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The Introduction of Economics
By N. Gregory Mankiw

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 economies 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 does the laundry? Who gets the extra dessert at 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 dene 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 also 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 Porsche and who will take the bus.

The management of society’s resources is important because resources are
scarce. Scarcity means that society has limited resources and therefore cannot
produce all the goods and services 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.
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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
analyze 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.

Although the study of economics has many facets, the field is unified by
several central ideas. In the rest of this chapter, we look at Ten Principles of
Economics. These principles recur throughout this book and are introduced
here to give you an overview of what economics is all about. You can think of
this chapter as a “preview of coming attractions”.

There is no mystery to what an “economy” is. Whether we are talking
about the economy of Los Angeles, of the United States, or of the whole
world, an economy is just a group of people interacting with one another as
they go about their lives. Because the behavior of an economy reflects the
behavior of the individuals who make up the economy, we start our study of
economics with four principles of individual decision-making.

. The first lesson about making decisions is summarized in the adage: “There
is no such thing as a free lunch.” To get one thing that we like, we usually have
to give up another thing that we like. Making decisions requires trading off one
goal against another. Consider a student who must decide how to allocate her
most valuable resource — her time. She can spend all of her time studying
economics; she can spend all of her time studying psychology; or she can divide
her time between the two fields. For every hour she studies one subject, she
gives up an hour she could have used studying the other. And for every hour
she spends studying, she gives up an hour that she could have spent napping,
bike riding, watching TV, or working at her part-time job for some extra
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spending money.

Or consider parents deciding how to spend their family income. They can
buy food, clothing, or a family vacation. Or they can save some of the family
income for retirement or the children’s college education. When they choose to
spend an extra dollar on one of these goods, they have one less dollar to spend
on some other .good.

When people are grouped into societies, they face different kinds of trade-
offs. The classic trade-off is between “guns and butter”. The more we spend on
national defense to protect our shores from foreign aggressors (guns), the less
we can spend on consumer goods to raise our standard of living at home
(butter). Also important in modern society is the trade-off between a clean
environment and a high level of income. Laws that require firms to reduce
pollution raise the cost of producing goods and services. Because of the higher
costs, these firms end up earning smaller profits, paying lower wages, charging
higher prices, or some combination of these three. Thus, while pollution
regulations give us the benefit of a cleaner environment and the improved
health that comes with it, they have the cost of reducing the incomes of the
firms’ owners, workers, and customers.

Principles of Economics (3rd Edition, 2004)

New Words, Phrases & Expressions

economy ['konemi] n. 8, P4, 2F L&, 2F KA

household ['haushauld] n. —FA, K&, K%, E%; adj. REY, REN X5
&, 4ideg, FEH

peculiar [pr'kjuilie] adj. 449, E R4, 4%

laundry ['loindri] n. $t&JE, Z5th RIR, B

society [so'saisti] n. #&,# XK, LiAits

resource [ri'sos] n. TR, M A, bk, Kk

limited ['imitid] adj. AR, BT 6,52 4 L

individual [undi'vidjusl] n. ANA,ANMK; adj. AA16, $akeg , AAH
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standard ['steendod] n. #5f, MAe; adj. FREE, R, F—iRE

economics [ ikka'nomiks | n. 2% % v

firm [fam] n. 28, (&K HF; adj. &%, FE G, KE G, ke

interact [intor'sekt] v. ZAGMER , ZARH

determine [di'tamin] v. &, HE,ME 2T LR

price [prais] n. ##, #r8, RKAr; v. &eeer ML AFAME

quantity [ 'kwontsti] n. &,% ¥

affect [o'tekt] v. ®h, 83,2 £, B%

preview ['privviuw:] v., n. FAER, LA, TR

mystery [ 'mistor1] n. Ak, AFAA B

principle [ 'prmsopl] n. ¥, RE, RE

divide [di'vaid] v. &-,%4, 9,

extra ['ekstro] adj. SSM&, 45 K60, 812805 adv. SR, 3EF, A4 n. s
HAERH), (RE) T, LFE R

income ['mkam] n. M\, M, SEdk, BTAR

vacation [ va'keifan;ver-] n. BH#, KB, (FRFE M EH; v. (£)ER KR

consumer [ kon'sjums] n. % &

environment [ n'varorenment ] n. 2R3, /MR

in fact FEE

in common - ¥

take into account FA, F & E|

in short S LECEES

as well as W, X

for instance 4] 4w

give up - AHF AR FLE) AL, HFF ikl Jer o R
make decision YEik &

different kinds of Y O3

trade-off AR

Technical Terms

economy %%
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economics gZHF
society 4
scarcity AR

Proper Names

N. Gregory Mankiw N« %32 « 2 2(1958— ), £ B X FL2FFHK,

Notes to the Text

(1) 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
economies have much in common.

SHEXMRETHREE, AR BE-ITMRERN. F—F, XTER
PE A&, BFL L. REMNSFAETLIRZL. :

Ao NEFTA BB IL-F#W DL A B R BTk, A RE Ty B AR &4
FEEWEIFMT B+ 2 EED U, BN RO RFEMBIRNE .

(2) In short, the household must allocate its scarce resources among its
various members, taking into account each member’s abilities, efforts, and
desires.

82 RELFEBIGTRANES B HMEBE, UESTHATERE

“allocate ... among : .. BN LE e Z A4 e PR,

(3) Once society has allocated people (as well as land, buildings, and
machines) to various jobs, it must also allocate the output of goods and services
that they, produce.

— HAL S AT R st @B RIS R & F T, BRI i
WA A =& R S S RS .

T - HiE%F S HHREFHAR— M ESEF MBI 1k 8 T AN,
T A R U@ SRS S AR A, ﬁuﬁ%§?%M~2ﬁ4§§Uﬁf HIHR
B, MRIES B IFFEE R R

(4) Scarcity means that society has limited resources and therefore cannot
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produce all the goods and services people wish to have.

Mot BRI SHA WTEERA RN, B, AL ANEBRE WA
Y535 % . '

H MR, Bt IR A TEZRBERE, XEEF#N— M EARE.

(5) 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. |

B, 2B F X E — R R E L E 5 2 I 3L R goe & e
Mg E R, .

XEA A E N 4], “at which” #5 [7] “the price”, T “that” 35 [a] “the
quantity”, -

(6) In the rest of this chapter, we look at Ten Principles of Economics.

TEA B AR, RITE RS FF 10+ R,

AIEEHERBA(ETTFEE), XEN T RXEHRRMBHIHERNEITE TN
. NZE: ) :

(7) These principles recur throughout this book and are introduced here to
give you an overview of what economics is all about. You can think of this chapter
as a “preview of coming attractions”. :

XEFARFELH, XBENNTBREILR T RATTEH RN, /0]
DA —FEAE 0 “ BB R B R 5 | I MBS

“preview of coming attractions” Fi R & IXEE N FAFENES, MAELF
FRR T REE R R — R WG 77,

(8) Because the behavior of an economy reflects the behavior of the
individuals who make up the economy, we start our study of economics with four
principles of individual decision-making.

BT — 25 AT R R T A B N ETF RN ARAT R, Bt AR T & 52
PR RS ALE PSR A R R T 4R

XA RS R AMTER AU B A , R AR T B AR T 18 B B A
FHIZREG, B A B PR, A2 SRh A8 SRk

(9) Thus, while pollution regulations give us the benefit of a cleaner
environment and the improved health that comes with it, they have the cost of
reducing the incomes of the firms’ owners, workers, and customers.
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B, RESRE R AT RO R E S IR, L& i S A i e
KRR HEARM RV AL . TAREREHIRABRD .
“the benefit of a cleaner environment and the improved health that comes with

it SRS KR SRR T AR 5 AR

Exercises

(a) Translate the following phrases
Chinese — English
eI
HERGE
W BRI IR
e 752
B B R 57 55
A 1E K
BRAWATHEE
WERELEMLE
HEFEE
AR HE
English — Chinese
the study of economics
preview of coming attractions
talking about the economy of Los Angeles
interacting with one another
the behavior of the individuals
make up the economy
there is no such thing as a free lunch
spend their family income
national defense to protect our shores
a clean environment and a high level of income
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(b) Translate the fo[[o;ving sentences into English

(1) “B¥F" Bt 2 XAMEREIERA H AR ZAL

(2) EM— M HREARLEB N RABENE —HRE —H, — M ESd ARGk
BEANS AT ERN RS A TEKE .

(3) HETE—BAFRE, 55— ABKR, EF —2 AR R,

(W ITHIKMNEEZN - FRE. BAERABART S —HFRINEEZN
P

(5) MMfTEBHEHSMN— XA T BRI ® R i — bt A 128 Rt
Hig LB —3KTT.

(c) Fill in the blanks with the given words in the box

yet indeed even if because consider represent attend

opportunity surprising expensive obvious

people face trade-offs, making decisions requires comparing the
costs and benefits of alternative courses of action. In many cases, however, the
cost of some action is not as as it might first appear.

, for example, the decision whether to go to college. The benefit
is intellectual enrichment and a lifetime of better job opportunities. But what is
the cost? To answer this question, you might be tempted to add up the money
you spend on tuition, books, room, and board. this total does not
truly what you give up to spend a year in college.

The first problem with this answer is that it includes some things that are

not really costs of going to college. you quit school, you would need a

place to sleep and food to eat. Room and board are costs of going to college

only to the extent that they are more at college than elsewhere.

, the cost of room and board at your school might be less than the rent

and food expenses that you would pay living on your own. In this case, the
savings on room and board are a benefit of going to college.

The second problem with this calculation of costs is that it ignores the

largest cost of going to college — your time. When you spend a year listening
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to lectures, reading textbooks, and writing papers, you cannot spend that time
workirig at a job. For most students, the wages given up to - school are
the largest sirigle cost of their education.

The cost of an item is what you give up to get that item. When
making any decision, such as whether to attend college, decision-makers should
be aware of the opportunity costs that accompany each possible action. In fact,
they usually are. College-age athletes who can earn millions if they drop out of
school and play professional sports are well aware that their opportunity cost of
college is very high. It is not that they often decide that the benefit is
not worth the cost.

Topics for Discussion

(1) Suppose you have infinite lifetime, please talk about possible effect
towards your everyday life in this imaged situation.

(2) You are trying to decide whether to take a vacation. Most of the costs
of the vacation (airfare, hotel, forgone wages) are measured in dollars, but
the benefits' of the vacation are psychological. How can you compare the
benefits to the costs?

(3) You win $100 in a basketball pool. You have a choice between
spending the money now or putting it away for a year in a bank account that
pays 5 percent interest.

Further Reading

People Respond to Incentives

Because people make decisions by comparing costs and benefits, their
behavior may change when the costs or benefits change. That is, people
respond to incentives. When the price of an:apple rises, for instance, people
decide to eat more pears and fewer apples, because the cost of buying an apple
is higher. At the same time, apple orchards decide to hire more workers and
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harvest more apples, because the benefit of selling an apple is also higher. As
we will see, the effect of price on the behavior of buyers and sellers in a
market — in this case, the market for apples — is crucial for understanding
how the economy works. -

Public policymakers should never forget about incentives, for many
policies change the costs or benefits that people face and, therefore, alter
behavior. A tax on gasoline, for instance, encourages people to drive smaller,
more fuel-efficient cars. It also encourages people to take public transportation
rather than drive and to live closer to where they work. If the tax were large
enough, people would start driving electric cars.

When policymakers fail to consider how their policies affect incentives,
they can end up with results that they did not intend. For example, consider
public policy regarding auto safety. Today all cars have seat belts, but that was
not true 40 years ago. In the late 1960s, Ralph Nader’s book Unsafe at Any
Speed generated much public concern over auto safety. Congress responded
with laws requiring car companies to make various safety features, including
seat belts, standard equipment on all new cars.

How does a seat belt law affect auto safety? The direct effect is obvious.
With seat belts in all cars, more people wear seat belts, and the probability of
surviving a major auto accident rises. In this sense, seat belts save lives.

But that’s not the end of the story. To fully understand the effects of this
law, we must recognize that people change their behavior in response to the
incentives they face. The relevant behavior here is the speed and care with
which drivers operate their cars. Driving slowly and carefully is costly because
it uses the driver’s time and energy. When deciding how safely to drive,
rational people compare the marginal benefit from safer driving to the marginal
cost. They drive more slowly and carefully when the benefit of increased safety
is high. This explains why people drive more slowly and carefully when roads
are icy than when roads are clear.

Now consider how a seat belt law alters the cost-benefit calculation of a
rational driver. Seat belts make accidents less costly for a driver because they

reduce the probability of injury or death. Thus, a seat belt law reduces the
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benefits to slow and careful driving. People respond to seat belts as they would
to an improvement in road conditions — by faster and less careful driving. The
end result of a seat belt law, therefore, is a larger number of accidents.

How does the law affect the number of deaths from driving? Drivers who
wear their seat belts are more likely to survive any given accident, but they are
also more likely to find themselves in an accident. The net effect is ambiguous.
Moreover, the reduction in safe driving has an adverse impact on pedestrians
(and on drivers who do not wear their seat belts). They are put in jeopardy by
the law because they are more likely to find themselves in an accident but are
not protected by a seat belt. Thus, a seat belt law tends to increase the number
of pedestrian deaths.

N. Gregory Mankiw Principles of Economics (3rd Edition)




