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Introduction

Economics, which is universally acknowledged to have fallen under the category of social
science, seeks to analyze and describe the production, distribution, and consumption of wealth.
The major divisions of economics include microeconomics, which deals with the behavior of
individual consumers, business companies, and farmers, and macroeconomics, which focuses on
aggregates such as the level of income in an economy, the volume of total employment, and the
flow of investment.

Also, it embodies a broad spectrum of human economic activity, public finance, money
supply and banking, international trade, industrial organization, the factors responsible for self-
sustaining economic growth, etc. Therefore, the study of economics paves the way to further

probing into more specified subjects in business.

Teaching Goals
This chapter deals with economy-related issues. Through reading and practice, students will
have a clear mind about the basic concepts of some frequently used economic terms. Besides, they
are required to explore answers to the following questions: What is economics? What is the scope
of economics? What is the diversity of economics? Further more, students can make a detailed
— 1 e
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study about the fields of economics.
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Lesson One

The Concept of Economics

Pre-reading Questions
1. If you major in economics, what are the basic questions you want to ask?
2. Can you offer some examples of scarcity?

Helen collapsed on her sofa after a very busy day. As she reviewed the day’s events,
questions kept popping into her head. That morning, she accepted one of the five job offers she
received after graduating from college. She wondered why she was so lucky: Just two years
earlier, the unemployment rate was much higher and most graduates were lucky to get even one
job offer.

Why does the unemployment rate vary from year to year?

Helen's starting salary was about 80% higher than the salary of the typical high-school
graduate and about 10 times higher than the salary in the typical developing nation. She wondered
why her salary was so high.

Why do college graduates earn so much more than high-school graduates? Why do workers in
the United States earn so much more than workers in developing nations?

Helen bought a three-month-old car with just 4,000 miles on it, paying about $ 6,000 less
than she would for an otherwise identical new car. It seemed too good to be true. As she drove off
the lot, she remembered her friend’s warning that used cars are “lemons” and wondered if she’d
made a mistake.

Why do so many used cars turn out to be lemons?

Helen was surprised at how easy it was to get a loan from a local bank to pay for her car, and
she wondered about how the financial system works.

Where did the bank get the money for her auto loan?

On the way home, Helen stopped to vote in a congressional election. The biggest issue in the
campaign was the size of government: One candidate promised to cut down on government
structure; while the other promised to develop some new government programs. Helen wondered
which candidate was right.

J— 4 J—



Chapter One Economics

What is the role of government, and is it too large or too small?

As you see from this story, economics is all around us. Our everyday experiences in the
economy— as buyers, sellers, workers, and citizens— lead us to question about the state of the
national economy, about how markets operate, and about the role of government.

What is economics?

Economics is the study of the choices made by people who are faced with scarcity. Scarcity is
a situation in which resources are limited and can be used in different ways, so we must sacrifice
one thing for another. Here are some examples of scarcity.

You have a limited amount of time today. If you read this book for an hour, you would have
one hour less to spend on other activities, such as studying for other courses, reading the
newspaper, or exercising.

A city has a limited amount of land. If the city uses an acre of land to build a park, there is
one acre less for apartments, office buildings, or factories.

A nation has a limited number of people, so if it forms an army, it has fewer people to serve
as teachers, doctors, and clerks.

Because of scarcity, people must make difficult choices: You must decide how to spend your
time; the city must decide how to use its land; and a nation must decide how to divide its people
between military and civilian pursuits.

Wherever we look, we are surrounded by economic concerns. The pervasiveness of choice in
the face of scarcity is reflected in the definition of economics offered by the famous economist
Alfred Marshall (1842 —1924) ;“Economics is the study of mankind in the everyday business of
life. ”

Each person is faced with dozens of decisions, including what goods to buy, what occupation
to pursue, how many hours to work, and how much money to save. A firm must decide what
goods to produce and how to produce them. A government must choose a set of public programs
and then decide how to raise money to support the programs. Together, the choices made by

individuals, firms, and governments determine society’s choices and answer three basic questions.

What goods and services do we produce?

To decide how much of each good to produce, we face some important trade-offs. For
example, if we devote more resources {0 medical care, we have fewer resources for education and
consumer goods. If we increase the number of people working in factories, we have fewer people

to work on farms and in the classroom.

How do we produce these goods and services?

We must decide how to use our resources to produce what we desire. For example, should
we produce electricity with oil, solar power, or nuclear power? Should we teach college students
in large lectures or in small sections? Should we produce food on large corporate farms or on small
family farms?
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