known as market capitalism. It has two principal characteristics: (1) most
resources are owned by private individuals; and (2) most economic interactions occur in
markets, where resources, goods, and services are bought and sold. But there are other types
of economic systems. The system in the Soviet Union is planned socialism. In this type of
system most resources are owned and their use is controlled by the government. While both
the United States and the Soviet Union face the problem of scarcity, their economic systems—
how they address scarcity—are very different, Economics is a study of the implications of
different forms of economic organization.

Regardless of the type of economic system, certain economic principles always apply. For
example, trade or exchange plays a role in every society. In addition, all societies face the
problem of scarcity; thus all are forced to make choices. And regardless of how a society is
organized, all decisions are ultimately made by individuals. In the United States, where
private ownership prevails, individuals decide how to use the resources and goods they own.
In the Soviet Union, with its system of public ownership and centralized control,, more
decisions are made by individuals in government agencies. You can better understand either

system by learning more about how choices are made.

New Words

evidence n . a thing or things helpful in forming a conclusion or judgment
UEHE

option n . choice EFE

perspective n. subjective evaluation of relative significance; a point of view

5 .




WA,

foremost adj . ahead of all others, especially in position or rank R EE A,
HEM '

motivate vt . to provide with an incentive; move to action; impel B4tz
bl #E3h ,

hypothetical adj. predicting of, relating to, or based on a hypothesis {B € i)

outset n. the beginning; the start JF ¥, FF 46

e.g. Problems arose at the very outset.

RIRIES , A T HxE.

evident adj. easily seen or understood ; obvious B B A, B SR AY
addresses t. to deal with: ikt
encounter ¢, to meet, especially unexpectedly; come upon 38l , 8 3|

e.g.encountered an old friend on the street.

EH ERREI I ER,

flunk v. to fail, especially in a course or an examination /S ¥
tutor v. to act as a tutor to; instruct or teach privately fEHy------ KREE
P, A THS
opera n. a theatrical presentation in which a dramatic performance is
set to music HKE
lousy adj. extremely contemptible; nasty YK, 158 4
e.g.a lousy trick. Al %A BAER,
component n . a constituent element, as of a system {4}
ultimately ady. at last;in the end; eventually &% J5 , X F
Phrases and Idiomatic Expressions
derive from to obtain or receive from a source M ------ kg
be better off SV HT I, B




price
unemployment
inflation

income

total income
poverty

profit

working

producing

saving

investing
consuming
economic circumstances
tax reform
unemployment rate
federal budget deficit
trade imbalance
Great Depression
recession

cost

want

scarcity

individual want
collective want
resource

choice

trade

exchange
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economic activity
mutual gains
specialization

market

good

service

household

business

government

economic behavior
noneconomic behavior
economic interaction
economic system
market capitalism
planned socialism
economic organization
private ownership

public ownership
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Exercises

1. Please answer the following questions.

(1)What do economists study? Can you give examples?

(2)How to understand the sentence “economics is a way of thinking”?
(3)Why is economics a study of the real world?

each other?
.8 -

(4)How are wants linked to scarcity?

{5)Why are choices related to scarcity?

(6)Does trade only occur in societies of market economy? Why/Why not?

(7)Please use examples to illustrate the concept: trade can lead to mutual gains.
(8)What is the connection between trade and specialization?

(9)What are the three important components of the economy? How do they interact with



(10) Do different economic systems share any mutual principles? Please give examples.
2. Please translate the following terminologies into English.

(1) SRRk

(2)#HE

(3) 5% 2

(4) ok

(5)MET K

(6)FIEF/K

(1B

(8) 3 H

(9%

(10)&FFiR R

ADWHEFEEX

3. Please translate the following Chinese sentences into English.

(DEFFAB A LB SR 2 mih N RS R AN B SAENES.

QWG LA RNFTAEMNTER, REFF-MELREL, ZHFEREH
FAL S TR IX — R A BB FF

(G)YAFER A R S AL PR BT 3 R TR AR ] £ B X /R .

(4)— M EFEENETFRER R 5RO 5K is ; W2V, /5 KU
SHEMTREEHFHIZTTRO

SYRIMesME oV EXFRESRL, FITEHBERRESELHA S
a1 3k 2 B AT BE o

4. Please translate the following English sentences into Chinese.

(1) However, we can say that economists study how the economy works and why—as
evidenced by such problems as poverty, unemployment, and inflation—it sometimes
works poorly.

(2) Economists recognize, however, that individuals and societies must face the
fundamental problem of scarcity: Although individual and collective wants are
unlimited, the resources available to satisfy those wants are limited.

(3) Although scarcity means that we cannot have everything we want,we can obtain some
of the things we want through trade or exchange. Trade or exchange between
individuals and economies is an extremely important economic activity.

(4)Finally, trade allows individuals and countries to specialize, that is, to concentrate their

.9 .




efforts and resources, supplying goods that they can produce most efficiently.
(5) In the United States, trade occurs most often between different components of the
economy , which we can generally class as households (and the individuals within

N
\‘l.

them) , businesses, and government .
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