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LESSON ONE

TEXT
BASIC ECONOMIC CONCEPTS

For Whom the Bell Tolls

Any one of us could think of several more arguments in fa-
vor of devoting scarce and precious time to learning the basics of
economics.”

Still, you have come to realize, there is one over—riding rea-
son for need to study economics. )

All your life—from cradle te gravé and beyond— you will
run up against the brute truths of economics. As a citizen, you
will have to make decisions on issues that just can not be
understood until you have mastered the rudiments of economics. *

Earning your lifetime income involves economics. Spending
that income as a consumer does also. Saving and investing—the
prudent handling of the nest—egg that won’t handle itself—eco-
nomics won’t guarantee to make you a genius in this important
task. But without economics the dice are simply loaded against
you. ‘ '

No need to belabor the point further. But we hope it will
come as a welcome bonus that economics can be a fascinating
field in its own right.@ Generations of students,often-to their sur-
prise,have discovered how interesting political econdmy can be.

_1__



What Economics Is

As a scholarly discipline, economics is just two centuries old.
Adam Smith published his path—breaking book “The Wealth of
Nations™ in 1776. Adam Smith, of course, represented only a be-
ginning. In more than a century and a half that elapsed from the
appearance of “ The Wealth of Nations™ to the publication of
John Maynard Keynes' “ The General Theory of Employment,
Interest and Money ™ (1936) , economics—or political economy. as
it 1s more traditionally called—has gone through many stages of
development. Almost at the halfway point, ' there appeared the
massive critique of capitalism,by Karl Marx: Das Kapital (1867.
followed by two posthumous volumes). A billion people. some
one—fifth ot the world’s population. view Das Kapital as econom-
ic truth.

The discipline study of economic science will help form a
reasoned opinion about these grand debates and about much

more.
Definitions

Beginners often want a short definition of economics. And 1n
response to this demand, there is no shortage of supply.
Here are a few of such definitions.
1. Economics. or political economys, is the study of those activi-
ties which., with or without money, involve exchange transaction
among people.
2. Economics is the study of how people choose to use scarce or
limited productive resources( land, labor, capital goods such as
machinery, technical knowledge) to produce various commodities
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( such as wheat, beef, overcoats, yachts, concerts, roads,
bombers) and distribute these goods to various members of socie-
ty for their consumption.

3. Economics is the study of how human beings go about the
business of organizing consumption and production activities.

4. Economics is the study of how to improve society and make
human civilization possible.

Economists today agree on a general definition something
like the following:

Economics 1s the study of how people and society end up
choosing with or without money. to employ scarce productive re-
sources that could have alternative uses— to produce various
commodities and distribute them for consumption. now or in the
future, among various persons and groups in society.” Econom-
ics analyzes the costs and benefits of improving patterns of re-

source use.
Quality of Economic Life

An introduction can serve as a preview. Even before stud-
ying economics. everyone will have heard of the Gross National
Product (GNP). This purports to measure the total of all goods
and services produced each year in a nation. Although measured
in money, the GNP tells us much about real goods and services—
food, clothing, penicillin, and so on. _

But these days many critics of political economy have come
forward. They deplore materialistic concentration on the quantity
of economic goods.

Must modern economics make a fetish of quantity at the ex-
pense of quality of life?  Or can we correct the official

— 3 —



statistician’s measure of GNP so that it becomes more of a meas-
ure of what people will consider to be true Net Economic
Welfare?® .

Therefore, two economists from Yale, William Nordhaus
and James Tobin, believing that economic welfare is too impor-_
tant to leave either to statisticians or non—economists, have tried

to correct traditional GNP numbers. They try to allow for
" disamenities of modern urban living, for enhanced leisure enjoyed
by the citizenry, for household work by wives that is ignored by
GNP statisticians, and make various other adjustments.”

Micro—economics and Macro—economics

Economists traditionally divide their studies into two broad
categories: micro—economics and macro—economics.

Micro—economics is concerned with the specific economic
units, or parts that make up an econamic system and the relation-
ships between those parts.” In micro—economics, emphasis is
placed on understanding the behavior of individual firms, indus-
tries, and households and the ways in which such entities interact.

_Macro—economics is concerned with the economy as a
whole, or large segments of it. Macro—economics focuses on such
problems\ as the rate of unemployment, the changing level of
prices, the nation’s total output of goods and services, and the
ways in which government raises and spends money.

State differently: '

Micro—economics looks at the trees, while macro—economics
looks at the forest. Both categories involve the construction of
theories and formulation of-policies—activities that are the heart
of economics.
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For turther description, micro—economics and macro—eco-
nomics differ in the questions each asks and in the level of
aggregation each uses. Micro—economics deals with the determu
nation of prices and quantities in individual markets and with the
relaiions among these markets. Thus 1t looks at the details of the
market economy. It asks, for example, how much labor is em-
ploved 1n the industry and'why the amount is increasing. It asks.
too. about the prices ot commodities— why some prices go up
and others down. Economists interested in micro—economics ana- °
lvze how prices and outputs respond to exogenous shocks caused
by events in other markets or by government policy. They ask, for
example, how a technical innovation, a government subsidy, or a
drought will eftect the price and output of farm products and the
employment of farm workers.

In contrast, macro—economics focuses on much broader ag-
gregates. It looks at such things as the total number of people
employed and unemployed. the average level of prices and how it
changes over time, national output. and aggref;ate consumption.
Macro—economics asks what determines these aggregates and
how they respond to changing conditions. Whereas micro—eco-
nomics looks at demand and supply with regard to particular
commodities, macro—economics looks at the aggregate demand
and aggregate supply.

From:
1. Paul A. Samuelson: Economics,
11th Edit., Part One p.p.1—3
2. Milton H. Spencer: Contemporary
Economics, 4th Edit. , Part One
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p-2

3. Richard G. Lipsey et al.: Econom-

ics, 8th Edit., Chapter 3 p.p. 50
—51

New Words

argument / 'a:gjumant/ n.
scarce /skess/ a.
precious / ‘prefes/ a.
cradle / ‘'kreidl/ n.

brute /bruit/ a.
rudiment / ‘'ruzdimant/ n.
prudent /'pru:dont/ a. ‘
genius '/ 'd3imnjes /' n.
belabor / bi'leiba/ vi.
bonus / 'baunas/ n.

discipline / ‘disiplin/ n.
fascinating / 'fasineitin / a.
The Wealth of Nations
critique / kri'tik / n.
Das Kapital = The Capital
posthumous / 'postjumas/ a.
yacht /jot/ n.
concert / 'konsat/ n.
bomber / 'boma/ n.
purport / '‘parpat/ vt.
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deplore /di'pl:/ vt. Fth "

fetish / 'fictif / n. i H &R
disamenity /diso'miniti/ n. AR REFAR
exogenous /ek'sodzinos/ a.  ShIHI; SMERY

Phrases and Expressions

over—riding reason 8l —v0f 8 i

from cradle to grave and beyond MABIFE; 4 i FE 5

run up against B3 plF

as a scholarly discipline EA%EAR B4
F

path—breaking book ' Sl Fier 45; EE ik
iR

The General Theory of Employment,

Interest and Money gl FLE It mad it
Gross National Product (GNP) E R A = i
Net Economic Welfare (NEW) ez R
Notes

1. Any one of us could think of several more arguments in favor
of devoting scarce and precious time to learning the basics of
economics.

BAUERTA S LA I 280, A R A RIS R H L8
L% F i H iR R . -
in favor of A FIF; Bak; X H¥; WhtE - 75
The result is in favor of our opening policy in economy.
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